CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION -
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Station Two — Future Expenditures, continued:

to natural gas, relying on the power market, integrating a peaking unit, and various other
options. Upon receiving the IRP report, HMP&L started the process of evaluating the
various options, and immediately began working towards completing another, more
detailed IRP. This second, more detailed IRP was completed in April 2018. The IRP
suggested that energy and capacity market purchases, either through managed
contracts or the open market, was the most economical option for HMP&L customers.

HMP&L gathered bids through a Request for Proposals (RFP) that was released in August
2018. This RFP was for energy and capacity beginning June 2019. The RFP requested
proposals for an all-requirements type contract, as well as a managed portfolio option. On
February 28, 2019, HMP&L awarded the bid to various suppliers for the following:

5 X 16 Winter Block 3 year 20 MW Merrill Lynch
5 X 16 Summer Block 3 year 30 MW BP
5 X 16 Annual Block 3 year 10 MW BP

Station Two and Future Expenditures, continued:

7 X 24 Annual Block 5 year 30 MW Merrill Lynch
7 X 24 Annual Block 10 year 30 MW BP
Capacity ZRCs 5 year 100 MW Constellation

On June 18, 2019, HMP&L presented another IRP refresh to the Utility Commission. This was
to plan for future years once the current power supply arrangements expire. HMP&L is currently
developing RFPs for future power supply needs.

Southeastern Power Administration (SEPA):

The Southeastern Power Administration (SEPA) has contracted with HMP&L to provide HMP&L
a total of 15,000 megawatt hours of hydroelectric power each year. The 15,000 megawatt hours
represent approximately 2.5 percent of HMP&L’s annual megawatt hour requirements. HMP&L
is restricted to not more than 10 megawatt hours during any one hour period. The hydroelectric
power is provided from SEPA generation units on the Cumberland River System Project.

In the fall of 2006, SEPA informed all contract project participants that the Wolf Creek Dam near
Jamestown, Kentucky, had been inspected and serious seepage problems existed in the
earthen dam. The seepage problems at the dam date back to 1968 and the US Army Corps of
Engineers implemented various repairs since that time; however, the seepage became critical to
the safety of the Wolf Creek Dam and surrounding communities. In an effort to respond to these
safety concerns and make the needed repairs to the dam, SEPA reduced and curtailed electric
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CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION -
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Southeastern Power Administration (SEPA), continued:

service to the contract project participants. This reduction and curtailment of SEPA electric
service began in early 2007. The dam repairs were completed during 2014 and the basin was
allowed to fill to the necessary level of water. The SEPA Cumberland River Hydroelectric Power
System is continuing to be restored to its pre-construction conditions.

Regulatory Compliance:

The North American Electric Reliability Corporation (NERC) adopted new electric system
reliability standards for all electric utilities in the United States. NERC adopted and began
enforcement of the new standards beginning in June 2007. The new standards were approved
by the Federal Energy Regulatory Commission (FERC). HMP&L is required to comply with the
new reliability standards and incurs administrative expenses related to NERC compliance.

In November 2008, the Southeastern Electric Reliability Council (SERC) audited HMP&L for
compliance with NERC Reliability Standards. Subsequent to the November audit, a number of
formal and informal discussions took place between HMP&L and SERC. HMP&L and SERC
reached an agreement concerning non-compliance issues identified during the audit; and a final
settlement agreement was approved. In November 2010, HMP&L hired a Reliability
Compliance Manager who is responsible for compliance with NERC Reliability Standards.
SERC performed a compliance audit of HMP&L in March of 2014, evaluating the utility for
compliance with 11 reliability requirements, as well as 3 infrastructure related items. This audit
resulted in no findings, violations, or recommendations.

SERC completed an assessment of HMP&L in 2017 to identify areas of focus and level of effort
needed to monitor compliance with selected NERC Reliability Standards. As a result, SERC
identified that HMP&L posed low inherent risks to reliability of the Bulk Power System in each of
seven risk factors evaluated, and determined that for the 2018 compliance oversight plan, all
NERC Standards and Requirements applicable to HMP&L would be Self-Monitored.

In 2019, HMP&L joined the Midcontinent Independent System Operator (MISO) as a
Transmission Owner and Market Participant. Effective March 1, 2019, due to MISO integration
and termination of pre-existing contracts, HMP&L registered with NERC and SERC as a
Balancing Authority and Transmission Planner in MISO, and entered into contract with a third
party for necessary Transmission Operator and Local Balancing Authority services.
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CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION -
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Transfers to the City of Henderson, Kentucky:

In Fiscal Year 2018-2019, HMP&L’s cash transfer to the City was $1,244,724. HMP&L has
budgeted this same level of cash transfer to the City for Fiscal Year 2019-2020 and subsequent
budget periods. HMP&L also paid the City $665,667 for internal service fees and HMP&L
provided the City free electric service valued at $674,568 and free fiber services valued at
$168,120 for the 2018-2019 Fiscal Year. The annual cash transfer payments, internal service
fees, and value of the free electric and fiber services represent 6.7% of gross electric revenue in
Fiscal Year 2019.

Should additional information be needed inquiries can be directed to HMP&L at 100 Fifth Street,
Henderson, Kentucky 42420. Contact via telephone at 270.826.2726.
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City of Henderson, Kentucky Utility Commission
Statements of Net Position
As of May 31, 2019 and 2018

Assets: 2019 2018
Current assets:
Cash and cash equivalents $ 12,390,092 $ 10,886,004
Investments - unrestricted 13,152,433 11,802,770
Investments - restricted 2,518,824 2,358,385
Accounts receivable, net of
allowance for uncollectibles 3,395,145 2,830,079
Accounts receivable, Station Two Operator 2,177,652 2,950,585
Accrued revenue 2,839,760 3,994,163
Inventory and supplies 4,675,758 9,021,192
Prepaid expenses 289,063 70,355
Total current assets 41,438,727 43,913,533
Utility plant and equipment:
Utility plant, net of accumulated depreciation 12,255,729 53,685,796
Other Assets
Asset retirement obligation, net of accumulated amortization 449,395 547,445
Total Assets 54,143,851 98,146,774
Deferred outflows of resources:
Deferred outflows of resources 2,528,013 2,329,422
Total assets and deferred outflows of resources $ 56,671,864 $ 100,476,196
Liabilities:
Current liabilities:
Accounts payable and accrued expenses $ 4,054,867 $ 6,826,151
Accounts payable-Construction in progress Station Two - 201,264
Current portion-bonds payable 670,000 650,000
Customer deposits 701,075 679,103
Total current liabilities 5,425,942 8,356,518
Long-term liabilities:
Accrued compensated absences 280,235 267,413
Long-term portion bonds payable 10,090,000 10,760,000
Asset retirement obligation 1,369,055 1,327,136
Net pension liability 7,242,530 6,464,451
Net Other post-employment benefits liability 2,111,330 2,220,242
Total long-term liabilities 21,093,150 21,039,242
Total liabilities 26,519,092 29,395,760
Deferred inflows of resources:
Deferred inflows of resources 808,203 665,557
Net position:
Net investment in capital assets 1,495,729 42,275,796
Restricted per bond ordinance 2,518,824 2,358,385
Unrestricted 25,330,016 25,780,698
Total net position 29,344,569 70,414,879

Total liabilities, deferred inflows of resources, and net position $ 56,671,864 $ 100,476,196

The accompanying notes are an integral part of these financial statements.
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City of Henderson, Kentucky Utility Commission

Statements of Revenues, Expenses, and Changes in Net Position

For the fiscal years ended May 31, 2019 and 2018

Operating revenues:

Sale of electricity-Existing System
Sale of electricity-Station Two
Communication services

Other

Total operating revenues

Operating expenses:
Production of electricity
Operating expenses
Depreciation

Total operating expenses
Income from operations
Interest income (expense):

Investment income
Interest expense

Total interest income (expense)
Income before non-operating items

Non-operating items:
Decommissioning Station Two
Station Two-Excess Energy Settlement
Transfers to the City of Henderson
Power furnished to the City of Henderson
Communication senvices provided to the City of
Henderson and other local government agencies

Total non-operating items

Change in net position

Cumulative effect of change in accounting principle - adoption of
Governmental Accounting Standards Board Statement No. 75

Prior period adjustment-asset retirement obligation

Net position, beginning of year

Net position, end of year

The accompanying notes are an integral part of these financial statements.
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2019 2018
$ 41,336,306  $ 43,837,429
8,277,707 18,461,405
1,218,061 1,096,134
563,670 469,366
51,395,744 63,864,334
33,267,139 44,403,951
11,457,970 11,388,052
5,124,074 5,050,104
49,849,183 60,842,107
1,546,561 3,022,227
459,955 196,266
(467,409) (443,038)
(7,454) (246,772)
1,539,107 2,775,455
(40,522,005) -

- 6,250,000
(1,244,724) (1,244,724)
(674,568) (581,349)
(168,120) (174,732)
(42,609,417) 4,249,195
(41,070,310) 7,024,650
- (1,600,373)
- (261,069)
70,414,879 65,251,671

$ 29,344,569  $ 70,414,879




City of Henderson, Kentucky Utility Commission

Statements of Cash Flows

For the fiscal years ended May 31, 2019 and 2018

Cash flows from operating activities:
Receipts from customers
Payments to suppliers and vendors
Payments to employees

Net cash provided by operating activities

Cash flows from non-capital financing activities:
Distributions to the City of Henderson

Net cash used by non-capital financing activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Principal payments on long-term debt
Interest payments on long-term debt

Net cash used by capital and related financing
activities

Cash flows from investing activities:
Proceeds from sale and maturities of investments
Investment income
Purchases of investment securities

Net cash used by investing activities

Increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

The accompanying notes are an integral part of these financial statements.
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2019 2018
$ 55418081 $ 70,776,030
(43,801,962) (54,499,649)
(4,627,149) (4,627,000)
6,988,970 11,649,381
(1,244,724) (1,244,724)
(1,244,724) (1,244,724)
(2,072,642) (2,072,772)
(650,000) (630,000)
(467,409) (443,038)
(3,190,051) (3,145,810)
13,042,144 2,365,549
370,905 222,326
(14,463,156) (1,309,029)
(1,050,107) 1,278,846
1,504,088 8,537,693
10,886,004 2,348,311

$ 12,390,092 $ 10,886,004




City of Henderson, Kentucky Utility Commission
Statements of Cash Flows — Reconciliation of Net Cash Provided by Operations
For the fiscal years ended May 31, 2019 and 2018

Operating activities:

Operating income
Adjustments to reconcile operating income

(loss) to net cash provided by operations:
Depreciation

Excess energy settlement proceeds

Power furnished to the City of Henderson
Communication senices provided at no charge
Cumulative effect of change in accounting principle
Prior period adjustment

Other items

Changes in operating assets and liabilities:

Accounts receivable

Due from Station Two Operator

Accrued revenue

Inventory and supplies

Prepaid expenses and other assets
Accounts payable and accrued expenses
Accounts payable-construction

Net pension liability and Other post employment benefits liability-

deferred inflows and outflows
Asset retirement obligation
Customer deposits

Net cash provided by operating activities

Supplemental Information

Non-cash activity:
Power furnished to the City of Henderson
Communication senices provided at no charge

The accompanying notes are an integral part of these financial statements.
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2019 2018
$ 1,546,561 $ 3,022,227
5,124,074 5,050,104
- 6,250,000
(674,568) (581,349)
(168,120) (174,732)
(1,600,373)
- (261,069)
(519,784) -
(565,066) 609,071
772,933 (801,623)
1,154,403 (651,348)
4,345,434 (2,273,552)
(218,708) 12,216
(2,758,462) 1,706,569
(201,264) (1,340,512)
(1,010,404) 2,258,630
139,969 398,920
21,972 26,202
$ 6,988,970 $ 11,649,381
674,568 581,349
168,120 174,732



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

1. Organization and Contracts:

The City of Henderson Utility Commission is organized under the provisions of Section 96.530 of
the Kentucky Revised Statutes to operate, manage, and control the Henderson Municipal Power
& Light System. The members of the Utility Commission are appointed by the Mayor and are
approved by the City Commissioners of the City of Henderson, Kentucky (City). The Mayor and
the City Commission authorize all rates and bond issues of the Utility Commission. As a
municipal entity, the Utility Commission is exempt from all federal and state income taxes. Certain
real estate utilized by the Utility Commission is owned by the City of Henderson.

The Utility Commission operates the “Existing System” and pursuant to certain contracts and
agreements described as follows, reserves power from “Station Two” which is owned by the
Commission, and currently operated by Big Rivers Electric Corporation (Big Rivers), pursuant to
various lease, assignment, and other agreements between the parties.

The Commission provides retail electric service to the residents of the City of Henderson within its
service territory. The Commission also provided wholesale electricity to Big Rivers through July
18, 1998 and subsequently to an affiliate of LG&E Energy Corporation. LG&E was purchased by
Powergen in 2000 and thereafter acquired by E.ON. Effective July 16, 2009, Big Rivers resumed
its role as operator of Station Two as part of the “Unwind Transaction.”

The Commission entered into certain contracts with Big Rivers relating to Station Two, as follows:

A. Power Plant Construction and Operation Agreement:

Under this agreement, Big Rivers agreed to furnish certain construction and start-up
services for which it was paid out-of-pocket expenses plus overhead allowances and
operate Station Two upon completion for which the Station Two Operator is paid
reasonable expenditures allocable to the operation and maintenance of Station Two,
as defined in the agreement. The original agreement was amended to include an
option to extend through the useful operating life of Station Two. Big Rivers exercised
this option in 1998.

B. Power Sales Contract:

Under this agreement, the Station Two Operator purchases all of the Station Two
capacity in excess of the City of Henderson’s requirements. Payments for capacity
purchased by the Station Two Operator are made monthly based on the portion of
Station Two capacity allocated to the Station Two Operator compared to the total
monthly Station Two capacity costs as defined in the agreement. The original
agreement was executed in 1970 and extended through 2023. During 1993, the
agreement was amended to include an option to extend through the useful operating
life of Station Two. Big Rivers exercised this option in 1998.

C. Joint Facilities Agreement:

This agreement provides for the continuing joint use by the Commission and Station
Two Operator of certain auxiliary facilities presently owned and used by the Station
Two Operator at its generating station and of auxiliary facilities provided by the
Commission in connection with the construction of Station Two, which is located
adjacent to the generating station and also operated by the Station Two Operator.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

1. Organization and Contracts, continued:

Power sales to the Station Two Operator under the agreement amounted to $8,277,707 and
$18,461,405 for the fiscal years ended May 31, 2019 and 2018, respectively.

In connection with the negotiations related to the funding and construction of the Flue Gas
Desulfurization System (FGD System) Station Two various aforementioned contracts were
amended effective May 31, 1993. Significant provisions of the amendments include:

e The total capacity of Station Two, a factor in determining various Station Two cost
allocations, was reduced as a result of the power required to operate the FGD System.

e FGD System costs, up to the amount of proceeds from the sale of Emission Allowances,
will be borne in the same proportion as the Emission Allowances are allocated.
Additional FGD System costs will be borne in proportion to the new capacity allocation as
determined by the contract amendments.

e The Commission will reimburse the Station Two Operator for certain allocated costs of
the existing Big Rivers’ FGD System to be jointly used by the Station Two Operator and
Station Two based upon an allocation formula defined in the amendments.

Amounts charged by the Station Two Operator as reasonable expenditures allocable to the
operation and maintenance of Station Two are subject to review and approval by the
Commission. Differences, if any, between amounts originally charged as allocable by the Station
Two Operator and amounts accepted by the Utility Commission are recorded when a final
determination of such amounts is made. Operating revenues and expenses would be reduced by
any amount subsequently determined not to be allocable to Station Two.

Station Two became commercially operable and construction was substantially completed during
1974, and was decommissioned February 1, 2019.

2. Summary of Significant Accounting Policies:

The Commission is a component unit of the City of Henderson, Kentucky (the primary
government), due to its financial accountability to the City Commission.

The financial statements of the Commission have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to government units. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with the fund’s principal ongoing operations. The principal
operating revenues of the Commission are charges to customers for electric and communications
sales and service.

Operating expenses for the Commission include the cost of power and services, administrative

expenses, and depreciation. All other revenues and expenses not meeting this definition are
classified as non-operating items.

20



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

2. Summary of Significant Accounting Policies, continued:

Statement of Net Position:

The Statement of Net Position is designed to display the financial position of the Commission.
The Commission’s fund equity is reported as a net position, which is presented in three
categories defined as follows:

Net investment in _capital assets- This component of net position consists of capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets.

Restricted- This component of net position consists of constraints placed on net position
use through external constraints imposed by creditors through debt covenants.

Unrestricted- This component of net position consists of the remainder of net position
that does not meet the definition of restricted or invested in capital assets, net of related
debt.

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

The Statement of Revenues, Expenses, and Changes in Net Position is the operating statement
for proprietary funds. Revenues are reported by major source. This statement distinguishes
between operating and non-operating revenues and expenses, and presents a separate subtotal
for operating revenues, operating expenses, and operating income. The more significant of the
Commission’s accounting policies are described below:

A. Cash and Cash Equivalents:

Cash and cash equivalents consist of certificates of deposit and repurchase agreements
with an original maturity of three months or less from the date of purchase. The carrying
amount of each of these instruments approximates fair value.

Investment Securities:

Investments are recorded at fair value based on quoted market prices. Any gains or
losses are reflected in the statement of revenues, expenses, and changes in net assets
in accordance with GASB No. 31, "Accounting and Reporting For Certain Investments
and For Internal Investment Pools." Kentucky Revised Statute 66.480 limits the types of
securities that a municipal entity may invest in to obligations of the United States
Treasury and its agencies, certain Federal securities, repurchase agreements,
commercial bank certificates of deposit, and the Commonwealth of Kentucky Investment
Pool.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

2. Summary of Significant Accounting Policies, continued:

C.

Accounts Receivable and Unbilled Revenue:

The Commission has entered into an agreement with the City of Henderson to perform its
billing and collection services. All monies due to the Utility Commission are collected and
deposited in the City of Henderson’s Utility Clearing Fund and are remitted to the Utility
Commission on a weekly basis. The amount included in accounts receivable due from
the Utility Clearing Fund was $2,801,854 and $2,335,956 as of May 31, 2019 and 2018,
respectively. The allowance for uncollectible amounts was $0 and $170,925 for the fiscal
years ended May 31, 2019 and 2018.

Inventory:

The fuel and lime inventory is stated at cost using the first-in-first-out method. Materials
and supplies are stated at the weighted average cost.

Utility Plant and Equipment:

The utility plant is carried at cost, which includes capitalized interest, aggregating
$15,342,300, which was capitalized during the period of construction. No interest was
capitalized during the fiscal years ended May 31, 2019 and 2018. The Commission
capitalizes all items in excess of $1,000. The Commission’s policy for determining the
useful lives of its utility plant and equipment is as follows:

Production plant and structures 33% years
Transmission and distribution 25 years
Automotive equipment 6 years
Wireless internet equipment 5 years
Other equipment 10 years

Use of Estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires that management make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at May 31, 2019 and 2018, as well as revenues and expenses for the years then
ended. Actual results could differ from the estimates and assumptions used.

Compensated Absences:

Employees of the Commission are entitled to paid vacations and sick-leave. The
Commission’s policy is to recognize these costs when earned under the accrual method
of accounting in accordance with GASB No.16 “Accounting for Compensated Absences.”

Beginning Ending
Balance Additons Reductions Balance
Compensated Absences $ 476,074 $ 101,390 $(38,045) $ 539,419

Current portion (included in accounts

payable and accrued expenses) $ 259,184
Long-term portion 280,235
$ 539,419
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

2. Summary of Significant Accounting Policies, continued:

H. Recent Accounting Pronouncements:

The Commission implemented Governmental Accounting Standards Board (GASB)
Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions and GASB Statement No. 82, Pensions Issues during the fiscal
year ended May 31, 2018.The implementation of GASB Statements No. 75 and 82
resulted in a cumulative effect of change in accounting principle which reduced the net
position of the Commission by $1,600,373 for the year ended May 31, 2018. Additionally,
the implementation resulted in the recording of related deferred outflows and inflows of
resources related and OPEB liability.

l. Pensions:

In the component unit financial statements of the City of Henderson, Kentucky Utility
Commission, retirement plans (pensions) are required to be recognized and disclosed
using the accrual basis of accounting (Refer to Note 6).

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions and pension expense, information
about the fiduciary net position of the County Employees' Retirement System (CERS),
and additions to/deductions from CERS' fiduciary net position have been determined on
the same basis as they are reported by CERS. For this purpose, benefit payments
(including refunds of employee contributions) are recognized when due and payable in
accordance with the benefit terms. Investments are recorded at fair value.

J. Postemployment Benefits Other Than Pensions (OPEB):

In the component unit financial statements of the City of Henderson, Kentucky Utility
Commission, postemployment benefits other than pensions (OPEB) are required to be
recognized and disclosed using the accrual basis of accounting (Refer to Note 6).

For purposes of measuring the net OPEB liability, deferred outflows of resources and
deferred inflows of resources related to OPEB, and OPEB expense, information about
the fiduciary net position of the County Employees' Retirement System (CERS) and
additions to/deductions from CERS' fiduciary net position have been determined on the
same basis as they are reported by CERS. For this purpose, benefit payments (including
refunds of employee contributions) are recognized when due and payable in accordance
with the benefit terms. Investments are reported at fair value.

K. Emission Allowances:

The Commission does not record the value of emission allowances granted by the
Environmental Protection Agency for sulfur dioxide and nitrous oxide on its financial
statements as there is no cost basis in these allowances.

L. Bond Issuance Costs:

Premiums and discounts arising from bond issues are deferred and amortized using the
straight-line method over the lives of the bond issues.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

3. Cash and Cash Equivalents:

As of May 31, 2019 and 2018, the City of Henderson, Kentucky Utility Commission maintained
deposits with several local financial institutions. Of the bank balance, all was insured by the
Federal Deposit Insurance Corporation and any amounts in excess of FDIC coverage were
secured by pledged United States Government securities.

4. Investment Securities:

Investments are included in the Statement of Net Position under the caption “Investments-
restricted/unrestricted.” A summary of investments held by the City of Henderson, Kentucky Utility
Commission along with the scheduled maturities is presented below:

Less Than One One to Five Six to Ten
Investment Type: Fair Value Year Years Years
May 31, 2019
Unrestricted Investments:
U.S. Agencies $ 6,842,047 $ - $ 5,780,781 $ 1,061,266
Certificate of Deposit and
Money Markets 6,310,386 2,600,680 3,207,333 502,373

Total Unrestricted Investments  $ 13,152,433 $ 2,600,680 $ 8,988,114 $ 1,563,639

Restricted Per Bond Ordinance:
Certificate of Deposit and

Money Markets $ 2,518,824 $ 2,518,824 $ - $ -
Total Restricted Investments $ 2,518,824 $ 2,518,824 $ - $ -
Less Than One One to Five Six to Ten
May 31, 2018 Fair Value Year Years Years
Unrestricted Investments:
U.S. Treasury Bills $ 10,212,213 $ 10,212,213 $ - $ -
Certificate of Deposit and
Money Markets 1,590,557 1,590,557 - -
Total Unrestricted Investments  $ 11,802,770 $ 11,802,770 $ - $ -

Restricted Per Bond Ordinance:
Certificate of Deposit and

Money Markets $ 2,358,385 $ 2,358,385 $ - $ -
Total Restricted Investments $ 2,358,385 $ 2,358,385 $ - $ -
Restricted Assets consisted of the following: 2019 2018
MISO-Margin Call Collateral $ 185112 $ -
Operation and Maintenance Reserve 600,000 600,000
Debt Senice Resene 1,101,215 1,088,868
Debt Senice Sinking Fund 632,497 669,517
Total restricted assets $ 2,518,824 $ 2,358,385
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

4,

Investment Securities, continued:

A.

Interest Rate Risk:

The City of Henderson, Kentucky Utility Commission has a formal investment policy that
limits investment maturities as a means to manage its exposure to fair value losses
resulting from increasing interest rates.

Credit Risk:

The City of Henderson, Kentucky Utility Commission limits its investments to those
allowed by Kentucky Revised Statute 66.480. Kentucky Revised Statute 66.480 limits
investments to U.S. Government Treasury and Agency securities, certificates of deposit,
securities issued by a state or local government rated in one of the three highest
categories by a nationally recognized credit agency.

Custodial Credit Risk:

Custodial credit risk is the risk that in the event of the failure of the counterparty, The City
of Henderson, Kentucky Utility Commission will not be able to recover the value of its
investments, or collateral securities that are in the possession of the outside party. All
investments of the Commission, with the exception of certificates of deposit, consist of
unregistered and uninsured securities held by the Commission’s trustee in their trust
department not in the name of the Commission.

Utility Plant and Equipment:

Utility plant and equipment consisted of the following as of May 31, 2019 and 2018:

May 31, 2019 Beginning Ending
Existing System: Balance Additions Deletions Balance
Vehicles $ 2,394,793 $ 74,430 $ - $ 2,469,223
Transmission plant 8,752,502 533,201 - 9,285,703
Distribution plant 28,042,045 953,965 - 28,996,010
Land and land rights 1,288,551 43,968 (6,115) 1,326,404
Telecommunications, internet,
and fiber optics 6,576,186 141,154 (200,898) 6,516,442
General plant 153,079 196,909 - 349,988
47,207,156 1,943,627 (207,013) 48,943,770
Accumulated depreciation (35,974,715) (1,044,279) 330,953 (36,688,041)
Existing System total $ 11,232,441 $ 899,348 $ 123,940 $ 12,255,729
Station Two:
General plant $ 186,090,250 $ 259,274 $ (186,349,524) $ -
Accumulated depreciation (143,636,895) (4,079,795) 147,716,690 -
Station Two total $ 42,453,355 $(3,820,521) $ (38,632,834) $ -
Total utility, plant, and
equipment, net $ 53,685,796
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

5.

Utility Plant and Equipment, continued:

May 31, 2018 Beginning Ending
Existing System: Balance Additions Deletions Balance
Vehicles $ 2,188,443 $ 381,479 $ (175,129) $ 2,394,793
Transmission plant 8,713,949 38,553 - 8,752,502
Distribution plant 27,485,333 556,712 - 28,042,045
Land and land rights 1,235,451 53,100 - 1,288,551
Telecommunications, internet,
and fiber optics 6,096,984 479,881 (679) 6,576,186
General plant 54,350 98,729 - 153,079
45,774,510 1,608,454 (175,808) 47,207,156
Accumulated depreciation (35,383,736) (910,049) 319,070 (35,974,715)
Existing System total $ 10,390,774 $ 698,405 $ 143,262 $ 11,232,441

Station Two:

General plant $185,769,194 $ 321,056 % - $ 186,090,250
Accumulated depreciation (139,496,840) (4,140,055) - (143,636,895)
Station Two total $ 46,272,354 $(3,818,999) $ - $ 42,453,355

Total utility, plant, and
equipment, net $ 56,663,128 $ 53,685,796

Depreciation expense for the fiscal years ended May 31, 2019 and 2018 was $5,124,074 and
$5,050,104 respectively.

Retirement Plans:

General Information about the Pension Plan

Plan description: All eligible Commission employees participate in the County Employees'
Retirement System (CERS), a cost-sharing, multiple-employer defined benefit plan administered
by the Board of Trustees of Kentucky Retirement Systems. CERS consists of two plans — Non-
Hazardous and Hazardous. Commission employees participate in the Non-Hazardous plan only.
Kentucky Retirement Systems issues a publicly available financial report that includes financial
statements and supplementary information for CERS. That report can be obtained at
https://kyret.ky.gov.

Benefits provided: CERS provides retirement, disability, and death benefits to plan members.
Retirement benefits may be extended to beneficiaries of plan members under certain
circumstances. Kentucky Revised Statute 61.645 assigns the authority to establish and amend
benefit provisions to the Kentucky Retirement Systems Board of Trustees.

Cost of Living Adjustment (COLA): Prior to July 1, 2009, COLAs were provided annually equal to
the percentage increase in the annual average of the consumer price index for all urban
consumers for the most recent calendar year, not to exceed 5% in any plan year. After July 1,
2009, the COLAs were limited to 1.50%. No COLA has been granted since July 1, 2011.
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Contributions: Tier 1 plan members, who began participating prior to September 1, 2008, are
required to contribute 5% of their annual creditable compensation. These members are classified
in the Tier 1 structure of benefits. Interest is paid each June 30 on members’ accounts at a rate
of 2.5%. If a member terminates employment and applies to take a refund, the member is entitled
to a full refund of contributions and interest.

Tier 2 plan members, who began participating on, or after, September 1, 2008, and before
January 1, 2014, are required to contribute 6% of their annual creditable compensation, whiles
1% of these contributions are deposited to an account created for the payment of health
insurance benefits under 25 USC Section 401(h) in the Pension Fund. These members are
classified in the Tier 2 structure of benefits. Interest is paid each June 30 on members’ accounts
at a rate of 2.5%. If a member terminates employment and applies to take a refund, the member
is entitled to a full refund of contributions and interest; however, the 1% contribution to the 401(h)
account is non-refundable and is forfeited.

Tier 3 plan members, who began participating on, or after, January 1, 2014, are 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. Members
contribute 5% of their annual creditable compensation, and an additional 1% to the health
insurance fund (401(h) account) which is not credited to the member’'s account and is not
refundable. The employer contribution rate is set annually by the Kentucky Retirement System
Board of Trustees based on an actuarial valuation. The employer contributes a set percentage of
the member’s salary. Each month, when employer contributions are received, an employer pay
credit is deposited to the member’s account. A member’s account is credited with a 4% employer
pay credit. The employer pay credit represents a portions of the employer contribution.

Interest is paid into the Tier 3 member’s account. The account currently earns 4% interest credit
on the member’s account balance as of June 30 of the previous year. The member’s account
may be credited with additional interest if the system’s five-year Geometric Average Net
Investment Return (GANIR) exceeded 4%. If the member was actively employed ad participating
in the fiscal year, and if the system’s GANIR for the previous five years exceeds 4%, then the
member’s account will be credited with 75% of the amount of the returns over 4% on the account
balance as of June 30 of the previous year (Upside Sharing Interest). The Upside Sharing
Interest is credited to both the member contribution balance and Employer Pay Credit Balance.

The Commission is required to contribute at an actuarially determined rate. As of May 31, 2019,
the Commission's required contribution rate was 16.22% of annual covered payroll. The
contribution requirements of plan members and the Commission are established and may be
amended by the Kentucky Retirement Systems Board of Trustees. Contributions to CERS from
the Commission were $547,056 for the year ended May 31, 2019.
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Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

At May 31, 2019, the Commission reported a liability of $7,242,530 for its proportionate share of
the collective net pension liability. The collective net pension liability was measured as of June
30, 2018, and the total pension liability used to calculate the collective net pension liability was
determined by an actuarial valuation as of June 30, 2017 and rolled-forward using generally
accepted actuarial principles. The Commission's proportion of the collective net pension liability
was based on a projection of the Commission's long-term share of contributions to the pension
plan relative to the projected contributions of all participating employers, actuarially determined.
At June 30, 2018, the Commission's proportion was 0.118919%, which was an increase of
0.008478% from its proportion measured as of June 30, 2017.

For the year ended May 31, 2019, the Commission recognized pension expense of $1,130,511.
At May 31, 2019, the Commission reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and
actual experience $ 236,231 $ 106,015
Changes of assumptions 707,806 -
Net difference between projected and
actual investment earnings on pension
plan investments - 86,842
Changes in proportion and differences
between Commission contributions and
proportional share of contributions 292,603 214,816
Commission contributions subsequent
to the measurement date 547,056 -
Total $ 1,783,696 $ 407,673

Of the total amount reported as deferred outflows of resources related to pensions, $547,056
resulting from Commission contributions subsequent to the measurement date and before the
end of the fiscal year will be included as a reduction of the collective net pension liability in the
year ended May 31, 2020. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in the Commission’s pension
expense as follows:

Year ended May 31: Amount
2020 $ 554,087
2021 343,115
2022 (29,364)
2023 (38,871)
2024 -
Thereafter -
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Actuarial assumptions: The total pension liability in the June 30, 2018 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the

measurement:
Inflation 2.30%
Salary Increases 3.05%
Investment Rate of Return 6.25%

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.

The actuarial assumptions used in the June 30, 2018 valuation were based on the results of an
actuarial experience study for the period July 1, 2008 - June 30, 2013.

The long-term expected rate of return was determined by using a building-block method in which
best-estimate ranges of expected future real rates of returns are developed for each asset class.
The ranges are combined by weighting the expected future real rate of return by the target asset
allocation percentage. The target allocation and best estimates of arithmetic real rate of return for
each major asset class are summarized in the table below.

Long-Term Expected

Asset Class Target Allocation Real Rate of Return
U.S. Equity 17.50%
U.S. Large Cap 5.00% 4.50%
U.S. Mid Cap 6.00% 4.50%
U.S. Small Cap 6.50% 5.50%
Non U.S. Equity 17.50%
International Developed 12.50% 6.50%
Emerging Markets 5.00% 7.25%
Global Bonds 4.00% 3.00%
Credit Fixed 24.00%
Global IG Credit 2.00% 3.75%
High Yield 7.00% 5.50%
EMD 5.00% 6.00%
llliquid 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 2.00% 1.50%
Total 100.00% 6.09%
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Discount rate: The projection of cash flows used to determine the discount rate of 6.25%
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 Commission's proportionate share of the collective net pension liability to
changes in the discount rate: The following presents the Commission's proportionate share of the
collective net pension liability calculated using the discount rate of 6.25%, as well as what the
Commission's proportionate share of the collective net pension 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:

1.00% Current 1.00%
Decrease Discount Rate Increase
(5.25%) (6.25%) (7.25%)

Commission's proportionate share of the
collective net pension liability as of May 31, 2018 $ 9,117,595 $ 7,242,530 $ 5,671,553

Pension plan fiduciary net position: Detailed information about the pension plan's fiduciary net
position is available in the separately issued Kentucky Retirement Systems financial report.

Postemployment Benefits Other Than Pensions (OPEB)

General Information about the OPEB Plan

Plan description: In addition to the pension benefits described above, Kentucky Retirement
Systems provides postemployment healthcare benefits through the Kentucky Retirement
Systems Insurance Fund (Insurance Fund). The Insurance Fund was established to provide
hospital and medical insurance for those receiving benefits from the Kentucky Employees’
Retirement System (KERS), the County Employees’ Retirement System (CERS), and the State
Police Retirement System (SPRS). Eligible non-Medicare retirees are covered by the Department
of Employee Insurance (DEI) plans. Kentucky Retirement Systems submits the premium
payments to DEI. The Board contracts with Humana to provide health care benefits to eligible
Medicare retirees through a Medicare Advantage Plan.

Benefits Provided: The Insurance Fund pays a prescribed contribution for whole or partial
payment of required premiums to purchase hospital and medical insurance. For the fiscal year
ended June 30, 2018 (the date of the latest available information), insurance premiums withheld
from benefit payments for members of CERS were $23.8 million and $2.8 million for non-
hazardous and hazardous employees, respectively. For the fiscal year ended June 30, 2017,
insurance premiums withheld from benefit payments for members of CERS were $22.9 million
and $2.7 million for non-hazardous and hazardous employees, respectively. The Insurance Fund
pays the same proportion of hospital and medical insurance premiums for the spouse and
dependents of retired hazardous employees killed in the line of duty.
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The amount of contributions paid by the Insurance Fund is based on years of service. For
employees participating prior to July 1, 2003, years of service and respective percentages of the
maximum contribution are shown below:

Years of Service % Paid by Insurance Fund
20 or more 100%
15-19 75%
10-14 50%
4-9 25%
Less than 4 0%

As a result of House Bill 290 (2004 Kentucky General Assembly), medical insurance benefits are
calculated differently for those who began participating on or after July 1, 2003. Once employees
reach a minimum vesting period of ten years, non-hazardous employees whose participation
began on or after July 1, 2003 earn $10 per month for insurance benefits at retirement for every
year of earned service without regard to a maximum dollar amount. Hazardous employees
whose participation began on or after July 1, 2003 earn $15 per month for insurance benefits at
retirement for every year of earned service without regard to a maximum dollar amount. Upon
death of a hazardous employee, the employee's spouse receives $10 per month for insurance
benefits for each year of the deceased employee's earned hazardous service. This dollar amount
is subject to adjustment annually, which is currently 1.5%, based upon Kentucky Revised
Statutes. This benefit is not protected under the inviolable contract provisions of Kentucky
Revised Statute 16.652, 61.692, and 78.852. The Kentucky General Assembly reserves the right
to suspend or reduce this benefit if, in its judgment, the welfare of the Commonwealth so
demands.

Contributions: The Commission is required to contribute at an actuarially determined rate. As of
May 31, 2019, the Commission's required contribution rate was 5.26% of annual covered payroll.
The contribution requirements of plan members and the Commission are established and may be
amended by the Kentucky Retirement Systems Board of Trustees. Contributions to the
Insurance Fund from the Commission were $177,405 for the year ended May 31, 2019, which
does not include implicit subsidies reported in the amount of $34,060. As described above, Tier 2
and Tier 3 employees contribute 1% of their annual creditable compensation to the Insurance
Fund; Tier 1 employees are not required to contribute.

OPEB Liabilities, OPEB Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to OPEB

At May 31, 2019, the Commission reported a liability of $2,111,330 for its proportionate share of
the collective net OPEB liability. The collective net OPEB liability was measured as of June 30,
2018, and the total OPEB liability used to calculate the collective net OPEB liability was
determined by an actuarial valuation as of June 30, 2017 and rolled-forward using generally
accepted actuarial principles. The Commission's proportion of the collective net OPEB liability
was based on a projection of the Commission's long-term share of contributions to the OPEB
plan relative to the projected contributions of all participating employers, actuarially determined.
At June 30, 2018, the Commission's proportion was 0.118919%, which was an increase of
0.008478% from its proportion measured as of June 30, 2017.
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For the year ended May 31, 2019, the Commission recognized OPEB expense of $207,172. At
May 31, 2019, the Commission reported deferred outflows of resources and deferred inflows of
resources related to OPEB from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and
actual experience $ - $ 246,047
Changes of assumptions 421,664 4,878
Net difference between projected and
actual investment earnings on pension
plan investments - 145,429
Changes in proportion and differences
between Commission contributions and
proportional share of contributions 111,188 4,176
Commission contributions subsequent
to the measurement date 211,465 -
Total $ 744,317 $ 400,530

Of the total amount reported as deferred outflows of resources related to OPEB, $211,465
resulting from Commission contributions subsequent to the measurement date and before the
end of the fiscal year will be included as a reduction of the collective net OPEB liability in the year
ended May 31, 2020. Other amounts reported as deferred outflows of resources and deferred
inflows of resources related to OPEB will be recognized in the Commission’s OPEB expense as

follows:

Year ended May 31: Amount

2020 $ 27,518
2021 27,518
2022 27,518
2023 55,762
2024 1,610
Thereafter (7,604)

Actuarial assumptions: The total pension liability in the June 30, 2018 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the

measurement:
Inflation 2.30%
Payroll Growth 2.00%
Salary Increases 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 32years.

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.
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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.

The actuarial assumptions used in the June 30, 2018 valuation were based on the results of an
actuarial experience study for the period July 1, 2008 - June 30, 2013.

The long-term expected rate of return was determined by using a building-block method in which
best-estimate ranges of expected future real rate of returns are developed for each asset class.
The ranges are combined by weighting the expected future real rate of return by the target asset
allocation percentage. The target allocation and best estimates or arithmetic real rate of return
for each major asset class are summarized in the table below:

Long-Term Expected

Target Allocation Real Rate of Return
Asset Class
U.S. Equity 17.50%
U.S. Large Cap 5.00% 4.50%
U.S. Mid Cap 6.00% 4.50%
U.S. Small Cap 6.50% 5.50%
Non U.S. Equity 17.50%
International Developed 12.50% 6.50%
Emerging Markets 5.00% 7.25%
Global Bonds 4.00% 3.00%
Credit Fixed 24.00%
Global IG Credit 2.00% 3.75%
High Yield 7.00% 5.50%
EMD 5.00% 6.00%
llliquid 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 2.00% 1.50%
Total 100% 6.09%

The fully-insured premiums Kentucky Retirement Systems pays for the CERS Health Insurance
Plan are blended rates based on the combined experience of active and retired members.
Because 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
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employer subsidy for the non-Medicare eligible retirees. GASB 75 requires that the liability
associated with this implicit subsidy be included in the calculation of the total OPEB liability.

Discount rate: The projection of cash flows used to determine the discount rate of 5.85%
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 used an expected rate of return of
6.25%, and a municipal bond rate of 3.62%, as reported in Fidelity Index’s “20-Year Municipal GO
AA Index” as of June 30, 2018. Current assets, future contributions, and investment earnings are
projected to be sufficient to pay the projected benefit payments from the retirement system.
However, the cost associated with the implicit employer subsidy was not included in the
calculation of the system’s actuarially determined contributions, and any cost associated with the
implicit subsidy will not be paid out of the system’s trusts. Therefore, the municipal bond rate was
applied to future expected benefit payments associated with the implicit subsidy.

Sensitivity of the Commission's proportionate share of the collective net OPEB liability to changes
in the discount rate: The following presents the Commission's proportionate share of the
collective net OPEB liability calculated using the discount rate of 5.85%, as well as what the

Commission's proportionate share of the collective net OPEB liability would be if it were
calculated using a discount rate that is one percentage point lower (4.85%) or one percentage
point higher (6.85%) than the current rate:

1.00% Current 1.00%
Decrease Discount Rate Increase
(4.85%) (5.85%) (6.85%)

Commission's proportionate share of the
collective net OPEB liability as of June 30, 2018 $ 2,742,279 § 2,111,330 $ 1,573,877

Sensitivity of the Commission's proportionate share of the collective net OPEB liability to changes
in the healthcare cost trend rates: The following presents the Commission's proportionate share
of the collective net OPEB liability, as well as what the Commission's proportionate share of the
collective net OPEB liability would be if it were calculated using healthcare cost trend rates that
are one percentage point lower or one percentage point higher than the current healthcare cost
trend rates:

Current
1.00% Healthcare Cost 1.00%
Decrease Trend Rate Increase

Commission's proportionate share of the
collective net OPEB liability as of June 30, 2018 $ 1,571,906 $ 2,111,330 § 2,747,155

OPEB plan fiduciary net position: Detailed information about the OPEB plan's fiduciary net
position is available in the separately issued Kentucky Retirement Systems financial report.

34



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

7. Accounts Payable and Accrued Expenses:

Accounts payable and accrued expenses consisted of the following as of May 31, 2019 and 2018:

2019 2018
Accounts payable and accrued expenses -
Existing System $ 4,054,867 $ 3,418,730
Accounts payable and accrued liabilities -
Station Two - 3,407,421
Total $ 4,054,867 $ 6,826,151

8. Long-Term Debt — Revenue Bonds:

During the fiscal year ended May 31, 2012, the City of Henderson, Kentucky Utility Commission
issued revenue bonds for the purpose of financing capital improvements throughout its system
through two revenue bond series, Electric System Revenue Bonds, Series 2011A in the amount
of $11,350,000, and Electric System Revenue Bonds, Series 2011 B, in the amount of
$3,670,000.

The bond ordinance requires that certain accounts for each issue be established and held by a
trustee as follows:

Debt Service Fund:
A monthly transfer of 1/12 of principal and 1/6 of the interest due is required to be
deposited in the Debt Service Fund.

Debt Service Reserve Fund:

A reserve account was established, so that as of any date of calculation, an amount
equal to at least the highest amount of aggregate debt service, or an amount equal to
125% of the average aggregate debt service and an amount equal to 10% of the
“proceeds” of the bonds with respect to all series is maintained by the Commission.

Series 2011A:

The Series 2011A bonds are secured by a pledge of the revenues of the City of Henderson,
Kentucky Utility Commission. The Series 2011A Bonds are additionally secured by a debt service
reserve and a non-foreclosable statutory mortgage lien on the System. The Series 2011A Bonds
are also secured by a debt service reserve in an amount equal to the least of the maximum
annual debt service on the Series 2011A Bonds. The proceeds from the sale of these bonds were
used to retire the Bond Anticipation Note, Series 2008B in the amount of $5,281,067, with the
remaining proceeds to be used for capital improvements of the City’s electric transmission and
distribution system, and at its Station Two generating station. Interest is due semi-annually on
these obligations on December 15t and June 1%t of each year.

It is the opinion from the City of Henderson, Kentucky Utility Commission’s bond counsel, that
under existing laws, interest on the Series 2011A Bonds is not subject to income tax.
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Optional Redemption Series 2011A:

The Series 2011A Bonds maturing on and after December 1, 2021, are subject to redemption by
the City, at its option, before maturity on September 1, 2021, and on any date thereafter in whole
or from time to time in part in any order of maturity (less than all of a single maturity to be
selected by lot in such manner as the Trustee and Paying Agent may determine) at a redemption
price equal to 100% of the principal amount thereof plus accrued interest to the redemption date.

Series 2011B:

The Series 2011B bonds are secured by a pledge of the revenues of the City of Henderson,
Kentucky Utility Commission. The Series 2011B Bonds are additionally secured by a debt service
reserve and a non-foreclosable statutory mortgage lien on the System. The Series 2011B Bonds
are also secured by a debt service reserve in an amount equal to the least of the maximum
annual debt service on the Series 2011B bonds. The proceeds from the sale of these bonds were
used to retire the Bond Anticipation Note, Series 2008A and 2010A, in the amounts of $3,500,000
and $170,000, respectively. Interest is due semi-annually on these obligations on December 1st
and June 1%t of each year.lt is the opinion from the City of Henderson, Kentucky Utility
Commission’s bond counsel, that under existing laws, interest on the Series 2011B bonds is not
subject to income tax.

Optional Redemption Series 2011B:

The Series 2011B Bonds maturing on and after December 1, 2021, are subject to redemption by
the Commission, at its option, before maturity on September 1, 2021, and on any date thereafter
in whole or from time to time in part in any order of maturity (less than all of a single maturity to be
selected by lot in such manner as the Trustee and Paying Agent may determine) at a redemption
price equal to 100% of the principal amount thereof plus accrued interest to the redemption date.

A summary of the long-term debt of the Commission is as follows:

2019 2018

City of Henderson, Kentucky Utility Commission Series
2011A Rewvenue Bonds, secured by pledge of system
revenues and non-forecloseable statutory lien, maturing
December 1, 2031, annual principal payments range
from $420,000 to $725,000, interest rates range from

2.5% to 4.5%. $ 8,165,000 $ 8,655,000

City of Henderson, Kentucky Utility Commission Series
2011B Rewvenue Bonds, secured by pledge of system
revenues and non-forecloseable statutory lien, maturing
December 1, 2031, annual principal payments range
from $150,000 to $245,000, interest rates range from

2.5% t0 4.5%. 2,595,000 2,755,000

Total long-term debt $ 10,760,000 $ 11,410,000

Less current portion due (670,000) (650,000)

Long-term debt, net of current portion $ 10,090,000 $ 10,760,000
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Future maturities of long-term debt as of May 31, 2019 are as follows:

Series 2011A Series 2011B Total

Fiscal Year: Principal Interest Total Principal Interest Total Debt Service
200§ 50500 § 3282 § 8022 § 165000 § 92098 § 257008 § 1,087,330

2021 520,000 310,081 830,081 170,000 88,138 258,138 1,088,219

2022 535,000 293,181 828,181 175,000 83,634 258,634 1,086,815

2023 555,000 274,991 829,991 175,000 78,603 253,603 1,083,504

2024 570,000 255,566 825,566 185,000 72915 257,915 1,083,481
2025-2029 3,210,000 920,891 4,130,891 1,020,000 262,841 1,282,841 5413732
2030-2032 2,210,000 206,319 2,476,319 705,000 58,405 763,405 3,230,724

§ 8165000 § 2586261 § 10751261 § 2505000 § 736634 § 3331634 § 14082895

The following is a summary of activity as it relates to long-term debt:

May 31, 2019
Beginning Ending Due within
Balance Additions Payments Balance One Year
Series 2011A § 8655000 § - $§  (490,000) $ 8165000 § 505,000
Series 2011B 2,755,000 - (160,000) 2,595,000 165,000
Total Debt 11,410,000 - (650,000) 10,760,000 670,000
Compensated absences 476,074 101,390 (38,045) 539,419 259,184
$ 11886074 § 101,390 §  (688,045) $ 11299419 § 929184
May 31, 2018
Series 2011A § 9150000 $ - $ (4950000 § 8655000 § 490,000
Series 2011B 2,890,000 - (135,000) 2,755,000 160,000
Total Debt 12,040,000 - (630,000) 11,410,000 650,000
Compensated absences 453,730 74,268 (51,924) 476,074 267,413
$ 12493730 § 74268 §  (681924) § 11,886,074 § 917413

9. Asset Retirement Obligation:

The Commission is legally obligated to remove asbestos, lead paint, and other contaminants
located at the Station Two facility. Accordingly, a liability has been established in accordance with
SFAS No. 143 Accounting for Asset Retirement Obligations. During the fiscal year ended May 31,
2018, management became aware of an asset retirement obligation related to an ash pond
located at the Station Two facility. The corresponding asset and liability was recorded in the
financials resulting in a prior period adjustment to net position in the amount of $261,069.
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The following is a reconciliation of the aggregate asset retirement liability associated with the
Commission’s obligation to remove the contaminants:

Asset

Retirement

Obligation
Balance as of June 1, 2018 $ 1,327,136
Additional obligations incurred -
Increase in present value of the obligation 41,919
Increase based on revised estimates of
costs to dismantle and remowe assets -
Liabilities extinguished -
Balance as of May 31, 2019 $ 1,369,055

10. Discounted Internet and Broadband Services:

A summary of discounted internet and broadband services provided by the Commission to other
governmental concerns for the fiscal years ending May 31, 2019 and 2018, respectively, is as

follows:
Govermental Organizations 2019 2018
City of Henderson $ 132,120 $ 138,732
Other organizations 36,000 36,000
$ 168,120 $ 174,732

11. Concentration of Sales:

Three industrial customers of the Existing System accounted for sales in the amount of $12.1
million (28% of Existing System sales), and $15.4 million (30% of Existing System sales) for the
fiscal years ended May 31, 2019 and 2018, respectively.

12. Emission Allowances:

Amendments to the Clean Air Act in 1990 established a system whereby emission allowances
were created and allocated to generating units subject to Phase 1 of the emission restrictions.
Station Two was allocated a total of 226,901 allowances through 1999 (one emission allowance
represents the authorization to emit one ton of sulfur dioxide in a given year). The allowances are
allocated between the Commission and the Station Two Operator based upon the Station Two
capacity allocations. As of May 31, 2019 and 2018, there were remaining a total of 0 and 550
sulfur dioxide, nitrous oxide, and ozone emission allowances valued at $0 and $1,237,
respectively.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

13. Related Party Transactions:

The Commission incurred the following transactions with the City of Henderson, Kentucky for the
fiscal years ended May 31, 2019 and 2018:

Paid the City $665,667 and $676,500 each year, respectively, for data processing and other
services related to billings and collections.

Paid the City $1,244,724 and $1,244,724 each year, respectively, for payment in lieu of taxes.

Paid the City $674,762 and $603,032 for participation in the City of Henderson’s self-insured
employee health insurance plan for the fiscal years ended May 31, 2019 and 2018 respectively.
Risk is minimized in this area by the purchase of re-insurance for amounts in excess of the
$125,000 stop loss limit. Charges are based on estimated amounts determined by the City of
Henderson’s insurance coordinator as necessary to fund claims as they become due and
payable.

Provided the City of Henderson with power for the fiscal years ended May 31, 2019 and 2018 in
the amount of $674,568 and $581,349 respectively. The City of Henderson was also provided
significantly reduced communication service fees totaling approximately $132,120 and $138,732
for the fiscal years ended May 31, 2019 and 2018, respectively.

14. Commitments and Contingencies:

A. Southeastern Power Administration:

The Southeastern Power Administration (SEPA) has contracted with the Commission to
provide it a total of 15,000 megawatt hours of hydroelectric power each year. The 15,000
megawatt hours represent approximately 2.5% of the Commission’s annual megawatt hour
requirements. Henderson Municipal Power & Light is restricted to not more than 10 megawatt
hours during any hour, and not more than 2,640 megawatt hours during any month. During
the fiscal years ended May 31, 2019 and 2018, the Commission purchased power on the
spot market and from SEPA to supply the needs of its customers. Purchased power from
these sources for the fiscal years ended May 31, 2019 and 2018 was $589,584 and
$601,655, respectively.

B. Requlatory Compliance:

The North American Electric Reliability Corporation (NERC) adopted new electric system
reliability standards for all electric utilities in the United States. NERC has adopted and began
enforcement of the new standards effective June of 2007. The new standards have been
approved by the Federal Energy Regulatory Commission (FERC). The Commission must
comply with the new standards and will incur administrative expenses related to NERC
compliance. Federal air quality and emission standards have become more stringent.

C. Unwind Transaction — Station Two:

In 1998, HMP&L, Big Rivers Electric Corporation, and Western Kentucky Energy Corporation
entered into contracts for the operation of the HMP&L Station Two Power Plant and other Big
Rivers Electric Corporation Generation Plants. On July 16, 2009, Big Rivers Electric
Corporation and Western Kentucky Energy Corporation (E.ON) signed an agreement under
which the original 1998 contracts are rescinded and operational control of the Station Two
Power Plant returned to Big Rivers Electric Corporation.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

14.

15.

16.

17.

Commitments and Contingencies, continued:

D. Pending Litigation:

On July 31, 2019, Big Rivers Electric Corporation filed an application with the Kentucky
Public Service Commission for a declaratory judgment order addressing the parties’
respective rights and obligations under the Station Two contracts following the retirement of
the Station Two operating plant on February 1, 2019. The unresolved disputes included
claims by the respective parties for amounts owed under the contracts, the parties
respective share of decommissioning costs associated with the closure of the plant, the
parties share of costs of maintaining Station Two waste and Big Rivers Green Station landfill
and the utilization of city owned joint use facilities. Henderson Municipal Power and Light
contest the Kentucky Public Service Commission’s jurisdiction over contract related issues
and is vigorously defending the pending litigation as well as all issues related to the
decommissioning process following the closure of Station Two.

E. Station Two -Decommissioning:

The City of Henderson, Kentucky Utility Commission, d/b/a Henderson Municipal Power &
Light, engaged an engineering consultant during fiscal year 2017-2018 to perform a study
related to the continued viability of Station Two, and to determine the City of Henderson’s
future power needs. The study indicated that Station Two would require an immediate
investment of $50 million to meet maintenance and regulatory requirements. The
Commission and Big Rivers Electric Corporation agreed to decommission the plant effective
February 1, 2019 as it was determined it was more economical for the Commission to
purchase its power needs on the open market rather than to continue to generate. The
remaining investment of the Commission in Station Two was charged off as the contract
reverts ownership of the facility to Big Rivers Electric Corporation at the point of
decommissioning the facility. The net amount of the loss on decommissioning was
$40,552,005.

Risk Management:

The Commission 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. The
Commission carries commercial insurance for these types of risk of loss, including workers’
compensation. Settled claims from these risks have not exceeded commercial insurance
coverage in any of the past five fiscal years.

Amounts Due from Station Two Operator (Big Rivers Electric Corporation):

As of the fiscal years ended May 31, 2019 and 2018, the amount Big Rivers Electric Corporation
owed to the Commission, as part of the annual settlements, was $2,177,652 and $2,950,585,
respectively.

Excess Energy Settlement:

During the fiscal year ended May 31, 2018, the Commission and Big Rivers Electric Corporation
settled litigation related to the excess energy generated at Station Two. As a result of the
settlement, Big Rivers paid the Commission $6,250,000. During the fiscal year ended May 31,
2019 ,the Commission refunded $2 million of the settlement to its customers through the fuel
adjustment. An additional $1 million of the settlement has been set aside in a separate account
to provide annual assistance to low income customers having difficulty paying their utility bill.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2019

18. Subsequent Events:

Subsequent events have been evaluated through September 23, 2019, the date these financial
statements were available to be issued.
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City of Henderson, Kentucky Utility Commission

Schedule of the Commission’s Proportionate Share of the Collective Net Pension Liability
County Employees’ Retirement System Pension Plan
As of the Measurement Date for the Last Five Years*

Commission's proportion of the collective
net pension liability

Commission's proportionate share of the
collective net pension liability

Commission's covered-employee payroll
Commission's proportionate share of the
collective net pension liability as a

percentage of its covered-employee payroll

Plan fiduciary net position as a percentage
of the total pension liability

2018

2017

2016

2015

2014

0.118919%

$ 7,242,530

$ 3,036,915

238.48%

53.54%

0.110441%

$ 6,464,451

$ 2,759,054

234.30%

53.32%

*This table will present ten years of information as it becomes available.

See Independent Auditor's Report and Notes to Required Supplemental Information
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0.121741%

$ 5,994,076

$ 2,946,675

203.42%

55.50%

0.125106%

$ 5,378,974

$ 2,940,925

182.90%

59.97%

0.123175%

$ 3,996,000

$ 2,838,142

140.80%

66.80%



City of Henderson, Kentucky Utility Commission
Schedule of the Commission’s Contributions to the Pension Plan
County Employees’ Retirement System Pension Plan
For the Last Five Fiscal Years*

2019 2018 2017 2016 2015

Statutorily required contribution $ 547,056 $ 439,750 $ 384,888 $ 365977 $ 374,968
Contributions in relation to the statutorily

required contribution (547,056) (439,750) (384,888) (365,977) (374,968)
Contribution deficiency (excess) $ - $ - $ - $ - $ -
Commission's covered-employee payroll $ 3,372,725  $ 3,036,915  $ 2,759,054  $ 2,946,675 $ 2,940,925
Contributions as a percentage of covered-

employee payroll 16.22% 14.48% 13.95% 12.42% 12.75%

*This table will present ten years of information as it becomes available.

See Independent Auditor's Report and Notes to Required Supplemental Information
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City of Henderson, Kentucky Utility Commission

Schedule of the Commission’s Proportionate Share of the Collective Net OPEB Liability
County Employees’ Retirement System OPEB Plan

As of the Measurement Date for the Last Two Years*

Commission's proportion of the collective
net OPEB liability

Commission's proportionate share of the
collective net OPEB liability

Commission's covered-employee payroll
Commission's proportionate share of the
collective net OPEB liability as a

percentage of its covered-employee payroll

Plan fiduciary net position as a percentage
of the total OPEB liability

*This table will present ten years of information as it becomes available.

2018

2017

0.118919%

$ 2,111,330

$ 3,036,915

69.52%

57.62%

0.110441%

$ 2,220,242

$ 2,759,054

80.47%

52.39%

See Independent Auditor's Report and Notes to Required Supplemental Information
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City of Henderson, Kentucky Utility Commission
Schedule of the Commission’s Contributions to the OPEB Plan
County Employees’ Retirement System OPEB Plan
For the Last Fiscal Two Years*

2019 2018
Statutorily required contribution $ 211,465 $ 169,871
Contributions in relation to the statutorily
required contribution (211,465) (169,871)
Contribution deficiency (excess) $ - $ -
Commission's covered-employee payroll $ 3,372,725 $ 3,036,915
Contributions as a percentage of covered-
employee payroll 6.27% 5.59%

*This table will present ten years of information as it becomes available.

See Independent Auditor's Report and Notes to Required Supplemental Information
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City of Henderson, Kentucky Utility Commission
Notes to the Required Supplementary Information-May 31, 2019

Pension Plan

Changes of benefit terms: The following changes were by the General Assembly and reflected in the
valuation performed as of June 30, 2014

A cash balance plan was introduced for members whose participation date is on or after January
1, 2014.

Changes of assumptions: There have been no changes in actuarial assumptions since June 30,
2017. In the June 30, 2017 and 2015 actuarial valuations, the following changes in actuarial
assumptions were made:

June 30, 2017 June 30, 2015 Prior Periods

Inflation 2.30% 3.25% 3.50%
Salary Increases 3.05% 4.00% 4.50%
Investment Rate of Return 6.25% 7.50% 7.75%

In the June 30, 2015 actuarial valuation, 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.

For periods prior to the June 30, 2015 actuarial valuation, the rates of mortality for the period after
service retirement are according to the 1983 Group Annuity Mortality Table for all retired members
and beneficiaries as of June 30, 2006 and the 1994 Group Annuity Mortality Table for all other
members. The Group Annuity Mortality Table set forward five years was used for the period after
disability retirement.

Other Postemployment Benefits Plan
Changes of benefit terms: None.

Changes of assumptions: In the June 30, 2018 and 2017 actuarial valuations, the following changes
in actuarial assumptions were made:

June 30, 2018 June 30, 2017 Prior Periods

Inflation 2.30% 2.30% 3.25%
Payroll Growth 2.00% 2.00% 4.00%
Investment Rate of Return 6.25% 6.25% 7.70%
Single Discount Rate 5.85% 5.84% 6.89%
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Assets:
Current assets:
Cash and cash equivalents
Investments - unrestricted
Investments - restricted
Accounts receivable, net of
allowance for uncollectibles
Accounts receivable-Station Two Operator
Accrued revenue
Inventory and supplies
Prepaid expenses

Total current assets

Utility plant, net of accumulated
depreciation:

Other assets:

Asset retirement obligation
Investment in Station Two

Total assets
Deferred outflows of resources:

Deferred outflows of resources

Total deferred outflows of resources

City of Henderson, Kentucky Utility Commission
Combining Statement of Net Position — By System
As of May 31, 2019 and 2018

May 31, 2019 May 31, 2018

Existing Station Existing Station

System Two Elimination Total System Two Elimination Total
$12,390,02 § $ § 12390092 $10,805387 § 80617 § $ 10,886,004

13,152,433 13,152,433 11,802,770 - 11,802,770
2,518,824 2,518,824 2,358,385 2,358,385
3,395,145 3,395,145 2,830,079 - 2,830,079
2,177,652 2,177,652 2,867,447 83,138 2,950,585
2,839,760 2,839,760 3,994,163 - 3,994,163
4,675,758 4,675,758 5,785,290 3,235,902 9,021,192

289,063 289,063 70,355 - 70,355
41,438,727 41,438,727 40,513,876 3,399,657 43,913,533
12,255,729 12,255,729 11,232,441 42,453,355 53,685,796

449,395 449,395 547,445 547,445

- - 31,058,999 (31,058,999)

54,143,851 54,143,851 83,352,761 45853012  (31,058,999) 98,146,774
2,528,013 2,528,013 2,329,422 2,329,422
2,528,013 2,528,013 2,329,422 2,329,422

$ $ $ 56,671,864  $85682,183  $45853,012  $(31,058,999) $ 100,476,196

Total assets and deferred outflows of resources  $ 56,671,864

See Independent Auditor's Report
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City of Henderson, Kentucky Utility Commission
Combining Statements of Net Position — By System
As of May 31, 2019 and 2018

May 31, 2019 May 31, 2018
Liabilities and net assets: Existing Station Existing Station
Current liabilities: System Two Elimination Total System Two Elimination Total
Accounts payable and accrued

expenses $ 4,054,867 - $ - § 4054867 § 3418730 § 3407421 § - $ 6,826,151
Accounts payable-Construction in progress -

Station Two - - - - - 201,264 - 201,264
Current portion-bonds payable 670,000 - - 670,000 650,000 - - 650,000
Customer deposits 701,075 - - 701,075 679,103 - - 679,103

Total current liabilities 5,425,942 - - 5,425,942 4,747,833 3,608,685 - 8,356,518

Long-term liabilities:
Accrued compensated absences 280,235 - 280,235 267,413 267,413
Long- term portion of bonds payable 10,090,000 - - 10,090,000 10,760,000 - - 10,760,000
Asset retirement obligation 1,369,055 - - 1,369,055 1,327,136 - - 1,327,136
Net pension liability 7,242,530 - - 7,242,530 6,464,451 - - 6,464,451
Net Other post-employment benefits liability 2,111,330 - - 2,111,330 2,220,242 - - 2,220,242
Total long-term liabilities 21,093,150 - - 21,093,150 21,039,242 - - 21,039,242
Total liabilities 26,519,092 - - 26,519,092 25,787,075 3,608,685 - 29,395,760
Deferred inflows of resources:
Deferred inflows of resources 808,203 - - 808,203 665,557 - - 665,557

Total deferred inflows of resources 808,203 . . 808,203 665,557 . . 665,557
Net investment in capital assets 1,495,729 - - 1,495,729 30,881,440 42,453,355 (31,058,999) 42,275,7%
Restricted per bond ordinance 2,518,824 - - 2,518,824 2,358,385 - - 2,358,385
Unrestricted 25,330,016 - - 25,330,016 25,989,726 (209,028) - 25,780,698

Total net position 29,344,569 . - 29,344,569 59,229,551 42,244,327 (31,058,999) 70,414,879

Total liabilities, deferred inflows, and net position ~ $ 56,671,864  § . $ - $ 56,671,864  $85682,183  $45853,012  $(31,058,999)  $ 100,476,196

See Independent Auditor's Report
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City of Henderson, Kentucky Utility Commission

Supplemental Schedule of Changes in Net Position — By System

For the fiscal years ended May 31, 2019 and 2018

May 31, 2019 May 31, 2018
Existing Station Consolidated Existing Station Consolidated

Operating Revenues: System - Elimination Total System Two Elimination Total

Sale of electricity $ 41,336,306  $ 16,442,183 $§ (8,164,476) $ 49,614,013 $ 43,837,429 $30,601,846  §(12,140,441) § 62,298,834

Communication senices 1,218,061 - - 1,218,061 1,096,134 - - 1,096,134

Other 563,670 - - 563,670 469,366 - - 469,366

Total Operating Revenues 43,118,037 16,442,183 (8,164,476) 51,395,744 45,402,929 30,601,846 (12,140,441) 63,864,334
Operating Expenses:

Production of electricity 28,249,303 13,182,312 (8,164,476) 33,267,139 31,424,690 25,119,702 (12,140,441) 44,403,951

Operating, general and administrative 9,193,722 2,264,248 - 11,457,970 7,567,328 3,820,724 - 11,388,052

Depreciation 1,044,279 4,079,795 - 5,124,074 910,049 4,140,055 - 5,050,104

Total Operating Expenses 38,487,304 19,526,355 (8,164,476) 49,849,183 39,902,067 33,080,481 (12,140,441) 60,842,107

Income (Loss) from Operations 4,630,733 (3,084,172) - 1,546,561 5,500,862 (2,478,635) - 3,022,227
Interest Income (Expense):

Other income (expense) - - - - - 13 - 13

Investment income 459,955 - - 459,955 196,117 136 - 196,253

Interest expense (467,409) - - (467,409) (443,038) - - (443,038)

Total Interest Income (Expense) (7,454) - - (7,454) (246,921) 149 - (246,772)

Income (Loss) Before Transfers 4,623,279 (3,084,172) - 1,539,107 5,253,941 (2,478,486) - 2,775,455
Non-operating Items:

Decomissioning-Station Two (32,420,849) (39,160,155) 31,058,999 (40,522,005) - - - -

Excess Energy Settlement - - - - 6,250,000 - - 6,250,000

Transfers to City of Henderson (1,244,724) - - (1,244,724) (1,244,724) - - (1,244,724)

Power furnished to City of Henderson (674,568) - - (674,568) (581,349) - - (581,349)

Communication senices provided to the City of

Henderson and local governmental agencies (168,120) - - (168,120) (174,732) - - (174,732)

Total Non-operating Items (34,508,261) (39,160,155) 31,058,999 (42,609,417) 4,249,195 - - 4,249,195

Increase (Decrease) in Net Position (29,884,982) (42,244,327) 31,058,999 (41,070,310) 9,503,136 (2,478,486) - 7,024,650

Cumulative effect of change in accounting

principle - GASB 75 adoption - - - - (1,600,373) - - (1,600,373)

Prior period adjustment for Asset Retirement

Obligation - - - - (261,069) - - (261,069)

Net Position, Beginning of Year 59,229,551 42,244,327 (31,058,999) 70,414,879 51,587,857 44,722,813 (31,058,999) 65,251,671

Net Position, End of Year $29,344,569 $ - $ - $ 29,344,569 $ 59,229,551  $ 42,244,327  $(31,058,999) $ 70,414,879

See Independent Auditor's Report
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City of Henderson, Kentucky Utility Commission
Supplemental Schedule of Changes in Net Position — By System
For the fiscal years ended May 31, 2019 and 2018

Station Two
Utility Big Total Total
Existing System Commission Rivers Station Two  Eliminations * Net Assets

Beginning balance, June 1, 2017 $ 51,587,857 $ 20,799,279 $ 23923534 § 44722813  §(31,058,999) $§ 65,251,671
Change in net position 9,503,136 (592,512) (1,885,974) (2,478,486) 7,024,650
Prior period adjustment-asset retirement obligation (261,069) (261,069)
Cumulative effect of change in accounting

principle - GASB 75 adoption (1,600,373) (1,600,373)
Balance May 31, 2018 $ 59,229,551 $ 20,206,767 $ 22,037,560 § 42244327  §(31,058,999) § 70,414,879
Change in net position $ (29,884,982) $ (20,206,767)  §(22,037,560) § (42,244,327)  $ 31,058,999 $ (41,070,310)
Balance May 31, 2019 $ 29,344,569 $ $ $ $ $ 29,344,569

* Elimination of interest of Existing System in investment in the equity of Station Two.

As shown on the Statement of Net Position 2019 2018

Net Investment in Capital Assets $ 1,495,729 $ 42,275,796
Restricted per bond ordinance 2,518,824 2,358,385
Unrestricted 25,330,016 25,780,698
Net position, end of year $ 29,344,569 $ 70,414,879

See Independent Auditor's Report
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Alexander Thompson Arnold PLLC

Independent Auditor’s Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance
with Government Auditing Standards

Members of the Board of Commissioners
City of Henderson, Kentucky Utility Commission
Henderson, Kentucky

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 of America, the financial statements of the City of
Henderson, Kentucky Utility Commission as of and for the year ended May 31, 2019 and the related
notes to the financial statements, which collectively comprise the Commission’s basic financial statements
and have issued our report thereon dated September 23, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Henderson,
Kentucky Utility Commission’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 opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the City
of Henderson, Kentucky Utility Commission’s internal control. Accordingly, we do not express an opinion
on the effectiveness of the City of Henderson, Kentucky Utility Commission’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 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 the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in the internal control
that might be significant deficiencies, or material weaknesses. Given these limitations, during our audit we
did not identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Henderson, Kentucky Utility
Commission’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.

Your Long-Term Accounting Partner
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the result of that testing, and not to provide an opinion on the effectiveness of 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 report is not
suitable for any other purpose.

Alevander Thompoon rhuotd PLLE

Henderson, Kentucky
September 23, 2019
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Alexander Thompson Arnold PLLC

S

INDEPENDENT AUDITOR’S REPORT

To the Board of Commissioners
City of Henderson, Kentucky Utility Commission
Henderson, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of the City of Henderson, Kentucky Utility
Commission (Commission), a component unit of the City of Henderson, Kentucky, as of and for the years
ended May 31, 2020 and 2019, and the related notes to the financial statements, which collectively
comprise the Commission'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 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
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

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

Opinion

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

Your Long-Term Accounting Partner
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Emphasis of Matters

As discussed in Note 2 to the financial statements during the year ended May 31, 2020, the Commission
elected to adopt new accounting guidance, GASB Statement No. 83 Certain Asset Retirement
Obligations. 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
discussion and analysis on pages 3 through 12 and the schedules of the Commission's proportionate
share of the collective net pension and OPEB liabilities, contributions to the pension and OPEB plans and
the noted to the required supplementary information on pages 41 through 45 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 August __
2020 on our consideration of the City of Henderson, Kentucky Utility Commission’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 solely 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 effectiveness of 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 the City of Henderson, Kentucky Utility Commission’s internal control over reporting and
compliance.

Alevanden Thompaon Asld PLLE

Henderson, Kentucky
August ;2020



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

The City of Henderson, Kentucky Utility Commission (HMP&L) is in the business of providing
electricity and fiber services for residential, commercial, and industrial customers within the
incorporated territory of the City of Henderson, Kentucky. The Commission also provides
electricity and fiber services to customers in a few areas outside of the incorporated territory of
Henderson. The following discussion and analysis of HMP&L’s financial performance provides
an overview of the Utility’s financial activities for fiscal year ended May 31, 2020.

Overview of the Financial Statements:

This annual financial report consists of three parts: 1) Financial Section, 2) Other Supplemental
Information, and 3) Other reporting required by Governmental Auditing Standards. The
Financial Statements also include notes that explain some of the information in the financial
statements in more detail. The statements are followed by a section of supplemental
information that further explains and supports the information in the basic financial statements.
The Supplemental schedules present the financial position and results of operations for the
Existing System and Station Two. The Consolidated Financial Statements report information
about HMP&L using accounting methods similar to those used by private sector companies,
except for the reporting of contributions in aid of construction, equity capital, and retained
earnings. Refer to the Summary of Significant Accounting Policies in the footnotes to the
Financial Statements relating to the adoption of Statement No. 34 of the Governmental
Accounting Standard Board (GASB 34).

The Statement of Net Position, successor to the Balance Sheet, includes all of the Ultility’s
assets, liabilities, and deferred outflows/inflows of resources and provides information about the
nature and amounts of investments in resources (assets) and the obligations of HMP&L
(liabilities). It also provides the basis for evaluating the capital structure and assessing the
liquidity and financial flexibility of HMP&L.

All of the current audit year’s revenues and expenses are accounted for in the Statement of
Revenues, Expenses, and Changes in Net Position, successor to the Income Statement. This
statement measures the success of the Utility’s operations over the past year and can be used
to determine whether the Utility has successfully recovered all of its costs through the sale of
electricity, fiber, and other charges, has earned a reasonable return, and maintained a sound
financial position.

The final required financial statement is the Statement of Cash Flows. The primary purpose of
this statement is to provide information about the Utility’s cash receipts, cash payments, and net
changes in cash resulting from operations, investing, and financing activities. It also provides
information on the sources and uses of cash and the changes in cash balances during the year.



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Statements:

HMP&L'’s total assets and deferred outflow of resources increased from $56,671,864 at
May 31, 2019 to $66,324,571 at May 31, 2020. This increase is primarily attributable to

an increase in operating income as well as an increase in the amount due from Big
Rivers Electric Corporation.

Operating revenues for HMP&L decreased by $6,056,635, or 12%, from $51,395,744 to
$45,339,109. The decrease in operating revenues was primarily due to the decrease in
electricity sold to Big Rivers Electric Corporation from Station Two. Fiber and voice
revenue increased by $206,640.

Percentage
2020 2019 Change Change

Sale of electricity-Station One $ 41222 $ 41,504 $ (282) -0.7%
Sale of electricity-Station Two - 8,278 (8,278) 100%
Settlement-Big Rivers Electric 2,392 - 2,392 100%
Internet service 1,256 1,049 207 19.7%
Other 469 564 (95) -16.8%
Total operating revenues $ 45,339 $ 51,395 $  (6,056) -11.8%

Note: All amounts presented in thousands -000's omitted.

Operating expenses for HMP&L decreased by approximately $12,507,949 or 25%. The decrease
was primarily due to savings related to the change in power supply from the coal-fired generating
plan to market purchases and bilateral agreements. The following table represents the changes in
the expenses for the fiscal years ended May 31, 2020 and 2019:

Percentage

2020 2019 Change Change
Production of electricity $ 25560 $ 33,267 $ (7,707) -23.2%
Other operating expenses 10,762 11,458 (696) -6.1%
Depreciation 1,019 5124 (4,105) -80.1%
Total operating expenses $ 37,341 § 49,849 $  (12,508) -25.1%

Note: All amounts presented in thousands -000's omitted.



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Statements, continued:

Statement of Net Position:

Net position of the Existing System increased from $29,344,569 for the fiscal year ended May
31, 2019, to $36,628,281 while net position increased by $7,283,712 in the fiscal year ended
May 31, 2020. $919,660 of the increase in net position was due to the cumulative effect of the
adoption of GASB No. 83 Certain Asset Retirement Obligations.

Investment securities increased by $7,060,512 for the fiscal year ended May 31, 2020. This
increase is primarily due to shifting cash to investments as well as the increase in net operating
income generated for the fiscal year ended May 31, 2020.

Cash and cash equivalents decreased by $2,849,196 for the fiscal year ended May 31, 2020,
versus an increase of $1,854,705 compared to the previous fiscal year ended. All assets
related to the ownership and operation of Station Two have been removed due to
decommissioning which occurred February 1, 2019.

A summary of the assets and deferred outflows of the Commission for the previous three years
is as follows:

Note: All amounts presented in thousands -000's omitted.

Assets: 2020 2019 2018
Cash and cash equivalents $ 9,541 $ 12,390 $ 10,886
Investment securities 20,429 13,152 11,803
Restricted investment securities 2,273 2,519 2,358
Accounts receivable 2,550 3,395 2,830
Accounts receivable-Station Two Operator 7,593 2,178 2,952
Accrued revenue 2,726 2,840 3,994
Inventories 1,338 4,676 9,021
Prepaid expenses 109 289 70
Total current assets 46,559 41,439 43,914
Utility plant and equipment 13,247 12,256 53,686
Asset retirement obligation - 449 547
Total assets 13,247 12,705 54,233
Deferred outflow of resources 6,519 2,528 2,329

Total assets and deferred outflows of resources $ 66,325 $ 56,672 $ 100,476




CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Statement of Net Position, continued:

Current liabilities decreased by $718,387 compared to Fiscal Year 2019.

A summary of the liabilities and deferred inflows of the Statement of Net Position is as follows:

Liabilities 2020 2019 2018
Accounts payable $ 3,300 $ 4,055 $ 6,826
Accounts payable-construction - - 201
Current portion bonds payable 690 670 650
Customer deposits 717 701 679
Total current liabilities 4,707 5,426 8,356
Compensated absences 297 280 267
Asset retirement obligation 2,889 1,369 1,327
Net pension liability 9,186 7,243 6,464
Other post employment benefits 2,196 2,111 2,220
Long-term bonds payable 9,400 10,090 10,760
Total liabilities 28,675 26,519 29,394
Deferred inflows 1,021 808 90
Total liabilities and deferred inflows $ 29,696 $ 27,327 $ 29484

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

Operating revenues for HMP&L decreased by $6,056,635 over that of the previous year. Sales
for HMP&L Station Two decreased by $8,277,707. Operating expenses decreased by
$12,507,949. This was due to decommissioning of Station Two.

Income from operations after interest expense and interest income, was $8,420,810. For the
fiscal year ended, transfers were made to the City of Henderson in the amount of $1,244,724,
the value of power furnished to the City of Henderson at no charge was $643,914, and the value
of communication services provided to the City of Henderson and other governmental agencies
at no charge, was $168,120. Additionally, a cumulative effect of the adoption of GASB No. 83
resulted in a cumulative effect adjustment of $919,660 for a total increase in net position of
$7,283,712.



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Statement of Revenues, Expenses, and Changes in Net Position, continued:

A summary of the changes in net position is presented below for the fiscal years ended May 31,
2018 to May 31, 2020.

2020 2019 2018
Income (loss) before transfers $ 8,421 $ 1,539 $ 2,775
Non-operating items:
Decommissioning Station Two - (40,522) -
Station Two-Excess Energy Settlement - - 6,250
Transfer to City of Henderson (1,244) (1,244) (1,244)
Communication services provided to the City of
Henderson and other governmental agencies (168) (168) (175)
Power furnished to the City of
Henderson (643) (675) (581)
Cumulative effect of change in accounting
principles 920 - (1,862)
Change in net position $ 7,286 $ (41,070) $ 5,163

Note: All amounts presented in thousands -000's omitted.

Statement of Cash Flows:

Cash generated from operating activities increased by $649,885 compared to the level from Fiscal Year
2019.

Cash Flows from non-capital financing activities is comprised of the funds transferred to the City of
Henderson. For the fiscal year ended May 31, 2020, $1.24 million was transferred.

Cash used by capital and related financing activities was $3.1 million.
Cash used by investing activities was $6.1 million.

Cash and cash equivalents for the year, which consist primarily of checking and money market accounts
of HMP&L, decreased by $2,849,196.



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —

HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Statement of Cash Flows, continued:

The following is an abbreviated analysis of cash flows of HMP&L for the fiscal years ended May

31, 2018 to 2020:

Cash Flow Summary 2020 2019 2018
Net cash generated by operations $ 7,638 $ 7,119 $ 11,649
Cash transferred to the City of

Henderson (1,245) (1,245) (1,245)
Net cash used by capital and

related financing (3,140) (3,319) (3,146)

Provided (used) by investing activities (6,102) (1,050) 1,279
Increase (decrease) in cash (2,849) 1,505 8,537
Cash and cash equivalents, beginning of year 12,390 10,885 2,348
Cash and cash equivalents, end of year $ 9,541 $ 12,390 $ 10,885

Note: All amounts presented in thousands -000's omitted.

The following is a summary of cash and investment balances as of May 31, 2018 to 2020:

2020 2019 2018
Cash and cash equivalents $ 9,541 $ 12,390 $ 10,885
Investments 20,429 13,152 11,803
Restricted investments 2,273 2,518 2,358
$ 32,243 $ 28,060 $ 25,046

Note: All amounts presented in thousands -000's omitted.

Debt Administration:

HMP&L entered into two Bond Anticipation Notes with Fifth Third Bank on December 22, 2008-
a non-taxable series 2008A in the amount of $3,500,000, and a taxable series 2008B in the
amount of $9,000,000. The series 2008A was used for capital improvements to the City’s retail
electric system. The taxable series 2008B was used to make capital improvements to the City’s
Station Two generating plant. HMP&L entered into an additional Bond Anticipation Note with
Fifth Third Bank on March 25, 2010- a non-taxable series 2010A in the amount of $1,500,000.
This note was repaid at the same time as the series 2008A note. In September of 2012 HMP&L
issued Revenue Bonds in the amount of $15,020,000 and retired all outstanding Bond
Anticipation Notes. The outstanding debt of the Commission was $10,090,000 as of May 31,

2020.



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Debt Administration, continued:

On January 29, 2009, the City Commission approved an Ordinance increasing electric rates by
3.855% for all customer rate classifications. The purpose of the rate increase was to provide
additional revenue to make the principal and interest payments on the short-term Bond
Anticipation Notes and the long-term Bonds issued to replace the Bond Anticipation Notes.
HMP&L set up a separate Bond Payment Account and, as of May 31, 2019, HMP&L had
accrued $1,505,979 for future principal and interest payments for the Bonds.

System Improvements and Replacement of Capital Assets:

During the period of June 1, 2019, through May 31, 2020, HMP&L made a number of
improvements to the electric and fiber facilities and replaced certain assets. The improvements
to the facilities and asset replacements increased service reliability and extended the useful-life
of certain existing assets.

During the 2019-2020 Fiscal Year, HMP&L made $2,109,195 in capital improvements and
replacements.

Electric Rates — Current and Future Increases:

In April of 2019, HMP&L conducted a cost of service analysis with the assistance of consultants
from GDS Associates. Since Station Two was being decommissioned and the power supply
source was changing, HMP&L needed to restructure its rate schedules. This resulted in a
revenue neutral rate restructuring that analyzed each customer class separately to ensure the
same revenue level would be achieved for each class. The fuel adjustment was combined with
the base rates and a new power cost adjustment (PCA) based on the fiscal year 2020 budget,
was developed. The PCA captures the increase or decrease in power costs for each month.
The new rate structure better matches the current power supply arrangements of HMP&L.

In April of 2020, the Henderson City Commission approved a rate reduction for HMP&L
customers. In adjusting the PCA for the new budget year, it was determined that base power
rates needed to be reduced to reflect the changes in power costs and to better align with the
Fiscal Year 2021 budget.

In addition to the decrease in base rates, a new set of rates was developed to anticipate the
increase in distributed generation projects of HMP&L customers. The rates contain a higher
fixed charge to ensure HMP&L is compensated for all fixed charges, and the base power cost is
the same base power cost rate found in the PCA that will either be charged or credited to the
customers based on the metered amount of usage for the month (either positive or negative).



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Employee Development:

HMP&L’'s workforce has a large number of employees nearing retirement age- both
management and lead line workers. In order to prepare for this, HMP&L has begun hiring more
line workers under the Apprenticeship Program. This program allows line workers who have
completed line worker school and/or have on the job training to join HMP&L.

Upon hire, the apprentice line workers progress in a structured program- from Apprentice Line
Worker | to Apprentice Line Worker IV (depending on experience and knowledge), and then
subsequently to Journey Line Worker and potentially Crew Leader. Having this program allows
HMP&L to plan for the future, as well as make sure all employees are progressing in a safe
manner.

Station Two and Future Expenditures:

Big Rivers and HMP&L were involved in litigation concerning HMP&L'’s claim for damages
concerning surplus energy sales related to Station Two. This civil action involved a claim by
HMP&L to recover monetary damages from Big Rivers Electric Corporation because of
HMP&L'’s inability to schedule its excess energy. An offer to settle all claims past, present and
future, was accepted by the parties, and the $6.25 million settlement was received on January
5, 2018. The City of Henderson, Kentucky Utility Commission decided to give back $2 million to
its customers through the Fuel Adjustment, establish a Low-Income Relief Fund of $1 million,
place $1.625 million into an investment account, and place $1.625 million into unrestricted
reserves.

HMP&L decommissioned Station Two during Fiscal Year 2019. To arrive at this decision, a preliminary
Integrated Resource Plan (IRP) was finalized in July 2017 and presented to the Utility Commission. The
IRP considered various options, such as continuing to run the two units as coal and complying with all
environmental requirements, converting one or both units to natural gas, relying on the power market,
integrating a peaking unit, and various other options. Upon receiving the IRP report, HMP&L started the
process of evaluating the various options, and immediately began working towards completing another,
more detailed IRP. This second, more detailed IRP was completed in April 2018. The IRP suggested
that energy and capacity market purchases, either through managed contracts or the open market, was
the most economical option for HMP&L customers.

HMP&L gathered bids through a Request for Proposals (RFP) that was released in August 2018. This
RFP was for energy and capacity beginning June 2019. The RFP requested proposals for an all-
requirements type contract, as well as a managed portfolio option. On February 28, 2019, HMP&L
awarded the bid to various suppliers for the following:

5 X 16 Winter Block 3 year 20 MW Merrill Lynch

5 X 16 Summer Block 3 year 30 MW BP

5 X 16 Annual Block 3 year 10 MW BP

7 X 24 Annual Block 5 year 30 MW Merrill Lynch
7 X 24 Annual Block 10 year 30 MW BP

Capacity ZRCs 5 year 100 MW Constellation

10



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Station Two and Future Expenditures, continued:

On June 18, 2019, HMP&L presented another IRP refresh to the Utility Commission. This was
to plan for future years once the current power supply arrangements expire. The IRP indicated
that a solar PPA would align with future power requirements of HMP&L customers, and would
allow HMP&L to secure low-cost, renewable energy in its portfolio. As such, an RFP was issued
for a solar PPA, and in June of 2020, HMP&L signed a purchased power agreement (PPA) for
solar power from Community Energy Solar. This will allow HMP&L to receive 50MW of power
from a renewable energy source for 20 years.

HMP&L will continue to monitor its power supply source and perform external studies as
needed.

Southeastern Power Administration (SEPA):

The Southeastern Power Administration (SEPA) has contracted with HMP&L to provide HMP&L
a total of 15,000 megawatt hours of hydroelectric power each year. The 15,000 megawatt hours
represent approximately 2.5 percent of HMP&L’s annual megawatt hour requirements. HMP&L
is restricted to not more than 10 megawatt hours during any one-hour period. The hydroelectric
power is provided from SEPA generation units on the Cumberland River System Project.

In the fall of 2006, SEPA informed all contract project participants that the Wolf Creek Dam near
Jamestown, Kentucky, had been inspected and serious seepage problems existed in the
earthen dam. The seepage problems at the dam date back to 1968 and the US Army Corps of
Engineers implemented various repairs since that time; however, the seepage became critical to
the safety of the Wolf Creek Dam and surrounding communities. In an effort to respond to these
safety concerns and make the needed repairs to the dam, SEPA reduced and curtailed electric
service to the contract project participants. This reduction and curtailment of SEPA electric
service began in early 2007. The dam repairs were completed during 2014 and the basin was
allowed to fill to the necessary level of water.

The SEPA Cumberland River Hydroelectric Power System is continuing to be restored to its
pre-construction conditions.

Requlatory Compliance:

The North American Electric Reliability Corporation (NERC) adopted new electric system
reliability standards for all electric utilities in the United States. NERC adopted and began
enforcement of the new standards beginning in June 2007. The new standards were approved
by the Federal Energy Regulatory Commission (FERC). HMP&L is required to comply with the
new reliability standards and incurs administrative expenses related to NERC compliance.

11



CITY OF HENDERSON, KENTUCKY UTILITY COMMISSION —
HENDERSON MUNICIPAL POWER & LIGHT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Requlatory Compliance, continued:

In November 2008, the Southeastern Electric Reliability Council (SERC) audited HMP&L for
compliance with NERC Reliability Standards. Subsequent to the November audit, a number of
formal and informal discussions took place between HMP&L and SERC. HMP&L and SERC
reached an agreement concerning non-compliance issues identified during the audit; and a final
settlement agreement was approved. In November 2010, HMP&L hired a Reliability
Compliance Manager who is responsible for compliance with NERC Reliability Standards.
SERC performed a compliance audit of HMP&L in March of 2014, evaluating the utility for
compliance with 11 reliability requirements, as well as 3 infrastructure related items. This audit
resulted in no findings, violations, or recommendations.

SERC completed an assessment of HMP&L in 2017 to identify areas of focus and level of effort
needed to monitor compliance with selected NERC Reliability Standards. As a result, SERC
identified that HMP&L posed low inherent risks to reliability of the Bulk Power System in each of
seven risk factors evaluated, and determined that for the 2018 compliance oversight plan, all
NERC Standards and Requirements applicable to HMP&L would be Self-Monitored. In July of
2020, HMP&L was notified by SERC that the Guided Self-Certification Validation for compliance
with PRC-005-06 during the 2019 calendar year verified evidence demonstrated compliance
with the standards and requirements.

In 2019, HMP&L joined the Midcontinent Independent System Operator (MISO) as a
Transmission Owner and Market Participant. Effective March 1, 2019, due to MISO integration
and termination of pre-existing contracts, HMP&L registered with NERC and SERC as a
Balancing Authority and Transmission Planner in MISO, and entered into contract with a third
party for necessary Transmission Operator and Local Balancing Authority services.

Transfers to the City of Henderson, Kentucky:

In Fiscal Year 2018-2019, HMP&L’s cash transfer to the City was $1,244,724. HMP&L has
budgeted this same level of cash transfer to the City for Fiscal Year 2019-2020 and subsequent
budget periods. HMP&L also paid the City $665,667 for internal service fees and HMP&L
provided the City free electric service valued at $674,568 and free fiber services valued at
$168,120 for the 2018-2019 Fiscal Year. The annual cash transfer payments, internal service
fees, and value of the free electric and fiber services represent 6.7% of gross electric revenue in
Fiscal Year 2019.

Should additional information be needed inquiries can be directed to HMP&L at 100 Fifth Street,
Henderson, Kentucky 42420. Contact via telephone at 270.826.2726.
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City of Henderson, Kentucky Utility Commission
Statements of Net Position
As of May 31, 2020 and 2019

Assets: 2020 2019
Current assets:
Cash and cash equivalents $ 9,540,896 12,390,092
Investments - unrestricted 20,428,603 13,152,433
Investments - restricted 2,273,166 2,518,824
Accounts receivable, net of
allowance for uncollectibles 2,550,370 3,395,145
Accounts receivable, Station Two Operator 7,593,320 2,177,652
Accrued revenue 2,726,155 2,839,760
Inventory and supplies 1,338,098 4,675,758
Prepaid expenses 108,642 289,063
Total current assets 46,559,250 41,438,727
Utility_plant and equipment:
Utility plant, net of accumulated depreciation 13,246,575 12,255,729
Other Assets
Asset retirement obligation, net of accumulated amortization - 449,395
Total Assets 59,805,825 54,143,851
Deferred outflows of resources:
Deferred outflows of resources-Asset retirement obligation 2,888,704 -
Deferred outflows of resources-Net pension liability and OPEB 3,630,042 2,528,013
Total Deferred outflows of resources 6,518,746 2,528,013
Total assets and deferred outflows of resources $ 66,324,571 $ 56,671,864
Liabilities:
Current liabilities:
Accounts payable and accrued expenses $ 3,299,807 4,054,867
Current portion-bonds payable 690,000 670,000
Customer deposits 717,748 701,075
Total current liabilities 4,707,555 5,425,942
Long-term liabilities:
Accrued compensated absences 296,433 280,235
Long-term portion bonds payable 9,400,000 10,090,000
Asset retirement obligation 2,888,704 1,369,055
Net pension liability 9,186,141 7,242,530
Net Other post-employment benefits liability 2,196,297 2,111,330
Total long-term liabilities 23,967,575 21,093,150
Total liabilities 28,675,130 26,519,092
Deferred inflows of resources:
Deferred inflows of resources -Net pension liability and OPEB 1,021,160 808,203
Net position:
Net investment in capital assets 3,156,575 1,495,729
Restricted per bond ordinance 1,583,166 1,848,824
Unrestricted 31,888,540 26,000,016
Total net position 36,628,281 29,344,569
Total liabilities, deferred inflows of resources, and net position $ 66,324,571 56,671,864

The accompanying notes are an integral part of these financial statements.
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City of Henderson, Kentucky Utility Commission

Statements of Revenues, Expenses, and Changes in Net Position

For the fiscal years ended May 31, 2020 and 2019

Operating revenues:

Sale of electricity-Existing System

Sale of electricity-Station Two
Settlement-Big Rivers Electric Corporation
Communication services

Other

Total operating revenues

Operating expenses:
Production of electricity
Operating expenses
Depreciation

Total operating expenses
Income from operations
Intererest income (expense):

Investment income
Interest expense

Total interest income (expense)

Income before non-operating items

Non-operating items:
Decommissioning Station Two
Transfers to the City of Henderson
Power furnished to the City of Henderson
Communication services provided to the City of
Henderson and other local government agencies

Total non-operating items

Change in net position

Cumulative effiect of change in accounting principle
adoption of GASB No. 83 Certain Asset
Retirement Obligations

Net position, beginning of year

Net position, end of year

2020 2019
$ 41221674 $ 41,504,426
- 8,277,707

1,256,581 1,049,941
2,860,854 563,670
45,339,109 51,395,744
25,559,823 33,267,139
10,761,563 11,457,970
1,019,848 5,124,074
37,341,234 49,849,183
7,997,875 1,546,561
865,061 459,955
(442,126) (467,409)
422,935 (7,454)
8,420,810 1,539,107
- (40,522,005)
(1,244,724) (1,244,724)
(643,914) (674,568)
(168,120) (168,120)
(2,056,758) (42,609,417)
6,364,052 (41,070,310)

919,660 -

29,344,569 70,414,879

$ 36,628,281  $ 29,344,569

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



City of Henderson, Kentucky Utility Commission

Statements of Cash Flows

For the fiscal years ended May 31, 2020 and 2019

Cash flows from operating activities:
Receipts from customers
Payments to suppliers and vendors
Payments to employees

Net cash provided by operating activities

Cash flows from non-capital financing activities:
Distributions to the City of Henderson

Net cash used by non-capital financing activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Principal payments on long-term debt
Interest payments on long-term debt

Net cash used by capital and related financing activities

Cash flows from investing activities:
Proceeds from sale and maturities of investments
Investment income
Purchases of investment securities

Net cash used by investing activities
Increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

The accompanying notes are an integral part of these financial statements.
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2020 2019
$ 40,069,787 $ 55,418,081
(26,884,648) (43,801,962)
(5,546,284) (4,627,149)
7,638,855 6,988,970
(1,244,724) (1,244,724)
(1,244,724) (1,244,724)
(2,019,195) (2,072,642)
(670,000) (650,000)
(451,681) (467,409)
(3,140,876) (3,190,051)
2,692,627 13,042,144
538,645 370,905
(9,333,723) (14,463,156)
(6,102,451) (1,050,107)
(2,849,196) 1,504,088
12,390,092 10,886,004

$ 9540896 $ 12,390,092




City of Henderson, Kentucky Utility Commission
Statements of Cash Flows — Reconciliation of Net Cash Provided by Operations
For the fiscal years ended May 31, 2020 and 2019

2020 2019

Operating activities:
Operating income $ 7,997,875 $ 1,546,561
Adjustments to reconcile operating income
(loss) to net cash provided by operations:

Depreciation and amortization 1,019,848 5,124,074
Power furnished to the City of Henderson (643,914) (674,568)
Communication services provided at no charge (168,120) (168,120)
Cumulative effect of change in accounting principle 919,660 -
Other items (44,944) -
Station Two Decommissioning - (2,143,410)
Changes in operating assets and liabilities:
Accounts receivable 844,775 (565,066)
Due from Station Two Operator (5,415,668) 772,933
Accrued revenue 113,605 1,154,403
Inventory and supplies 3,337,660 4,345,434
Prepaid expenses and other assets 180,421 (218,708)
Asset retirement obligation 449,395 98,050
Deferred Outflows (3,990,733) (198,591)
Accounts payable and accrued expenses (738,862) (2,959,726)
Customer deposits 16,673 21,972
Net pension liability and Other post employment benefits liability 2,028,578 669,167
Asset retirement obligation 1,519,649 41,919
Deferred Inflows 212,957 142,646
Net cash provided by operating activities $ 7,638,855 $ 6,988,970

Supplemental Information
Non-cash activity:

Power furnished to the City of Henderson $ 643,914 $ 674,568

Communication services provided at no charge 168,120 168,120

The accompanying notes are an integral part of these financial statements.
16



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

1.

Organization:

The City of Henderson Utility Commission is organized under the provisions of Section 96.530 of
the Kentucky Revised Statutes to operate, manage, and control the Henderson Municipal Power
& Light System. The members of the Utility Commission are appointed by the Mayor and are
approved by the City Commissioners of the City of Henderson, Kentucky (City). The Mayor and
the City Commission authorize all rates and bond issues of the Utility Commission. As a
municipal entity, the Utility Commission is exempt from all federal and state income taxes. Certain
real estate utilized by the Utility Commission is owned by the City of Henderson. The Commission
is responsible for the acquisition, and distribution of electric power to its service area which
included the incorporated area of the City of Henderson, Kentucky.

The Utility Commission joined the Midcontinent Independent System Operator (MISO) in
February of 2019, and is currently a Market Participant (MP), Local Balancing Authority (LBA),
Transmission Operator (TOP) and Transmission Owner (TO). The Utility Commission currently
does not own any generation facilities, power is purchased utilizing Power Purchase Agreements
(PPAs), the MISO Energy Market, and SEPA Hydro Power. The PPAs that are currently in place
vary in megawatt size and duration and allows for summer and winter peak amounts. While the
power portfolio is designed to cover the entire needs of the utility, any surplus energy is sold into
the MISO market.

A monthly Transmission Expense is paid to MISO for transmission services, and Transmission
Revenue is received from MISO for being a Transmission Owner in the MISO system. A
wheeling fee is paid to Big Rivers Electric Corporation for the SEPA Power. The LBA and TOP
services are contracted to a third-party to allow the Utility Commission to follow all applicable
standards.

In June 2020, a Solar PPA was negotiated with Community Energy Solar. This will allow the
Utility Commission to receive power from a 50 MW solar facility in Henderson County for a term
of 20 years. Capacity is currently purchased in the amount of 100 MW through a PPA. The
remaining capacity needs are purchased from the MISO market. This amount will be reduced
once the Solar facility is online.

The Commission was previously in a joint venture with Big Rivers Electric Corporation to operate
its Station Two generation facility which was decommissioned during the fiscal year ended May
31, 2019. Power sales to Big Rivers Electric Corporation under the agreement amounted to $0
and $8,277,707 for the fiscal years ended 2020 and 2019, respectively. Station Two became
commercially operable and construction was substantially completed during 1974, and was
decommissioned February 1, 2019, and is no longer in operation.

Summary of Significant Accounting Policies:

The Commission is a component unit of the City of Henderson, Kentucky (the primary
government), due to its financial accountability to the City Commission.

The financial statements of the Commission have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to government units. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with the fund’'s principal ongoing operations. The principal
operating revenues of the Commission are charges to customers for electric and communications
sales and service.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

2. Summary of Significant Accounting Policies, continued:

Operating expenses for the Commission include the cost of power and services, administrative
expenses, and depreciation. All other revenues and expenses not meeting this definition are
classified as non-operating items.

Statement of Net Position:

The Statement of Net Position is designed to display the financial position of the Commission.
The Commission’s fund equity is reported as a net position, which is presented in three
categories defined as follows:

e Net investment in_capital assets- This component of net position consists of capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets.

e Restricted- This component of net position consists of constraints placed on net position
use through external constraints imposed by creditors through debt covenants.

e Unrestricted- This component of net position consists of the remainder of net position
that does not meet the definition of restricted or invested in capital assets, net of related
debt.

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

The Statement of Revenues, Expenses, and Changes in Net Position is the operating statement
for proprietary funds. Revenues are reported by major source. This statement distinguishes
between operating and non-operating revenues and expenses, and presents a separate subtotal
for operating revenues, operating expenses, and operating income. The more significant of the
Commission’s accounting policies are described below:

A. Cash and Cash Equivalents:

Cash and cash equivalents consist of certificates of deposit and repurchase agreements
with an original maturity of three months or less from the date of purchase. The carrying
amount of each of these instruments approximates fair value.

B. Investment Securities:

Investments are recorded at fair value based on quoted market prices. Any gains or
losses are reflected in the statement of revenues, expenses, and changes in net assets
in accordance with GASB No. 31, "Accounting and Reporting for Certain Investments and
For Internal Investment Pools." Kentucky Revised Statute 66.480 limits the types of
securities that a municipal entity may invest in obligations of the United States Treasury
and its agencies, certain Federal securities, repurchase agreements, commercial bank
certificates of deposit, and the Commonwealth of Kentucky Investment Pool.

18



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

2. Summary of Significant Accounting Policies, continued:

C. Accounts Receivable, Unbilled Revenue, and Electric Operating Revenues:

The Commission has entered into an agreement with the City of Henderson to perform its
billing and collection services. All monies due to the Utility Commission are collected and
deposited in the City of Henderson’s Utility Clearing Fund and are remitted to the Utility
Commission on a weekly basis. Electric revenues are billed on the basis of monthly cycle
bills and are recorded as revenue as the electricity is delivered. The Commission records
an estimate for unbilled revenues earned from the dates its retail customers were last
billed to the end of the month. Unbilled revenue as of May 31, 2020 and 2019 was
$2,726,155 and $2,839,760, respectively.

The amount included in accounts receivable due from the Utility Clearing Fund was
$2,550,370 and $3,395,145 as of May 31, 2019 and 2018, respectively. The allowance

for uncollectible amounts was $0 and $170,925 for the fiscal years ended May 31, 2020
and 2019.

D. Inventory:

Materials and supplies inventories are stated at the weighted average cost.

E. Utility Plant and Equipment:

No interest was capitalized during the fiscal years ended 2020 and 2019. The
Commission capitalizes all items in excess of $1,000. The Commission’s policy for
determining the useful lives of its utility plant and equipment is as follows:

Production plant and structures 33 % years
Transmission and distribution 25 years
Automotive equipment 6 years
Wireless internet equipment 5 years
Other equipment 10 years

F. Purchased Power Expenses:

All of the Commission’s power needs are provided through PPA’s. Expenses from such
agreements, along with associated transmission costs paid to other utilities, are charged
to production of electricity expense on the Statement of Revenues, Expenses and
Changes in Net Position in the period the power is delivered. Contract termination
payments, and adjustments to prior billings are included in production of electricity
expense once the payments or adjustments can be reasonably estimated. Purchased
power costs for the fiscal year ended May 31, 2020 and 2019 was $19,634,540 and
$12,798,810, respectively.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

2. Summary of Significant Accounting Policies, continued:

G. Compensated Absences:

Employees of the Commission are entitled to paid vacations and sick-leave. The
Commission’s policy is to recognize these costs when earned under the accrual method
of accounting in accordance with GASB No.16 “Accounting for Compensated Absences.”

Beginning Ending
Balance Additons Reductions Balance
Compensated Absences $ 539,419 $ 88,942 $ (35,494) $ 592,867

Current portion (included in accounts

payable and accrued expenses) $ 296,434
Long-term portion 296,433
$ 592,867

H. Pensions:

In the component unit financial statements of the City of Henderson, Kentucky Utility
Commission, retirement plans (pensions) are required to be recognized and disclosed
using the accrual basis of accounting (Refer to Note 7).

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions and pension expense, information
about the fiduciary net position of the County Employees' Retirement System (CERS),
and additions to/deductions from CERS' fiduciary net position have been determined on
the same basis as they are reported by CERS. For this purpose, benefit payments
(including refunds of employee contributions) are recognized when due and payable in
accordance with the benefit terms. Investments are recorded at fair value.

|. Postemployment Benefits Other Than Pensions (OPEB):

In the component unit financial statements of the City of Henderson, Kentucky Utility
Commission, postemployment benefits other than pensions (OPEB) are required to be
recognized and disclosed using the accrual basis of accounting (Refer to Note 6).

For purposes of measuring the net OPEB liability, deferred outflows of resources and
deferred inflows of resources related to OPEB, and OPEB expense, information about
the fiduciary net position of the County Employees' Retirement System (CERS) and
additions to/deductions from CERS' fiduciary net position have been determined on the
same basis as they are reported by CERS. For this purpose, benefit payments (including
refunds of employee contributions) are recognized when due and payable in accordance
with the benefit terms. Investments are reported at fair value.

J.Emission Allowances:

The Commission does not record the value of emission allowances granted by the
Environmental Protection Agency for sulfur dioxide and nitrous oxide on its financial
statements as there is no cost basis in these allowances.

20



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

2. Summary of Significant Accounting Policies, continued:

K. Bond Issuance Costs:

Premiums and discounts arising from bond issues are deferred and amortized using the
straight-line method over the lives of the bond issues.

L. Use of Estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires that management make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at May 31, 2020 and 2019, as well as revenues and expenses for the years then
ended. Actual results could differ from the estimates and assumptions used.

M. Change in Accounting Principle-Asset Retirement Obligation-GASB No. 83:

During the fiscal year ended, the Commission adopted GASB No. 83 Certain Asset
Retirement Obligations. The objective of GASB No. 83 is to provide financial statement
users with information about asset retirement obligations. The Commission previously
followed guidance of the FASB for accounting for asset retirement obligations.

An asset retirement obligation (ARO) is a legally enforceable liability associated with the
retirement of a tangible capital asset. A governmental entity that has a legal obligation to
perform future asset retirement activities related to its tangible capital assets should
recognize a liability based on the guidance of this statement. GASB No. 83 establishes
the criteria for determining the timing and pattern of recognition of a liability and a
corresponding deferred outflow of resources for its ARO. Recognition of a liability occurs
when the liability is both incurred and can be reasonably estimated. 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 obligations the government to perform the asset retirement activities. GASB
No. 83 requires the measurement of the ARO be based on the probability weighted best
estimate of the current value of outlays expected to be incurred, and adjusted for
inflation, at least annually. It requires a government to evaluate all relevant factors at
least annually to determine whether the effects of one or more of the factors are expected
to significantly change the estimated outlays. GASB No. 83 also requires disclosures of
descriptive information about the nature of a government’s ARO including methods and
assumptions used for the estimates of the liabilities, the estimated remaining useful life of
the associated tangible capital assets, how any funding assurance requirements are
being met, and the amount of any assets restricted for payment of the ARO. If a liability
for an ARO has been incurred by a government but is not yet recognized because it is
not reasonably estimable, the government should disclose the reasons therefore.

The cumulative effect of the adoption of this pronouncement was to increase net position
by $919,660 for the fiscal year ended May 31, 2020.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

2. Summary of Significant Accounting Policies, continued:

N. Reclassifications:

Certain amounts have been reclassified from the prior year to conform to the current

year presentation.

3. Cash and Cash Equivalents:

As of May 31,2020 and 2019, the City of Henderson, Kentucky Utility Commission maintained
deposits with several local financial institutions. Of the bank balance, all was insured by the
Federal Deposit Insurance Corporation and any amounts in excess of FDIC coverage were
secured by pledged United States Government securities.

Investment Securities:

Investments are included in the Statement of Net Position under the caption “Investments-
restricted/unrestricted." A summary of investments held by the City of Henderson, Kentucky Utility

Commission along with the scheduled maturities is presented below:

Less Than One One to Five Six to Ten
Investment Type: Fair Value Year Years Years
May 31, 2020
Unrestricted Investments:
U.S. Agencies $ 11,868,216 $ - $ 277,048 $ 11,591,168
U.S Short Term Treasuries 508,908 508,908 - -
Certificate of Deposit and
Money Markets 8,051,479 502,602 6,532,686 1,016,191
Total Unrestricted Investments  $ 20,428,603 $ 1,011,510 $ 6,809,734 $ 12,607,359
Restricted Per Bond Ordinance:
U.S Short Term Treasuries $ 2,268,166 $ 2,268,166 $ - $ -
Certificate of Deposit and
Money Markets 5,000 - 5,000 -
Total Restricted Investments $ 2,273,166 $ - $ 5,000 $ -
Less Than One One to Five Six to Ten
May 31, 2019 Fair Value Year Years Years
Unrestricted Investments:
U.S. Treasury Bills $ 6,842,047 $ - $ 5,780,781 $ 1,061,266
Certificate of Deposit and
Money Markets 6,310,386 2,600,680 3,207,333 502,373
Total Unrestricted Investments $ 13,152,433 $ 2,600,680 $ 8,988,114 $ 1,563,639
Restricted Per Bond Ordinance:
Certificate of Deposit and
Money Markets $ 2518824 § 2518824 § - $ -
Total Restricted Investments $ 2,518,824 $ 2,518,824 $ - $ -
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

4. Investment Securities, continued:

Restricted Assets consisted of the following: 2019 2018
MISO-Margin Call Collateral $ 5,000 $ 185,112
Operation and Maintenance Reserve 500,000 600,000
Debt Service Reserve 1,088,892 1,101,215
Debt Service Sinking Fund 679,274 632,497

Total restricted assets $ 2,273,166 $ 2,518,824
A. Interest Rate Risk:

The City of Henderson, Kentucky Utility Commission has a formal investment policy that
limits investment maturities as a means to manage its exposure to fair value losses
resulting from increasing interest rates.

Credit Risk:

The City of Henderson, Kentucky Utility Commission limits its investments to those
allowed by Kentucky Revised Statute 66.480. Kentucky Revised Statute 66.480 limits
investments to U.S. Government Treasury and Agency securities, certificates of deposit,
securities issued by a state or local government rated in one of the three highest
categories by a nationally recognized credit agency.

Custodial Credit Risk:

Custodial credit risk is the risk that in the event of the failure of the counterparty, The City
of Henderson, Kentucky Utility Commission will not be able to recover the value of its
investments, or collateral securities that are in the possession of the outside party. All
investments of the Commission, with the exception of certificates of deposit, consist of
unregistered and uninsured securities held by the Commission’s trustee in their trust
department not in the name of the Commission.

5. Fair Value Measurement

GASB No. 72 Fair Value Measurement and Application defines fair value as the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date (exit price). The Commission utilizes market data or
assumptions that market participants would use in pricing the asset or liability, including
assumptions about risk and the risks inherent in the inputs to the valuation technique.

GASB No. 72 establishes a fair value hierarchy that prioritizes the inputs used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted market prices in active
markets for identical assets of liabilities (Level 1) and the lowest priority to unobservable inputs
(Level 3). The three levels of the fair value hierarchy defined by GASB No. 72 are as follows:

Level 1 -Inputs are quoted market prices in active markets for identical assets or
liabilities.

Level 2 - Inputs other than quoted market prices included in Level | that are observable
for an asset or liability, either directly or indirectly.

Level 3- inputs are unobservable inputs that reflect the Commission’s own assumptions
about factors that market participants would use in pricing the asset or liability.

5 Fair Value Measurement, Continued
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

The valuation methods of the fair value measurements are as follows:

e U.S. Treasury Obligations- a market value approach is used based on institutional bond
quotes.

o U.S. Agency Obligations- a market-based approach which considers yield, price of
comparable securities, coupon rate, maturity, credit quality, and dealer provided prices.

o Certificates of Deposit- a market value approach is used which considers maturities and
interest rates.

The following table identifies the level with the fair value hierarchy that the Commission’s financial
assets were accounted for on a recurring basis as of May 31, 2020 and 2019:

Fair value as of May 31, 2020

Level 1 Level 2 Level 3 Total
Investments including cash
equivalents:

Money Markets $ - $ 5000 § - $ 5,000
Certificates of Deposit - 8,051,479 - 8,051,479
U.S. Treasury Obligations 2,777,074 - - 2,777,074
U.S. Agency Obligations - 11,868,216 - 11,868,216

$§ 2777074 § 19924695 $ - $ 22,701,769

Fair value as of May 31, 2019

Level 1 Level 2 Level 3 Total
Investments including cash
equivalents:

Money Markets $ - $ - $ - $ -
Certificates of Deposit - 8,829,210 - 8,829,210
U.S. Treasury Obligations 6,842,047 - - 6,842,047
U.S. Agency Obligations - - - -

$ 6,842,047 § 8829210 § - $ 15,671,257

24



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

5. Utility Plant and Equipment:

Utility plant and equipment consisted of the following as of May 31, 2020 and 2019:

May 31, 2020
Existing System:

Vehicles

Transmission plant

Distribution plant

Land and land rights

Telecommunications, internet,
and fiber optics

General plant

Accumulated depreciation

Existing System total

May 31, 2019
Existing System:

Vehicles

Transmission plant

Distribution plant

Land and land rights

Telecommunications, internet,
and fiber optics

General plant

Accumulated depreciation

Existing System total

Station Two:

General plant

Accumulated depreciation
Station Two total

Total utility, plant, and
equipment, net

25

Beginning Ending
Balance Additions Deletions Balance
$ 2469223 $ 781,708 $ (73,051) $ 3,177,880

9,228,819 118,141 - 9,346,960
29,166,450 761,414 - 29,927,864
1,288,289 - - 1,288,289
6,402,596 357,932 - 6,760,528
388,393 - - 388,393
48,943,770 2,019,195 (73,051) 50,889,914
(36,688,041) (1,032,481) 77,183 (37,643,339)
$ 12255729 $ 986,714 $ 4132 $ 13,246,575
Beginning Ending
Balance Additions Deletions Balance
$ 2394793 $ 74430 $ - $ 2,469,223
8,695,618 533,201 - 9,228,819
28,212,485 953,965 - 29,166,450
1,250,436 43,968 (6,115) 1,288,289
6,462,340 141,154 (200,898) 6,402,596
191,484 196,909 - 388,393
47,207,156 1,943,627 (207,013) 48,943,770
(35,974,715) (1,044,279) 330,953 (36,688,041)
$ 11,232,441 $ 899348 $ 123,940 $ 12,255,729
$ 186,090,250 $§ 259,274 $ (186,349,524) $ -
(143,636,895) (4,079,795) 147,716,690 -
$ 42453355 $(3,820,521) §$ (38,632,834) $ -
$ 53,685,796 $ 12,255,729



City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

6. Utility Plant and Equipment, continued:

Depreciation expense for the fiscal years ended May 31, 2020 and 2019 was $1,019,848 and
$5,124,074 respectively.

7. Retirement Plans:

General Information about the Pension Plan

Plan description: All eligible Commission employees participate in the County Employees'
Retirement System (CERS), a cost-sharing, multiple-employer defined benefit plan administered
by the Board of Trustees of Kentucky Retirement Systems. CERS consists of two plans — Non-
Hazardous and Hazardous. Commission employees participate in the Non-Hazardous plan only.
Kentucky Retirement Systems issues a publicly available financial report that includes financial
statements and supplementary information for CERS. That report can be obtained at
https://kyret.ky.gov.

Benefits provided: CERS provides retirement, disability, and death benefits to plan members.
Retirement benefits may be extended to beneficiaries of plan members under certain
circumstances. Kentucky Revised Statute 61.645 assigns the authority to establish and amend
benefit provisions to the Kentucky Retirement Systems Board of Trustees.

Cost of Living Adjustment (COLA): Prior to July 1, 2009, COLAs were provided annually equal to
the percentage increase in the annual average of the consumer price index for all urban
consumers for the most recent calendar year, not to exceed 5% in any plan year. After July 1,
2009, the COLAs were limited to 1.50%. No COLA has been granted since July 1, 2011.

Contributions: Tier 1 plan members, who began participating prior to September 1, 2008, are
required to contribute 5% of their annual creditable compensation. These members are classified
in the Tier 1 structure of benefits. Interest is paid each June 30 on members’ accounts at a rate
of 2.5%. If a member terminates employment and applies to take a refund, the member is entitled
to a full refund of contributions and interest.

Tier 2 plan members, who began participating on, or after, September 1, 2008, and before
January 1, 2014, are required to contribute 6% of their annual creditable compensation, whiles
1% of these contributions are deposited to an account created for the payment of health
insurance benefits under 25 USC Section 401(h) in the Pension Fund. These members are
classified in the Tier 2 structure of benefits. Interest is paid each June 30 on members’ accounts
at a rate of 2.5%. If a member terminates employment and applies to take a refund, the member
is entitled to a full refund of contributions and interest; however, the 1% contribution to the 401(h)
account is non-refundable and is forfeited.

Tier 3 plan members, who began participating on, or after, January 1, 2014, are 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. Members
contribute 5% of their annual creditable compensation, and an additional 1% to the health
insurance fund (401(h) account) which is not credited to the member's account and is not
refundable. The employer contribution rate is set annually by the Kentucky Retirement System
Board of Trustees based on an actuarial valuation. The employer contributes a set percentage of
the member’s salary. Each month, when employer contributions are received, an employer pay
credit is deposited to the member’s account. A member’s account is credited with a 4% employer
pay credit. The employer pay credit represents a portion of the employer contribution.
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

6. Retirement Plans, continued:

Interest is paid into the Tier 3 member’s account. The account currently earns 4% interest credit
on the member’s account balance as of June 30 of the previous year. The member’s account
may be credited with additional interest if the system’s five-year Geometric Average Net
Investment Return (GANIR) exceeded 4%. If the member was actively employed ad participating
in the fiscal year, and if the system’s GANIR for the previous five years exceeds 4%, then the
member’s account will be credited with 75% of the amount of the returns over 4% on the account
balance as of June 30 of the previous year (Upside Sharing Interest). The Upside Sharing
Interest is credited to both the member contribution balance and Employer Pay Credit Balance.

The Commission is required to contribute at an actuarially determined rate. As of May 31, 2020,
the Commission's required contribution rate was 19.30% of annual covered payroll. The
contribution requirements of plan members and the Commission are established and may be
amended by the Kentucky Retirement Systems Board of Trustees. Contributions to CERS from
the Commission were $702,190 for the year ended May 31, 2020.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

At May 31, 2020, the Commission reported a liability of $9,186,141 for its proportionate share of
the collective net pension liability. The collective net pension liability was measured as of June
30, 2019, and the total pension liability used to calculate the collective net pension liability was
determined by an actuarial valuation as of June 30, 2018 and rolled-forward using generally
accepted actuarial principles. The Commission's proportion of the collective net pension liability
was based on a projection of the Commission's long-term share of contributions to the pension
plan relative to the projected contributions of all participating employers, actuarially determined.
At June 30, 2019, the Commission's proportion was 0.130614%, which was an increase of
0.011695% from its proportion measured as of June 30, 2018.

For the year ended May 31, 2020, the Commission recognized pension expense of $1,769,986.
At May 31, 2020, the Commission reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and
actual experience $ 234,550 $ 38,814
Changes of assumptions 929,742 -
Net difference between projected and
actual investment earnings on pension
plan investments - 148,084
Changes in proportion and differences
between Commission contributions and
proportional share of contributions 638,746 66,492
Commission contributions subsequent
to the measurement date 702,190 -
Total $ 2,505,228 $ 253,390
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City of Henderson, Kentucky Utility Commission
Notes to the Financial Statements-May 31, 2020 and 2019

7. Retirement Plans, continued:

Of the total amount reported as deferred outflows of resources related to pensions, Commission
contributions subsequent to the measurement date and before the end of the fiscal year will be
included as a reduction of the collective net pension liability in the year ended May 31, 2021.
Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions will be recognized in the Commission’s pension expense as follows:

Year ended May 31: Amount
2021 $ 888,977
2022 479,645
2023 170,520
2024 10,506
2025 -
Thereafter -

Actuarial assumptions: The Kentucky Retirement Systems Board of Trustees adopted new
actuarial assumptions since June 30, 2018. These assumptions are documented in the report
titted “Kentucky Retirement Systems 2018 Actuarial Experience Study for the Period Ending June
30, 2018”. The total pension liability as of June 30, 2019, was determined using the following
updated assumptions:

Inflation 2.30%
Payroll Growth Rate 2.00%
Salary Increases 3.30% to 10.30%, varies by service
Investment Rate of Return 6.25%

The mortality table used for active members was a PUB-2010 General Mortality table, for the
Non-Hazardous System, and PUB-2010 Public Safety Mortality table for the Hazardous System,
projected with the ultimate rates from the MP-2014 improvement scale using a base year of 2010.
The mortality table used for healthy retired members was a system-specific mortality table based
on mortality experience from 2013-2018, projected with the ultimate rates from the MP-2014
mortality improvement scale using a base year of 2019. The mortality table used for the disabled
members was PUB-2010 Disable Mortality table, with a 4-year set-forward for both male and
female rates, projected with the ultimate rates from the MP-2014 mortality improvement scale
using a base year of 2010.

The long-term expected rate of return was determined by using a building-block method in which
best-estimate ranges of expected future real rates of returns are developed for each asset class.
The ranges are combined by weighting the expected future real rate of return by the target asset
allocation percentage.
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The target allocation and best estimates of arithmetic real rate of return for each major asset
class are summarized in the table below. The current long-term inflation assumption is 2.30% per

annum.
Long-Term Expected
Asset Class Target Allocation Real Rate of Return
Growth 62.50%
U.S. Equity 18.75% 4.30%
Non-U.S. Equity 18.75% 4.80%
Private Equity 10.00% 6.65%
Specialty Credit/High Yield 15.00% 2.60%
Liquidity 14.50%
Core Bonds 13.50% 1.35%
Cash 1.00% 0.20%
Diversifying Strategies 23.00%
Real Estate 5.00% 4.85%
Opportunistic 3.00% 2.97%
Real Return 15.00% 4.10%
Total 100.00% 3.89%

Discount rate: The projection of cash flows used to determine the discount rate of 6.25%
assumed that the funds receive the required employer contributions each future year, as
determined by the current funding policy established in statute as last amended by House Bill 362
(passed in 2018). The discount rate determination does not use a municipal bond rate.

Sensitivity of the Commission's proportionate share of the collective net pension liability to
changes in the discount rate: The following presents the Commission's proportionate share of the
collective net pension liability calculated using the discount rate of 6.25%, as well as what the
Commission's proportionate share of the collective net pension 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:

1.00% Current 1.00%
Decrease Discount Rate Increase
(5.25%) (6.25%) (7.25%)

Commission's proportionate share of the
collective net pension liability as of June 30,2019 $ 11,489,257 § 9,186,141 $§ 7,266,516

Pension plan fiduciary net position: Detailed information about the pension plan's fiduciary net
position is available in the separately issued Kentucky Retirement Systems financial report.

Postemployment Benefits Other Than Pensions (OPEB)

General Information about the OPEB Plan

Plan description: In addition to the pension benefits described above, Kentucky Retirement
Systems provides postemployment healthcare benefits through the Kentucky Retirement
Systems Insurance Fund (Insurance Fund), a cost-sharing, multiple-employer defined benefit
plan administered by the Board of Trustees of Kentucky Retirement Systems. The Insurance
Fund was established to provide hospital and medical insurance for those receiving benefits from
the Kentucky Employees’ Retirement System (KERS), the County Employees’ Retirement
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System (CERS), and the State Police Retirement System (SPRS). Eligible non-Medicare retirees
are covered by the Department of Employee Insurance (DEI) plans. Kentucky Retirement
Systems submits the premium payments to DEl. The Board contracts with Humana to provide
health care benefits to eligible Medicare retirees through a Medicare Advantage Plan.

Benefits Provided: The Insurance Fund pays a prescribed contribution for whole or partial
payment of required premiums to purchase hospital and medical insurance. For the fiscal year
ended June 30, 2019 (the date of the latest available information), insurance premiums withheld
from benefit payments for members of CERS were $24.3 million and $2.8 million for non-
hazardous and hazardous employees, respectively. For the fiscal year ended June 30, 2018,
insurance premiums withheld from benefit payments for members of CERS were $23.8 million
and $2.8 million for non-hazardous and hazardous employees, respectively. The Insurance Fund
pays the same proportion of hospital and medical insurance premiums for the spouse and
dependents of retired hazardous employees killed in the line of duty.

The amount of contributions paid by the Insurance Fund is based on years of service. For
employees participating prior to July 1, 2003, years of service and respective percentages of the
maximum contribution are shown below:

Years of Service % Paid by Insurance Fund
20 or more 100%
15-19 75%
10-14 50%
4-9 25%
Less than 4 0%

As a result of House Bill 290 (2004 Kentucky General Assembly), medical insurance benefits are
calculated differently for those who began participating on or after July 1, 2003. Once employees
reach a minimum vesting period of ten years, non-hazardous employees whose participation
began on or after July 1, 2003 earn $10 per month for insurance benefits at retirement for every
year of earned service without regard to a maximum dollar amount. Hazardous employees
whose participation began on or after July 1, 2003 earn $15 per month for insurance benefits at
retirement for every year of earned service without regard to a maximum dollar amount. Upon
death of a hazardous employee, the employee's spouse receives $10 per month for insurance
benefits for each year of the deceased employee's earned hazardous service. This dollar amount
is subject to adjustment annually, which is currently 1.5%, based upon Kentucky Revised
Statutes. This benefit is not protected under the inviolable contract provisions of Kentucky
Revised Statute 16.652, 61.692, and 78.852. The Kentucky General Assembly reserves the right
to suspend or reduce this benefit if, in its judgment, the welfare of the Commonwealth so
demands.

Contributions: The Commission is required to contribute at an actuarially determined rate. As of
May 31, 2020, the Commission's required contribution rate was 4.76% of annual covered payroll.
The contribution requirements of plan members and the Commission are established and may be
amended by the Kentucky Retirement Systems Board of Trustees. Contributions to the
Insurance Fund from the Commission were $173,183 for the year ended May 31, 2020, which
does not include implicit subsidies reported in the amount of $47,158. As described above, Tier 2
and Tier 3 employees contribute 1% of their annual creditable compensation to the Insurance
Fund; Tier 1 employees are not required to contribute.
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OPEB Liabilities, OPEB Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to OPEB

At May 31, 2020, the Commission reported a liability of $2,196,297 for its proportionate share of
the collective net OPEB liability. The collective net OPEB liability was measured as of June 30,
2019, and the total OPEB liability used to calculate the collective net OPEB liability was
determined by an actuarial valuation as of June 30, 2018 and rolled-forward using generally
accepted actuarial principles. The Commission's proportion of the collective net OPEB liability
was based on a projection of the Commission's long-term share of contributions to the OPEB
plan relative to the projected contributions of all participating employers, actuarially determined.
At June 30, 2019, the Commission's proportion was 0.130580%, which was an increase of
0.011664% from its proportion measured as of June 30, 2018.

For the year ended May 31, 2020, the Commission recognized OPEB expense of $244,893. At
May 31, 2020, the Commission reported deferred outflows of resources and deferred inflows of
resources related to OPEB from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and
actual experience $ - $ 662,674
Changes of assumptions 649,905 4,346
Net difference between projected and
actual investment earnings on pension
plan investments - 97,550
Changes in proportion and differences
between Commission contributions and
proportional share of contributions 254,568 3,200
Implicit subsidy 47,158 -
Commission contributions subsequent
to the measurement date 173,183 -
Total $1,124,814 $ 767,770
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Of the total amount reported as deferred outflows of resources related to OPEB, the implicit
subsidy and Commission contributions subsequent to the measurement date and before the end
of the fiscal year will be included as a reduction of the collective net OPEB liability in the year
ended May 31, 2021. Other amounts reported as deferred outflows of resources and deferred
inflows of resources related to OPEB will be recognized in the Commission’s OPEB expense as

follows:

Year ended May 31: Amount

2021 $ 34,849
2022 34,849
2023 65,864
2024 6,330
2025 (5,992)
Thereafter 803

Actuarial assumptions: The Kentucky Retirement Systems Board of Trustees adopted new
actuarial assumptions since June 30, 2018. These assumptions are documented in the report
titled “Kentucky Retirement Systems 2018 Actuarial Experience Study for the Period Ending June
20, 2018". The total OPEB liability as of June 30, 2019, was determined using the following
updated assumptions:

Inflation 2.30%
Payroll Growth 2.00%
Salary Increases 3.30% to 10.30%, varies by service
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 was a PUB-2010 General Mortality table, for the
Non-Hazardous System, and PUB-2010 Public Safety Mortality table for the Hazardous System,
projected with the ultimate rates from the MP-2014 improvement scale using a base year of 2010.
The mortality table used for healthy retired members was a system-specific mortality table based
on mortality experience from 2013-2018, projected with the ultimate rates from the MP-2014
mortality improvement scale using a base year of 2019. The mortality table used for the disabled
members was PUB-2010 Disable Mortality table, with a 4-year set-forward for both male and
female rates, projected with the ultimate rates from the MP-2014 mortality improvement scale
using a base year of 2010.
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The long-term expected rate of return was determined by using a building-block method in which
best-estimate ranges of expected future real rate of returns are developed for each asset class.
The ranges are combined by weighting the expected future real rate of return by the target asset
allocation percentage. The target allocation and best estimates or arithmetic real rate of return
for each major asset class are summarized in the table below. The current long-term inflation
assumption is 2.30% per annum.

Long-Term Expected

Asset Class Target Allocation Real Rate of Return
Growth 62.50%
U.S. Equity 18.75% 4.30%
Non-U.S. Equity 18.75% 4.80%
Private Equity 10.00% 6.65%
Specialty Credit/High Yield 15.00% 2.60%
Liquidity 14.50%
Core Bonds 13.50% 1.35%
Cash 1.00% 0.20%
Diversifying Strategies 23.00%
Real Estate 5.00% 4.85%
Opportunistic 3.00% 2.97%
Real Return 15.00% 4.10%
Total 100.00% 3.89%

The fully-insured premiums Kentucky Retirement Systems pays for the CERS Health Insurance
Plan are blended rates based on the combined experience of active and retired members.
Because 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 the non-Medicare eligible retirees. GASB 75 requires that the liability
associated with this implicit subsidy be included in the calculation of the total OPEB liability.

Discount rate: The projection of cash flows used to determine the discount rate of 5.68%
assumed that local employers would contribute the actuarially determined contribution rate of
projected compensation over the remaining 24-year (closed) amortization period of the unfunded
actuarial accrued liability. The discount rate determination used an expected rate of return of
6.25%, and a municipal bond rate of 3.13%, as reported in Fidelity Index’s “20-Year Municipal GO
AA Index” as of June 28, 2019. Current assets, future contributions, and investment earnings are
projected to be sufficient to pay the projected benefit payments from the retirement system.
However, the cost associated with the implicit employer subsidy was not included in the
calculation of the system’s actuarially determined contributions, and any cost associated with the
implicit subsidy will not be paid out of the system’s trusts. Therefore, the municipal bond rate was
applied to future expected benefit payments associated with the implicit subsidy.
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Sensitivity of the Commission's proportionate share of the collective net OPEB liability to changes
in the discount rate: The following presents the Commission's proportionate share of the
collective net OPEB liability calculated using the discount rate of 5.68%, as well as what the
Commission's proportionate share of the collective net OPEB liability would be if it were
calculated using a discount rate that is one percentage point lower (4.68%) or one percentage
point higher (6.68%) than the current rate:

1.00% Current 1.00%
Decrease Discount Rate Increase
(4.68%) (5.68%) (6.68%)

Commission's proportionate share of the
collective net OPEB liability as of June, 2019 $ 2942134  § 2,196,297 $ 1,581,776

Sensitivity of the Commission's proportionate share of the collective net OPEB liability to changes
in the healthcare cost trend rates: The following presents the Commission's proportionate share
of the collective net OPEB liability, as well as what the Commission's proportionate share of the
collective net OPEB liability would be if it were calculated using healthcare cost trend rates that
are one percentage point lower or one percentage point higher than the current healthcare cost
trend rates:

Current
1.00% Healthcare Cost 1.00%
Decrease Trend Rate Increase

Commission's proportionate share of the
collective net OPEB liability as of June 30, 2019 $ 1,633,397 § 2,196,297 $ 2,878,879

OPEB plan fiduciary net position: Detailed information about the OPEB plan's fiduciary net
position is available in the separately issued Kentucky Retirement Systems financial report.

Long-Term Debt — Revenue Bonds:

During the fiscal year ended May 31, 2012, the City of Henderson, Kentucky Utility Commission
issued revenue bonds for the purpose of financing capital improvements throughout its system
through two revenue bond series, Electric System Revenue Bonds, Series 2011A in the amount
of $11,350,000, and Electric System Revenue Bonds, Series 2011 B, in the amount of
$3,670,000.

The bond ordinance requires that certain accounts for each issue be established and held by a
trustee as follows:

Debt Service Fund:
A monthly transfer of 1/12 of principal and 1/6 of the interest due is required to be
deposited in the Debt Service Fund.

Debt Service Reserve Fund:

A reserve account was established, so that as of any date of calculation, an amount
equal to at least the highest amount of aggregate debt service, or an amount equal to
125% of the average aggregate debt service and an amount equal to 10% of the
“proceeds” of the bonds with respect to all series is maintained by the Commission.
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Series 2011A:

The Series 2011A bonds are secured by a pledge of the revenues of the City of Henderson,
Kentucky Utility Commission. The Series 2011A Bonds are additionally secured by a debt service
reserve and a non-foreclosable statutory mortgage lien on the System. The Series 2011A Bonds
are also secured by a debt service reserve in an amount equal to the least of the maximum
annual debt service on the Series 2011A Bonds. The proceeds from the sale of these bonds were
used to retire the Bond Anticipation Note, Series 2008B in the amount of $5,281,067, with the
remaining proceeds to be used for capital improvements of the City’s electric transmission and
distribution system, and at its Station Two generating station. Interest is due semi-annually on
these obligations on December 15t and June 1%t of each year.

It is the opinion from the City of Henderson, Kentucky Utility Commission’s bond counsel, that
under existing laws, interest on the Series 2011A Bonds is not subject to income tax.

Optional Redemption Series 2011A:

The Series 2011A Bonds maturing on and after December 1, 2021, are subject to redemption by
the City, at its option, before maturity on September 1, 2021, and on any date thereafter in whole
or from time to time in part in any order of maturity (less than all of a single maturity to be
selected by lot in such manner as the Trustee and Paying Agent may determine) at a redemption
price equal to 100% of the principal amount thereof plus accrued interest to the redemption date.

Series 2011B:

The Series 2011B bonds are secured by a pledge of the revenues of the City of Henderson,
Kentucky Utility Commission. The Series 2011B Bonds are additionally secured by a debt service
reserve and a non-foreclosable statutory mortgage lien on the System. The Series 2011B Bonds
are also secured by a debt service reserve in an amount equal to the least of the maximum
annual debt service on the Series 2011B bonds. The proceeds from the sale of these bonds were
used to retire the Bond Anticipation Note, Series 2008A and 2010A, in the amounts of $3,500,000
and $170,000, respectively. Interest is due semi-annually on these obligations on December 1t
and June 1%t of each year. It is the opinion from the City of Henderson, Kentucky Utility

Commission’s bond counsel, that under existing laws, interest on the Series 2011B bonds is not
subject to income tax.

Optional Redemption Series 2011B:

The Series 2011B Bonds maturing on and after December 1, 2021, are subject to redemption by
the Commission, at its option, before maturity on September 1, 2021, and on any date thereafter
in whole or from time to time in part in any order of maturity (less than all of a single maturity to be
selected by lot in such manner as the Trustee and Paying Agent may determine) at a redemption
price equal to 100% of the principal amount thereof plus accrued interest to the redemption date.
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A summary of the long-term debt of the Commission is as follows:

2019 2018
City of Henderson, Kentucky Utility Commission Series
2011A Revenue Bonds, secured by pledge of system
revenues and non-forecloseable statutory lien, maturing
December 1, 2031, annual principal payments range from
$420,000 to $725,000, interest rates range from 2.5% to
4.5%. $ 7,660,000 $ 8,165,000
City of Henderson, Kentucky Utility Commission Series
2011B Revenue Bonds, secured by pledge of system
revenues and non-forecloseable statutory lien, maturing
December 1, 2031, annual principal payments range from
$150,000 to $245,000, interest rates range from 2.5% to
4.5%. 2,430,000 2,595,000
Total long-term debt $ 10,090,000 $ 10,760,000
Less current portion due (690,000) (670,000)
Long-term debt, net of current portion $ 9,400,000 $ 10,090,000
Future maturities of long-term debt as of May 31, 2020 are as follows:
Series 2011A Series 2011B Total
Fiscal Year: Principal Interest Total Principal Interest Total Debt Service
2021 § 520000 § 310081 § 830,081 § 170,000  § 88,138 § 258138 § 1,088,219
2022 535,000 293,181 828,181 175,000 83,634 258,634 1,086,815
2023 555,000 274,991 829,991 175,000 78,603 253,603 1,083,594
2024 570,000 255,566 825,566 185,000 72,915 2571915 1,083,481
2025 595,000 234,191 829,191 190,000 66,903 256,903 1,086,094
2026-2030 3,340,000 787,943 4,127,943 1,055,000 224,620 1,279,620 5,407,563
2031-2032 1,545,000 105,075 1,650,075 480,000 29,725 509,725 2,159,800

§ 7660000 § 2261028 § 9921028 § 2430000 § 644538 § 3074538 § 12995566
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The following is a summary of activity as it relates to long-term debt:

May 31, 2020
Beginning Ending Due within
Balance Additions Payments Balance One Year
Series 2011A $ 8165000 § $ (505,000) 7,660,000 § 505,000
Series 2011B 2,595,000 (165,000) 2,430,000 165,000
Total Debt 10,760,000 - (670,000) 10,090,000 670,000
Compensated absences 539,419 88,942 (35,494) 592,867 296,434
§ 11299419 § 88942 § (705,494) 10,682,867  § 966,434
May 31, 2019
Series 2011A $ 8655000 § $ (490,000 8,165,000 § 505,000
Series 2011B 2,755,000 (160,000) 2,595,000 165,000
Total Debt 11,410,000 - (650,000) 10,760,000 670,000
Compensated absences 476,074 101,390 (38,045) 539,419 259,184
$§ 11886074 § 101,390 § (688,045) 11,299419  § 929,184

9. Asset Retirement Obligation:

These financial statements reflect the Commission’s current estimate of its obligation for the cost
of remediation of the ash pond, removal asbestos and lead paint located at the Station Two
facility. The Commission is legally obligated to remove the contaminants located at the Station
Two facility. Previously, the obligation was accounted for in accordance with SFAS No. 143
Accounting for Asset Retirement Obligations. Effective June 1, 2019, the Commission elected to
adopt GASB No. 83 Certain Asset Retirement Obligations. The Commission has certain
contractual obligations related to the Station Two Facility which became the property of Big
Rivers Electric Corporation at February 1, 2019 when the plant was de-commissioned and the
joint venture terminated. The Commission’s share of the total liability based on average megawatt
splits for each year of operation is 18.87%.

The following is a reconciliation of the aggregate asset retirement liability associated with the
Commission’s obligation to remove the contaminants:

Asset
Retirement
Obligation
Balance as of June 1, 2019 $ 1,369,055
Additional obligations incurred -
Increase based on revised estimates of
costs to dismantle and remove assets
based on most recent engineering study 1,519,649
Liabilities extinguished -
Balance as of May 31, 2020 $ 2,888,704
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12.

Discounted Internet and Broadband Services:

A summary of discounted internet and broadband services provided by the Commission to other
governmental concerns for the fiscal years ending May 31, 2020 and 2019, respectively, is as
follows:

Govermental Organizations 2020 2019

City of Henderson $ 132,120 $ 132,120

Other organizations 36,000 36,000
$ 168,120 $ 168,120

Concentration of Sales:

Three industrial customers of the Existing System accounted for sales in the amount of $15.9
million (38% of total power sales), and $12.1 million (28% of Station One sales) for the fiscal
years ended May 31, 2020 and 2019, respectively.

Related Party Transactions:

The Commission incurred the following transactions with the City of Henderson, Kentucky for the
fiscal years ended May 31, 2020 and 2019:

Paid the City $687,833 and $665,667 each year, respectively, for data processing and other
services related to billings and collections.

Paid the City $1,244,724 and $1,244,724 each year, respectively, for payment in lieu of taxes.

Paid the City $731,316 and $674,762 for participation in the City of Henderson’s self-insured
employee health insurance plan for the fiscal years ended May 31, 2020 and 2019 respectively.
Risk is minimized in this area by the purchase of re-insurance for amounts in excess of the
$125,000 stop loss limit. Charges are based on estimated amounts determined by the City of
Henderson’s insurance coordinator as necessary to fund claims as they become due and
payable.

Provided the City of Henderson with power for the fiscal years ended May 31, 2020 and 2019 in
the amount of $643,914 and $674,568 respectively. The City of Henderson was also provided
significantly reduced communication service fees totaling approximately $132,120 and $132,120
for the fiscal years ended May 31, 2020 and 2019, respectively.
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13. Commitments and Contingencies:

A. Southeastern Power Administration:

The Southeastern Power Administration (SEPA) has contracted with the Commission to
provide it a total of 15,000 megawatt hours of hydroelectric power each year. The 15,000
mega-watt hours represent approximately 2.5% of the Commission’s annual megawatt hour
requirements. Henderson Municipal Power & Light is restricted to not more than 10 megawatt
hours during any hour, and not more than 2,640 megawatt hours during any month. During
the fiscal years ended May 31, 2020 and 2019, the Commission purchased power on the
spot market and from SEPA to supply the needs of its customers. Purchased power from
these sources for the fiscal years ended May 31, 2020 and 2019 was $615,775 and
$589,584, respectively.

B. Regulatory Compliance:

The North American Electric Reliability Corporation (NERC) adopted new electric system
reliability standards for all electric utilities in the United States. NERC has adopted and began
enforcement of the new standards effective June of 2007. The new standards have been
approved by the Federal Energy Regulatory Commission (FERC). The Commission must
comply with the new standards and will incur administrative expenses related to NERC
compliance. Federal air quality and emission standards have become more stringent.

C. Pending Litigation:

On July 31, 2019, Big Rivers Electric Corporation filed an application with the Kentucky
Public Service Commission for a declaratory judgment order addressing the parties’
respective rights and obligations under the Station Two contracts following the retirement of
the Station Two operating plant on February 1, 2019. The unresolved disputes included
claims by the respective parties for amounts owed under the contracts, the parties
respective share of decommissioning costs associated with the closure of the plant, the
parties share of costs of maintaining Station Two waste and Big Rivers Green Station landfill
and the utilization of city owned joint use facilities. Henderson Municipal Power and Light
contest the Kentucky Public Service Commission’s jurisdiction over contract related issues
and is vigorously defending the pending litigation as well as all issues related to the
decommissioning process following the closure of Station Two.

D. Station Two -Decommissioning:

The City of Henderson, Kentucky Utility Commission, d/b/a Henderson Municipal Power &
Light, engaged an engineering consultant during fiscal year 2017-2018 to perform a study
related to the continued viability of Station Two, and to determine the City of Henderson’s
future power needs. The study indicated that Station Two would require an immediate
investment of $50 million to meet maintenance and regulatory requirements. The
Commission and Big Rivers Electric Corporation agreed to decommission the plant effective
February 1, 2019 as it was determined it was more economical for the Commission to
purchase its power needs on the open market rather than to continue to generate. The
remaining investment of the Commission in Station Two was charged off as the contract
reverts ownership of the facility to Big Rivers Electric Corporation at the point the facility is
decommissioned. The net amount of the loss incurred by the Commission upon
decommissioning was $40,552,005.
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17.

Risk Management:

The Commission 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. The
Commission carries commercial insurance for these types of risk of loss, including workers’
compensation. Settled claims from these risks have not exceeded commercial insurance
coverage in any of the past five fiscal years.

Amounts Due from Station Two Operator -Big Rivers Electric Corporation:

As of the fiscal years ended May 31, 2020 and 2019, the amount Big Rivers Electric Corporation
owed to the Commission, as part of the annual settlements, was $7,593,320 and $2,177,652,
respectively. The amount for the fiscal year ended May 31, 2020 includes amounts due for fuel
and lime inventory in the amount of $3,500,219 which reverted to Big Rivers Electric Corporation
at the cessation of operations as well as other charges the Commission has determined to be in
violation of the contract during the tenure of the joint venture.

Subsequent Events:

Subsequent events have been evaluated through August __ , 2020, the date these financial
statements were available to be issued.

a. CoViID-19:

On March 11, 2020 the World Health Organization declared the coronavirus (COVID-19)
a global pandemic and recommended containment and mitigation measures world-wide.
Management of the Commission cannot reasonably estimate the length or severity of this
pandemic, or the extent to which the disruption may materially impact the Commission’s
financial condition. Management of the Commission estimates lost revenue from the
period March 1, 2020 to May 31, 2020 to be approximately $884,000.

b. Solar Purchased Power Agreement:

On June __ , 2020, the Commission entered into a purchased power agreement with
Community Energy Solar based in Radnor, Pennsylvania who will be constructing solar
farm in Henderson County, Kentucky starting in January of 2023. The Commission
committed to purchasing power over a term of twenty years. Management of the
Commission estimates that the solar site will provide 15% of the Utility’s power needs.
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County Employees’ Retirement System Pension Plan
As of the Measurement Date for the Last Ten Years*

2018

2017

2016

2015

2014

2019
Commission's proportion of the collective net
pension liability 0.130614%
Commission's proportionate share of the
collective net pension liability $ 9,186,141
Commission's covered-employee payroll $ 3,372,725
Commission's proportionate share of the
collective net pension liability as a
percentage of its covered-employee payroll 272.37%
Plan fiduciary net position as a percentage of
the total pension liability 50.45%

0.118919%

$ 7,242,530

$ 3,036,915

238.48%

53.54%

*This table will present ten years of information as it becomes available.

0.110441%

$ 6,464,451

$ 2,759,054

234.30%

53.32%

0.121741%

$ 5,994,076

$ 2,946,675

203.42%

55.50%

0.125106%

$ 5,378,974

$ 2,940,925

182.90%

59.97%

See Independent Auditor's Report and Notes to Required Supplemental Information
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City of Henderson, Kentucky Utility Commission

Schedule of the Commission’s Contributions to the Pension Plan
County Employees’ Retirement System Pension Plan

Statutorily required contribution

Contributions in relation to the statutorily
required contribution

Contribution deficiency (excess)
Commission's covered-employee payroll

Contributions as a percentage of covered-
employee payroll

For the Last Ten Fiscal Years*

2020 2019 2018 2017 2016 2015

$ 702190 § 547,056 $ 439750 $ 384,888 § 365977  § 374,968
(702,190) (547,056) (439,750) (384,888) (365,977) (374,968)

$ - s - 0§ - & - $ - s -

$ 3638200 § 3372725 $ 3036915 § 2759054 $ 2946675  $ 2940925
19.30% 16.22% 14.48% 13.95% 12.42% 12.75%

*This table will present ten years of information as it becomes available.

See Independent Auditor's Report and Notes to Required Supplemental Information

42



City of Henderson, Kentucky Utility Commission
Schedule of the Commission’s Proportionate Share of the Collective Net OPEB Liability
County Employees’ Retirement System OPEB Plan
As of the Measurement Date for the Last Ten Years*

2019 2018 2017

Commission's proportion of the collective net

OPERB liability 0.130580% 0.118916% 0.110441%

Commission's proportionate share of the

collective net OPEB liability $ 2,196,297 $ 2,111,330 $ 2,220,242
Commission's covered-employee payroll $ 3,372,725 $ 3,036,915 $ 2,759,054
Commission's proportionate share of the

collective net OPEB liability as a percentage

of its covered-employee payroll 65.12% 69.52% 80.47%
Plan fiduciary net position as a percentage of

the total OPEB liability 60.44% 57.62% 52.39%

*This table will present ten years of information as it becomes available.

See Independent Auditor's Report and Notes to Required Supplemental Information
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City of Henderson, Kentucky Utility Commission

Schedule of the Commission’s Contributions to the OPEB Plan

County Employees’ Retirement System OPEB Plan

For the Last Fiscal Ten Years*

2020 2019 2018
Statutorily required contribution $ 173,183 $ 177,405 $ 142,736
Contributions in relation to the statutorily
required contribution (173,183) (177,405) (142,736)
Contribution deficiency (excess) $ - $ - $ -
Commission's covered-employee payroll $ 3,638,290 $ 3,372,725 $ 3,036,915
Contributions as a percentage of covered-
employee payroll 4.76% 5.26% 4.70%

*This table will present ten years of information as it becomes available.

See Independent Auditor's Report and Notes to Required Supplemental Information
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City of Henderson, Kentucky Utility Commission
Notes to the Required Supplementary Information-May 31, 2019

Pension Plan

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. Benefits paid to the
spouses of deceased members have been increased from 25% of the member’s final pay rate 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 member's final pay to 50% of
average pay for one child, 65% over average pay for two children, of 75% of average pay for three
children. The Total Pension Liability beginning June 30, 2018 is determined using these updated
benefit provisions.

Changes of assumptions: In the June 30, 2019, 2017 and 2015 actuarial valuations, the following
changes in actuarial assumptions were made:

June 30, 2019 June 30, 2017 June 30, 2015 June 30, 2014

Inflation 2.30% 2.30% 3.25% 3.50%
Payroll Growth 2.00% 0.75% 0.75% 1.00%
Salary Increases 3.30% to 10.30% 3.05% 4.00% 4.50%
Investment Rate of Return 6.25% 6.25% 7.50% 7.75%

In the June 30, 2019 actuarial valuation, the mortality table used for active members was a PUB-2010
General Mortality table, for the Non-Hazardous System, and PUB-2010 Public Safety Mortality table
for the Hazardous System, projected with the ultimate rates from the MP-2014 improvement scale
using a base year of 2010. The mortality table used for healthy retired members was a system-
specific mortality table based on mortality experience from 2013-2018, projected with the ultimate
rates from the MP-2014 mortality improvement scale using a base year of 2019. The mortality table
used for the disabled members was PUB-2010 Disable Mortality table, with a 4-year set-forward for
both male and female rates, projected with the ultimate rates from the MP-2014 mortality
improvement scale using a base year of 2010.

Beginning with the June 30, 2015 actuarial valuation, 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.

For periods prior to the June 30, 2015 actuarial valuation, the rates of mortality for the period after
service retirement are according to the 1983 Group Annuity Mortality Table for all retired members
and beneficiaries as of June 30, 2006 and the 1994 Group Annuity Mortality Table for all other
members. The Group Annuity Mortality Table set forward five years was used for the period after
disability retirement.
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City of Henderson, Kentucky Utility Commission
Notes to the Required Supplementary Information-May 31, 2019

Other Postemployment Benefits Plan

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. 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 beginning June 30, 2018 is determined using these updated
benefit provisions.

Changes of assumptions: In the June 30, 2019 actuarial valuation, the following changes in actuarial
assumptions were made:

June 30, 2019 June 30, 2017

Inflation 2.30% 2.30%
Payroll Growth 2.00% 0.75%
Salary Increases 3.30% to 10.30% 3.05%
Investment Rate of Return 6.25% 6.25%

In the June 30, 2019 actuarial valuation, the mortality table used for active members was a PUB-2010
General Mortality table, for the Non-Hazardous System, and PUB-2010 Public Safety Mortality table
for the Hazardous System, projected with the ultimate rates from the MP-2014 improvement scale
using a base year of 2010. The mortality table used for healthy retired members was a system-
specific mortality table based on mortality experience from 2013-2018, projected with the ultimate
rates from the MP-2014 mortality improvement scale using a base year of 2019. The mortality table
used for the disabled members was PUB-2010 Disable Mortality table, with a 4-year set-forward for
both male and female rates, projected with the ultimate rates from the MP-2014 mortality
improvement scale using a base year of 2010.

Beginning with the June 30, 2017 actuarial valuation, 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.
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Alexander Thompson Arnold PLLC

ATA

t, Henderson, KY 42420

Independent Auditor’s Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance
with Government Auditing Standards

Members of the Board of Commissioners
City of Henderson, Kentucky Utility Commission
Henderson, Kentucky

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 of America, the financial statements of the City of
Henderson, Kentucky Utility Commission as of and for the year ended May 31, 2020 and the related
notes to the financial statements, which collectively comprise the Commission’s basic financial statements
and have issued our report thereon dated August ____, 2020.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Henderson,
Kentucky Utility Commission’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 opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the City
of Henderson, Kentucky Utility Commission’s internal control. Accordingly, we do not express an opinion
on the effectiveness of the City of Henderson, Kentucky Utility Commission’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 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 the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in the internal control
that might be significant deficiencies, or material weaknesses. Given these limitations, during our audit we
did not identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Henderson, Kentucky Utility
Commission’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.

Your Long-Term Accounting Partner
47



Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the result of that testing, and not to provide an opinion on the effectiveness of 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 report is not
suitable for any other purpose.

Alevander Thompoon rhuotd PLLE

Henderson, Kentucky
August __ , 2020
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Item 32)

and for the City of Henderson for each year during the period 2009-2019.

Response)

Witness)

Please provide any and all Annual Reports prepared or issued for HMP&L

See response to Item 31.

Barbara Moll
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Item 33)

for the City of Henderson during the period 2009-2019.

Response)

Witness)

Please provide any and all published rating agency reports for HMP&L and

See attached.

Barbara Moll
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Henderson (City of) KY

New Issue - Moody's assigns Aa3 to Henderson, KY's $10M
Ser. 2016 A and B GOs

Summary Rating Rationale

Moody's Investors Service has assigned a Aa3 rating to the City of Henderson, KY's $1.7
million General Obligation Bonds, Series 2016A and $8.3 million General Obligation
Refunding Bonds, Series 2016B. We maintain a Aa3 rating on the city's outstanding general
obligation (GO) bonds.

The Aa3 rating reflects city's stable tax base and below average resident wealth levels; strong
General Fund reserves and healthy liquidity; moderate reliance on economically sensitive
payroll taxes and utility system in-lieu of tax payments; and manageable debt profile after
considerable support from the water and sewer utility.

Credit Strengths
»  Strong fiscal management
»  Stable financial position, strong reserves and healthy liquidity

» Stable tax base

Credit Challenges
» Below average socioeconomic profile

» Moderate exposure to economically sensitive payroll and net profits taxes

Rating Outlook
Moody's does not usually assign outlooks to local government credits with this amount of
debt outstanding.

Factors that Could Lead to an Upgrade
»  Significant tax base expansion

»  Continued trend of operating surpluses yielding significantly improved operating reserves

Factors that Could Lead to a Downgrade
»  Material reduction of utility system's support of annual GO debt service

» Tax base contraction, weakened wealth levels or increased unemployment

Case No. 2019-00269
Attachment 1 to BREC 1-33

U.S. PUBLIC FINANCE




MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

» Substantial erosion of operating reserves or liquidity

»  Elevation of unfunded pension burden

Key Indicators

Exhibit 1

Henderson [City of) KY 20m 2012 2013 2014 2015
EconomyTax Base

Total Full value (S 000) 5 1345085 % 1,376,868 3 1386228 5 1.407,800| 5 1,416,328
Full*alue Per Capita 5 47,028 S 47228 5 42160 5 48207 S 42,010
Median Family Income (% of US Median) 733% T42% RER=E 739% 739%
Finances

Cperating Revenue [S000) ] 24241 % 24544 5 25421 &% 25845 % 26220
Fund Balanceasa % of Revenuas 239% 31.1% 37.4% 42.0% 41.3%
Cash Balanceasa %of Revenues 375 393% 507% 513 42.0%
Cebt/Pansions

Met Direct Dabt (5000) ) 6502 % 8187 % TE28 % 6o04 % 6,360
Met Direct Debt / Operating Revenueas (x) 0.3x 3% 0.3x 0.3x 02x
Met Direct Debt / Fullvalue (%) Q5% 06% 05% Q5% 045
Moody's- adjusted ret Pension Liability {3-yr average) to Revenues [x) NI 20 22% 25x 2.3x
Moody's - ad)usted ket Pension Liakility (3-yr average) to Fullvalue (%) R 38% 41% 45% 42%

Source: Moody's Investors Service, audited financial statements

Recent Developments
Recent developments are incorporated in the Detailed Rating Considerations.

Detailed Rating Considerations

Economy and Tax Base: Stable Tax Base, Below Average Socioeconomic Profile

Modest new development and market appreciation of existing property suggest that the city's $1.4 billion tax base will remain stable
over the next several years. Located along the Ohio River 10 miles south of Evansville, IN (sewage revenue debt A1 stable) in Henderson
County, KY (Aa3 negative) the city's tax base and local economy are supported by agriculture and manufacturing. Full values has
grown an average 1.3% annually over the last five years, including a 1.3% increase in fiscal 2016. Management expects new residential
development, expansion of several automotive component manufacturers, and growing operations of two regional healthcare systems
to support modest growth of the city's tax base in the near term. Top property taxpayers, including account for a modest 6.3% of
fiscal 2015 full values. Wealth levels are below average with median family income levels equivalent to 73.9% of the US, according to
American Community Survey data. The city's population of 28,900 residents has remained relatively stable over the last few census
periods, including a 5.1% increase from 2000 to 2010. The city's full value per capita is below average for the rating category at
$49,688. Since 2010, the city's labor force declined 0.8% annually to 13,888 individuals as of 2013. The city's unemployment rate of
4.6%, as of November, remained below the state and national unemployment rates (both 4.8%). The mining sector accounted for a
small 0.7% of Henderson County's total employment in 2013 indicating the city's limited indirect exposure to coal mining relative to
adjacent areas, like Union County, where mining accounted for 20.3% of total employment in 2013.

Financial Operations and Reserves: Strong Fiscal Management, Conservative Budgeting Provide Strong Reserves and
Liquidity

Strong fiscal management and conservative budgeting contribute to the city's stable financial position, including strong reserves and
healthy liquidity. Despite a modest $45,000 reduction of General Fund reserves in fiscal 2015 for capital expenditures, the city's total

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.

2 3 February 2016 Henderson (City of) KY: New Issue - Moody's assigns Aa3 to Henderson, KY's $10M Ser. 2016 A and B GOs



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

General Fund balance remained healthy at $10.8 million or a strong 40.7% of revenues bolstered by three-year period of surplus
financial operations from fiscal 2012 to fiscal 2014. The city's major sources of operating revenues include taxes (31.3% of 2015
General Fund revenues), payroll and net profits taxes (20.2%), insurance premiums taxes (17.9%), and payments-in-lieu-of-taxes and
utility system transfers (11.5%). The city's strong reserves relative to its peers are a key consideration for the current rating assignment
because they mitigate its moderate exposure to economically sensitive payroll and net profits tax revenues, as well as fluctuations from
in-lieu of tax payments (PILOTSs) and utility system transfers.

As noted in July 2015 report, the fiscal 2016 budget reflects a $1 million to $2 million use of reserves for capital projects. We expect
the draw to be significantly less at year-end given management’s conservative budgeting assumptions and ability to close budget gaps
demonstrated in recent fiscal years. If realized, a $1 million draw on General Fund reserves would decrease the city's total General Fund
balance to $9.8 million, which would represent a still healthy 36.9% of fiscal 2015 revenues. Future reviews will focus on the city’s
ability to maintain a level of reserves sufficient to balance its exposure to economically sensitive revenues.

LIQUIDITY

General Fund liquidity will remain healthy in the near term. Despite an 18% decline from the prior year due in part to cash-funded
capital spending, liquidity in the General Fund remained healthy at $10.9 million and 41.3% of revenues as of the close of Fiscal 2015.
The Operating Fund (consisting of the General Fund and Debt Service Fund) reported $11 million in net cash and investments at year-
end, representing a healthy 42% of Operating Fund revenues. Management indicates a portion of the city's General Fund cash and
liquidity will be restored with proceeds from the Series 2016A bonds.

Debt and Pensions: Utility System Support of GO Debt Yields Manageable Debt Profile

At 3.7% of 2016 full value, the city's debt profile is above average for the rating category. However, after adjusting for the utility
system's support of $35 million of GO debt, the city's adjusted net direct debt burden decreases to a manageable 1.2%. The city's debt
burdens will remain manageable in the near term given management's limited plans for additional borrowing and continued water
and sewer system support of annual GO debt service. Substantial deterioration of the water and sewer system's financial condition,
resulting in less than sum sufficient coverage of GO debt service could lead to downward pressure on the rating.

DEBT STRUCTURE
All of the city's outstanding debt is fixed rate and amortizes over the long term. Amortization is slow with 61.2% of principal retired in
10 years compared to 85.7% for similarly rated US cities.

DEBT-RELATED DERIVATIVES
The city is not party to any derivative agreements.

PENSIONS AND OPEB

The city's adjusted net pension liability (ANPL) will remain above average, but is unlikely to pressure the city's operating budget in the
near term. The city participates in the Kentucky County Employees' Retirement System (CERS) and also reports two closed single-
employer pension plans (Civil Service Plan and Police and Fire Pension Plan). Employee contributions were included in the city's
reported contributions to CERS in the audited financial statements for fiscal 2010 to fiscal 2014. However, after excluding employee
contributions, the city's ANPL is still above average. Under our methodology for adjusting reported pension data, the city's three-year
average ANPL was $60 million at year-end 2015, which represents 4.2% of 2016 full value and 2.3 times fiscal 2015 Operating Fund
revenues.

In 2015, the city contributed $3.8 million or 14.6% of Operating Fund expenditures to the three plans. Total fixed costs, which consist
of pension contributions and debt service, were $7 million and 26.4% Operating Fund expenditures. Further increases in the city's total
fixed costs or its ANPL could put downward pressure on the rating.

Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The adjustments are

not intended to replace the district's reported contribution information, or the reported liability information of the statewide cost-
sharing plans, but to improve comparability with other rated entities. For more information on Moody's insights on employee pensions
and the related credit impact on companies, government, and other entities across the globe, please visit Moody's on Pensions at
www.moodys.com/pensions.

I
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Management and Governance

Kentucky cities have an institutional framework score of “Aa,” or strong. Property and occupational license taxes, the primary revenue
sources, are highly predictable. Cities have moderate revenue-raising ability and can increase property taxes by 4% annually up to a
cap. Cities with populations of 15,000 and above also have a property tax cap of 15 mills. Cities with population of 1,000 or higher
have the power to levy an occupational license tax. The tax rate is unlimited for cities with populations up to 300,000 and capped at
1.25% for larger cities. Expenditures are highly predictable and cities have a moderate ability to reduce them given a limited presence
of unions and moderate fixed costs.

The city is governed by a board of commissioners, comprised of a Mayor, elected to a four-year term and four commissioners elected
to two-year terms. The city has informal target reserve equivalent to three months of operating expenditures.

Legal Security
The bonds are general obligations of the city. The full faith, credit and taxing power of the city is irrevocably pledged to the payment of
principal and interest on the bonds when due.

Use of Proceeds
Proceeds from Series 2016A bonds will fund various capital improvements throughout the city. The 2016B bonds will refund certain
maturities of the city's outstanding GO bonds for debt service savings.

Obligor Profile
The City of Henderson is located on the Ohio River 10 miles south of Evansville, IN and is the county seat of Henderson County. The
city had a population of 28,900 residents in 2015, according to US Census Bureau data.

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in January 2014. Please see
the Ratings Methodologies page on www.moodys.com for a copy of this methodology.

Ratings
Exhibit 2
HENDERSON (CITY OF) KY
Issue Rating
General Obligation Bonds, Series 2016A (Bank Aa3
Qualified)
Rating Type Underlying LT
Sale Amount $1,685,000
Expected Sale Date 02/09/2016
Rating Description General Obligation
General Obligation Refunding Bonds, Series Aa3
2016B (Bank Qualified)
Rating Type Underlying LT
Sale Amount $8,315,000
Expected Sale Date 02/09/2016
Rating Description General Obligation

Source: Moody's Investors Service
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Announcement of Periodic Review: Moody's announces completion of a
periodic review of ratings of Henderson Municipal Power & Light, KY

17 Feb 2020

New York, February 17, 2020 - Moody's Investors Service ("Moody's") has completed a periodic review of the
ratings of Henderson Municipal Power & Light, KY and other ratings that are associated with the same
analytical unit. The review was conducted through a portfolio review in which Moody's reassessed the
appropriateness of the ratings in the context of the relevant principal methodology(ies), recent developments,
and a comparison of the financial and operating profile to similarly rated peers. The review did not involve a
rating committee. Since 1 January 2019, Moody's practice has been to issue a press release following each
periodic review to announce its completion.

This publication does not announce a credit rating action and is not an indication of whether or not a credit
rating action is likely in the near future. Credit ratings and outlook/review status cannot be changed in a
portfolio review and hence are not impacted by this announcement. For any credit ratings referenced in this
publication, please see the ratings tab on the issuer/entity page on www.moodys.com for the most updated
credit rating action information and rating history.

Key rating considerations are summarized below.

The Henderson Municipal Power & Light, KY (HMPL) Baa1 electric system revenue bond rating reflects its
improving financial performance, including stronger debt service coverage being driven by cost management
and four rate increases that were phased in during fiscal years 2016-17. The rating also considers changes
made to HMPL's generation supply after ceasing operations at the 312 megawatt (MW) Station Two
Generating Plant effective January 31, 2019. During the first half of 2019, HMPL relied on short-term power
purchase agreements (PPAs) before transitioning to longer-term PPAs effective June 1, 2019. HMPL's supply
strategy eliminates credit risk previously attributed to a concentrated dependence on one-coal-fired plant to not
only meet customers' demand but to also sell a substantial portion of the energy and capacity from Station
Two to one off-taker, Big Rivers Electric Corporation, KY, a Henderson, KY based electric generation and
transmission cooperative. That said, the supply strategy introduces exposure to future market supply and price
risks and increases the importance of maintaining good liquidity. HMPL may also consider construction of a
natural gas fired generation plant as part of its longer-term resource planning process, including the likely need
for new debt financing of that investment.

This document summarizes Moody's view as of the publication date and will not be updated until the next
periodic review announcement, which will incorporate material changes in credit circumstances (if any) during
the intervening period.

The principal methodology used for this review was US Public Power Electric Utilities with Generation
Ownership Exposure Methodology published in August 2019. Please see the Rating Methodologies page on
www.moodys.com for a copy of this methodology.

This announcement applies only to EU rated and EU endorsed ratings. Non EU rated and non EU endorsed
ratings may be referenced above to the extent necessary, if they are part of the same analytical unit.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on www.moodys.com for the most updated credit rating
action information and rating history.

Kevin Rose

Lead Analyst
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Henderson Municipal Power & Light, KY
Update to credit analysis

Henderson Municipal Power & Light's (HMPL; Baa1 stable) credit profile reflects the
improving trend in its financial performance which began several years ago, with a stronger
debt service coverage ratio (DSCR) being driven by cost management and a series of four
rate increases that were phased in during fiscal years 2016-2017. The credit profile also
takes into account significant changes made to HMPL's generation supply since it ceased
operations at the 312 megawatt (MW) Station Two Generating Plant effective January 31,
2019. During the first half of 2019, HMPL initially was substantially more so dependent on
short-term power purchase agreements (PPAs), which served as a bridge to its longer-term
PPAs that became effective June 1, 2019. The supply strategy eliminates HMPL's prior credit
risk previously attributed to a concentrated dependence on one-coal-fired plant to not only
meet customers' demand but to also sell a substantial portion of the energy and capacity
from Station Two to one off-taker, Big Rivers Electric Corporation, KY (BREC, Bal positive),

a Henderson, KY based electric generation and transmission cooperative. That said, the
supply strategy introduces exposure to future market supply and price risks and increases the
importance of maintaining good liquidity. HMPL may also consider construction of a natural
gas fired generation plant as part of its longer-term resource planning process, including the
likely need for new debt financing of that investment.

Exhibit 1
HMPL benefits from strong coverage and manageable leverage
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Source: Henderson Municipal Power & Light and Moody's Investors Service

Credit strengths
» Strengthening trend of DSCR and liquidity since 2016

» Arevenue neutral rate redesign and creation of a power cost adjustment mechanism to
support timely adjustment of monthly power costs and better match recently arranged
power supply contracts
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» Competitive rates below the KY state average
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» Manageable leverage as measured by HMPL's 48.4% adjusted debt ratio for FYE 2019

Credit challenges

» Single generation asset risk has evolved into high exposure to future market supply and price risk with the shift to being entirely
dependent on PPAs and some market purchases since June 1, 2019

» High percentage of load concentrated in commercial and industrial sectors

» Small size, scale and scope of operations

Rating outlook

The stable rating outlook acknowledges HMPL's sustainably stronger DSCR because of a series of 5% rate increases which became
effective during fiscal years 2016-17, with prospects for annual inflation-indexed rate adjustments on an as-needed basis. The stable
rating outlook also reflects the reduction in exposure to concentration of sales to BREC and incorporates our assumption that HMPL
can effectively manage its potential exposure to market risks since it has become entirely dependent on power purchase agreements
(PPAs) and some market purchases with the termination of the operating agreement with BREC in early 2019.

Factors that could lead to an upgrade

» Sustaining current levels of strong DSCR and adjusted debt ratio following the transition to being solely reliant on PPAs and some
market purchases

» Improving liquidity to a level where average days liquidity on hand comfortably exceeds 150 days on a sustained basis as liquidity
becomes increasingly important with exposure to market price volatility

Factors that could lead to a downgrade
» If the transition to significant reliance on PPAs, supplemented by some market purchaes, meets with unexpected difficulties

» If HMPL's adjusted days cash on hand declines below 90 days and/or DSCR falls significantly below current levels on a sustained
basis

» If cash flows decline due to loss of loads to serve commercial and industrial customers

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key indicators

Exhibit 2
HMPL has maintained low leverage and strong coverage metrics

2015 2016 2017 2018 2019
Total Sales (mWh) 633,063 581,008 588,044 621,711 602,813
Debt Outstanding ($000) 13,270 12,660 12,040 11,410 10,760
Debt Ratio (%) 13.1 12.6 14.0 12.2 21.0
Adjusted Debt Ratio (%) 24.9 26.9 31.3 26.0 48.4
Adjusted Days Liquidity on Hand (incl. Bank Lines) (days) 100 95 97 154 216
Adjusted Debt Service Coverage (x) (Post Transfers/PILOTS - All Debt) 1.63 4.76 5.17 6.45 5.06

Source: Henderson Municipal Power & Light and Moody's Investors Service

Profile
HMPL is a city-owned electric system that serves about 12,000 customers in Henderson (City of) KY (Aa3 No Outlook), the substantial
majority of which are in the residential class.

Detailed credit considerations
Revenue Generating Base

Concentration risk from single plant, fuel source, as well as customer concentration has transitioned to potentially
significant future market supply and price risks under PPAs

Effective January 31, 2019, HMPL made a decision to decommission the competitively challenged 312 megawatt (MW) coal-fired
Station Two Generating Plant and with that decision terminated its longstanding operating agreement with BREC relating to that plant.
To meet its needs for replacement of its supply resources, HMPL initially entered into short-term power purchase agreements (PPAs),
which served as a bridge to its longer-term PPAs that were awarded through a request for proposals (RFPs) bidding process on February
28,2019 and became effective June 1, 2019 (see exhibit 3 below for details of those PPAs). HMPL can supplement its PPA supplies with
market purchases as needed.

Exhibit 3
Power Purchase Agreements HMPL has entered into

Length Size Supplier
5 x 16 Winter Block 3 year 20 MW Merrill Lynch
5 x 16 Summer Block 3 year 30 MW BP
5 x 16 Annual Block 3 year 10 MW BP
7 x 24 Annual Block 5 year 30 MW Merrill Lynch
7 x 24 Annual Block 10 year 30 MW BP
Capacity ZRCs 5 year 100 MW Constellation

Source: Henderson Municipal Power & Light and Moody's Investors Service

In mid-June 2019 HMPL took additional steps with respect to its integrated resource planning process to consider possible plans for
future years once its existing PPAs expire. These plans could include RFPs, but may also consider construction of a natural gas fired
generation plant. The latter possible scenario, if it materializes, would likely introduce a longer term credit risk including the need for
new debt financing of that investment.

I
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Concentration of sales to three large industrial customers remains a credit risk

Even as the historical concentration of sales to BREC have ended with decommissioning of the Station Two plant and no longer
weighs on HMPL's credit profile, the utility remains challenged by significant exposure to potential volatility in its cash flow associated
with electricity sales to commercial and industrial customers. Over the last several fiscal years, the top three industrial customers
constituted close to 30% of existing system revenues. Thus, HMPL's revenues and cash flow will still be exposed to year-over-year
volatility if capacity payments from loads served for these large commercial and industrial customers significantly decline.

Operational and Financial Performance

Cost management and rate increases are supporting notable improvement in financial performance

HMPL's financial performance for fiscal years ended May 31, 2017-19 have benefitted from a credit positive rate strategy carried

out during fiscal years 2016-17, especially since the strategy started from a strong competitive position. See exhibit 4 below, which
highlights HMPL's strategy that included a series of 5% rate increases implemented (20% in aggregate over two years) and other cost
control strategies. These strategies far outweighed any periodic effects of lower sales volumes attributed to weather and customer
usage efficiency steps. HMPL also has approval, effective since January 1, 2017, to consider implementing inflation-indexed rate
adjustments on an annual basis. The first inflation-based increase that took effect on January 1, 2017 was about 1.6%, with no
adjustment made for 2018 or 2019. With new rate schedules that were adopted beginning June 1, 2019, HMPL's inflation-based
increases (if any) go into effect June 1 instead of January 1. This change was made to align with the utility's fiscal year which closes May
31. However, the inflation-based adjustment still follows the same rule as before and it is on an as-needed basis. The rate schedule has
been updated to include this language.

Exhibit 4
Rate increases HMPL phased in during fiscal years 2016-17
Effective Date Adjustment Percent Increase
First Adjustment July 1, 2015 5%
Second Adjustment November 1, 2015 5%
Third Adjustment May 1, 2016 5%
Fourth Adjustment November 1, 2016 5%
Inflation Adjustment Beginning January 1, 2017 and each January 1, 2018-19; Beginning June 1, 2019 CPI*

adjustments now made on as needed basis each June 1

*Consumer Price Index (CPI) — Adjustments will be made in accordance with the percentage changes in the US Department of Labor Consumer Price Index (CPI-U).
Source: Henderson Municipal Power & Light and Moody's Investors Service

HMPL's adjusted DSCR has exceeded 4.0x since 2016 and averaged 5.6x for fiscal years 2017-19. These levels of coverage represent
significant strengthening compared to 1.6x for fiscal year 2015 and 2.5x for fiscal year 2014. When calculating the DSCR for HMPL we
include transfers to the City as part of the operating expenses. Such transfers by HMPL have been manageable for a utility of its size,
representing, on average, just over 3% of revenues for the past several years and there are no signs of any material change to the level
of transfers forthcoming. We expect that HMPL can sustain a strong adjusted DSCR, especially considering the flexibility to adjust for
inflationary cost pressures should they arise.

According to the latest available data from the EIA as of 2018, even after sizable rate increases implemented, HMPL's rates on a system
wide basis were about 15% below the state average.

LIQUIDITY

Careful attention to liquidity is an integral part of HMPL's strategy and is an increasingly important credit consideration since the

utility has become solely dependent on PPAs and some market purchases. The utility's days cash on hand for FYE 2019 was 216 days
compared to 154 days and 97 days at FYE 2018 and 2017, respectively. The steadily increasing days cash on hand over the last three
fiscal years reflects consistent increases to unrestricted investments and cash accounts relative to a declining trend of operating
expenses during the three-year period, especially so during 2019 when the Station Two plant ceased operations. The three year average
for adjusted days cash on hand of 156 days does not include any benefit from external bank credit facilities and places the metric
within the lower third of the 150-250 days range for the “Aa” category scoring under the sector's methodology. In terms of actual
unrestricted cash and discretionary funds, the balance for FYE 2019 was about $26.1 million, which is more than twice the FYE 2019

I
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total outstanding debt of $10.76 million. The utility also has a power cost adjustment mechanism that allows for automatic monthly
pass-through adjustments based on any unexpected increase or decrease in power costs, thus avoiding calls on liquidity to address
variable costs not already incorporated in the existing rate level.

Debt and Other Liabilities

HMPL periodically issues revenue bonds to finance its capital programs, including maintenance of its electric system assets. HMPL's
total long-term debt at FYE 2019 was $10.76 million of fixed rate level-amortizing long-term bonds, comprised of series 2011A and
2011B. The final maturity date for each of the amortizing Series A and Series B bonds is December 1, 2031. The bonds are secured by
a pledge of the revenues of HMPL's Retail System. The bonds are also secured by a statutory mortgage lien on the System and a debt
service reserve in an amount equal to the lesser of the standard three-pronged test: (i) the maximum annual debt service, (i) 125% of
the average annual debt service; or (iii) 10% of the proceeds of the bonds.

DEBT STRUCTURE

HMPL currently relies solely on fixed-rate, long-term debt financing. It is our understanding that HMPL has no plans for incremental
debt in the next 12 to 18 months, and currently has no immediate plans for any major maintenance or upgrades as its supply strategy
has shifted to dependence entirely on PPAs and some market purchases to meet customers’ demands for power over the next several
years. While the current prices for power are likely to benefit HMPL's power supply costs as it has shed the credit risks previously
associated with the extensive reliance on a competitively challenged coal-fired generation asset, an exclusive dependence on PPAs
supplemented by some market purchases carries its own credit challenges because of potential exposure to market supply and price
volatility.

While there was no new debt issued in fiscal 2019, HMPL's decision to decommission the Station Two plant resulted in a more than
$40 million decline in utility plant and equipment recorded on the statement of net position, resulting in an increase in the debt ratio
at FYE 2019 to 21.0% compared to 12.2% at FYE 2018. With no immediate plans for new debt issuance and the amortizing structure of
the existing bonds, HMPL's debt ratio is likely to remain near the 20% level or better over the next few years. See below in the Pensions
and OPEB section for additional considerations relating to HMPL's adjusted debt ratio.

DEBT-RELATED DERIVATIVES
None

PENSIONS AND OPEB

All employees participate in the County Employees Retirement System, which is a multi-employer defined benefit retirement plan
sponsored by the City of Henderson and administered by the Commonwealth of KY. Depending on the date of hire, employees
contribute 5% or 6% of their gross salary to the plan and HMPL also contributes a percentage of the employee's gross salary to the
plan as determined annually by the Kentucky General Assembly. For FYE 2019, contributions amounted to $547,056 or 16.22% as
compared to $439,750 or 14.48% for fiscal 2018.

Moody's adjusted net pension liability (ANPL) for HMPL as of fiscal 2019 is approximately $11.5 million, compared to its reported net
pension liability of about $7.2 million. Under our adjustments, unfunded pension liabilities increase HMPL's debt ratio from 21.0% as
of FYE 2019 to an adjusted debt ratio of around 48.4%. Although considerabl