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INDEPENDENT AUDITORS' REPORT

To the Commissioners
Muhlenberg County Water District Number 3

Brerren, Kentucky

Report on the Financial Statements

We have audited the accompanying financial staternents of Muhlenberg County Water District Number 3 as

of and for the years ended Decernber 31.2015 and 2014. and the related notes to the financial statements. as

listed in the table of contents.

Mctrtogentent's Responsibility for tlte 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 llnancial statements that are free from rnaterial misstatement. whether due to fraud or error.

A tt dit o r's Resp o ns ibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditin-e standalds generally accepted in the United States of America and the
standards applicable to financial audits contained in Governntent Auditing Standards, issued by the
Comptroller General of the United States. Those standards requile that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are fiee from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment. including the assessment of
the risks of material misstatement of the financial statements, whether due to fiaud 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

lvell 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 opinions.

Larry R. Alexander, CPA
Harold R. Toney, Jr., CPA
Anthony Knight, CPA



Opiniotts

In our opinion. the llnancial statements referred to above present fairly, in all material respects, the financial
position of Muhlenberg County Water District Number 3 as of December 3 1 , 201 5 and 2014. and the

changes in financial position and cash flow-s thereof for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Entpltasis of Matter

Change in Accounting Plinciple

As discussed in Note L to the financial statements. the District adopted Statement No. 68, Accounting and

Financial Reporting for Pensions - An Amendment of GASB Statement No. 27 (GASB 68). The

implementation resulted in a restatement of prior year net position. Our opinion is not modified with respect to

this rratter.

Otlter Matters

Re c1 u ir e cl Suppl e me nt cu'1t Infbr ntct t i r,t n

Acconnting principles generally accepted in the United States of America require that the management's

disctrssion and analysis on pages 3-7 and pension schedules on pages 23-24 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 parl 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 inforrnation 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 fbr
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 sufflcient
evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Aucliting Standards

In accordance with Goverrunent Auditing Standards. we have also issued our repoft dated February 11, 2016.

on our consideration of Muhlenberg County Water District Number 3's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations. conttacts, and grant

agreements and other matters. The purpose of that report is to describe the scope of our testing of internal

control over financial reporting and compliance and the results of that testing. and not to provide an opinion
on the internal control over financial reporting or on compliance. That repoft is an integral part of an audit
performed in accordance with Government Auditing Standords in considering Muhlenberg County Water

District Number 3's internal control over financial reporting and compliance.

rur{nm&h, ,-%il4*& PLLL

Madi sonville. Kentucky
February 1 1. 2016



MUHLENBERG COUNTY WATER DISTRICT NUMBER 3

Management's Discussion and Analysis
December 31. 2015 and 2014

The discussion and analysis of the Muhlenberg County Water District Number 3's financial performance
provides an overview and analysis of the District's financial activities for the years ended December 31.2015
and20l4. It should be read in conjunction with the accompanying basic financial statements.

Financial I{ighliehts for the Year 2015

* Income befbre capital contributions was $98.2 thousand for the year ended December 31,2015.
* The District implemented the new requirements of GASB Statement No. 68, Accounting and

Financial Reporting for Pensions - An Amendment of GASB Statement No. 27. This resulted in
the reduction in beginning net position of $312,000.

Overview Of The Financial Statements

This report consists of this management's discussion and analysis. basic financial statements, and notes to the

flnancial statements. The basic financial statements are reported using the full accrual basis of accounting.

Basic financial statements:

The Statements of Net Position include inforrnation on the District's assets, deferred outflows of resoutces,

liabilities. and def'erred inflows of resources and provide information about the nature and amounts of
investments in resources (assets) and the obligations to District creditors (liabilities). In simple terms, this

statement presents a snap-shot view of the assets the District owns, the liabilities it owes and the net difference.

The net difference is further separated into arnoturts restricted fbr specific purposes and unrestricted amounts.

The Statements of Revenues, Expenses, and Changes in Fund Net Position include the District's revenues and

experlses for the years ended December 3 l. 2015 and 2014. This statement provides information on the

District's operations and can be used to determine whether the District has recovered all of its actual and

projected costs through user fees and other charges.

The Statements of Cash Flows include information on the District's cash receipts and payments and the changes

in cash balances resulting from operating activities. investing activities, and financing activities.

The notes to the financial statements provide additional disclosures required by governmental accounting

standards and provide infbrmation to assist the reader in understanding the District's financial condition.



District Financial Anal)rsis

A summary of the District's Statements of Net Position is presented below.

Table I
Condensed Statements of Net Position

(in thousands)

Clrrrent assets

Capital assets

Other noncurrent assets

Total assets

Total def-erred outfl orvs

of resources

Clu'rent liabilities
Long-tenn Iiabilities

Total liabilities

Total deferred inflows
of resources

Net assets invested in
capital assets. net of
related debt
Unrestricted net position

Total net position

42.1

201 5

$1.033.8
lqq5q

199.9

3.229.6

2014
$ 1,096.8

1.974.5

98.1

3.170.0

dollar
change
($ 63.0)

21.4

101.2

59.6

42.1

/1)')

( 2s2.7)
($ 210.s)

percent
change
( s.7%)

1.1%

24.8%
19%

20t3
$ 6s4.r

1,927 .8

407.6

2.989.5

dollar
change

$ 442.7
46.7

( 308.e)
180.5

0.0

11 .1

8.8

31.3

0.0

percent
change

61.1%
1 ,,1o./L.+ /tt

( 7s.8%)
6.0%

0.00

40.1y6

63.8%
43.9%

0.0%

100.0% 0.0

84.8
315.1
400.5

1,986.8

850.5

$2,837.3

99.6
22.6

122.2

1,944.6

1.103.2

$3,047.8

14.8) ( 14.9%) 11.1

293.1 t,296.90 13.8

218.3 227.7% 84.9

34.0 34.0 100.0% 0.0

(

(

2.2% 1 ^925.5 19.1

22.9%) 979.1 124.1

6.e%) :yij $ 143 2

1.jYo

12.70

4.9%

Net assets may serve over time as a useful indicator of a government's financial position. In the case of the

District, assets and deferred outflows of resources exceeded liabilities and deferred inflows of resources by

$2.837 million at the close of the current year.

2014 to 2015
As shown in table 1. the District's total assets increased by $59,600 from $3,170.000 to $3.229,600. Current
assets decreased $63.000. This was due in part to decreases in cash and cash equivalents which decreased

$26,000. The District had an overall increase in cash of $75,000 and also reclassified previously unrestricted
cash to restricted cash. thlls moving those cash amollnts from current assets to other noncurrent assets.

Accounts receivable decreased $15.000 as the District had lower w-ater sales at year end when compared to the
prior year. Inventory decreased $21.000 as the District has decided to keep less on hand considering their close
proximity to suppliers. Capital assets increased $21 ,400 as capital asset acquisitions out paced depreciation
expense. Other noncurrent assets. which includes restricted cash. increased $101.200 as the District moved cash

into the construction firnd.

The District's long-term liabilities increased $293.100 as the District implemented GASB 68 during the year

resulting in a net pension liability of $302,000.
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The District's total net position decreased $210,500 due to the net effect of the increase in total assets and
increase in total liabilities referred to above.

2013 to 2014
As shown in table 1, the District's total assets increased by $180.500 from $2.989.500 to $3,170,000. Curlent
assets increased $442,700 primarily due to increases in cash and cash equivalents which increased $400,000.
The District reclassified previously restricted cash to unrestricted cash. thus moving those cash amounts fi'om
other noncurrent assets to current assets. The same cash w'as previously restricted by bond agreements of which
the District made final payments retiring the debt a few years ago. The District also had an $98,609 increase of
cash due to a positive cash flow during the year. Capital assets increased $46,700 as capital asset acquisitions
out paced depreciation expense. Other noncllrrent assets, which includes restricted cash, decreased $308,900 as

mentioned earlier.

The District's current liabilities increased $28,500 due to an increase of $9,000 in accounts payable and a

increase of $20.800 in capital lease payable. Accounts payable were higher then the prior year as the District's
water purchase cost was higher at year end due to higher quantity of water purchased. The District purchased

equipment this year under a capital lease which it did not have in the prior year.

'fhe District's total net position increased $143,200 due to the net effect of the increase in total assets and

increase in total liabilities referred to above.

A summary of the District's Statements of Revenues. Expenses and Changes in Net Position is presented below.

Table 2

Condensed Statements of Revenues, Expenses and Changes in Net Position
(in thousands)

dollar percent dollar percent

2015 2014 chanse change 2013 chanse chanse

Operating revenlres $ 1.41 1 .2 $ 1.450.9 (S 39.1) ( 2.1%) 51,252.4 S 198.5 15.8%

Nonoperating revenlres 1.5 5.0 2.5 48.1% 5.4 ( 0.4) ( 1'4%)

Totalrevenues 1.418.7 1.455.9 | 31.2) ( 2.6%) 1.251.8 198.1 15.7%

Operating expenses 1,320.2 1,378.1 ( 57.9) ( 4.2%) 2,208.9 169.2 14.0%

Nonoperating expenses 0.3 ( 0 2) ( 40.0%) 0.4 0.1 25.0%

Totalexpenses 1.320.5 1.378.6 ( 58.1) ( 4.2%) 1.209.3 169.3 14.0%

Incorne (loss) before
capital contributions 98.2 11.3 20.9 27.0% 48.5 28.8 59.4%

Capital contributions 3.3 65.9 ( 62.6) ( 95.0%) 39.8 26.1 65.6%

Changes in net position 101.5 143.2 ( 41.7) ( 29.1%) 88.3 54.9 62.2%

Beginning net position * 2.135.8 2.904.6 ( 168.8) ( 5.8%) 2.816.3 88.3 3.1%

Ending net position S2,837.3 $3,047.8 ($ 210.5) ( 6.9%) 52,904.6 $ 143.2 4.9%

* as restated, see note L.
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2014 to 2015
As shor,vn in table 2, the District's total revenues decreased $37,200. Resale water sales decreased $33.600
during the year.

The District's total expenses decreased $58,100 fi'om the prior year. Purchased water decreased $33,800 which
is in part to less watel sold as well as less water loss during the year. Employee benefits decreased $14.000, the
effect of implementing GASB 68 during the year.

Capital contributions decreased $62.600 due to not receiving any state grant monies during the current year.

The District had received grant monies in the prior year in connection with construction projects.

Changes in net position increased $101,500 due to the net effect of the above changes.

2013 to 2014
As shor.vn in table 2. the District's total revenues increased $198,100. Water sales increased $198.500 as the

District sold rnore water during the year. There was an increase in quantity sold as well as a substantial decrease

in water loss. The District began the year with w-ater loss percentage of 2lo/o and was down to single digit
percentage loss at year end.

The District's total expenses increased $169,300 from the prior year. Purchased water increased $90,600 as the

District sold more water during the year thus purchased more also. Salaries and wages increased $20,000 due to

additional employees during the year. Materials and supplies increased $18,000 as the District experienced a

lower rate of repair work during the prior year. Contract services increased $ 10,000 compared to the prior year'

as the prior year contlact services, as with materials and supplies. were down in the prior year.

Capital contributions increased $26.000 due to increased activity for a line replacement project. The District is
receiving state grant monies for this ploject.

Changes in net position increased S143,200 due to the net effect of the above changes.

Capital Assets and Debt Administration

Capital Assets

At December 3 1 . 2015 the District had $ 1.995.943 invested in capital assets, net of accumulated depreciation,
including land. structures. improvements and water system. and office furniture and equipment. This amount

represents a net increase (additions, retirements. depreciation) of $21,352 from the prior year.

Significant expenditures during the year included expenditures on meters for $15.891 and the purchases of two
trucks for $38.858.



At Decernber 3 I , 2014 the District had $ 1 .97 4.591 invested in capital assets, net of accumulated depreciation.

includir-rg land, structnres. improvements and water system. and office furniture and equipment. This amount

represents a net increase (additions. retirements, depreciation) of $46,836 from the prior year.

Significant expenditures during the year included purchases of an excavator for $42.500 and a truck for

$21 .300.

A comparison of the District's capital assets over the past three years is presented in Note E of the financial

statements.

Long-Term Debt

At December 31, 2015, the Distlict had $28,150. net reductions of $34,559, in long-term liabilities which

included cLrstomer deposits and a capital lease. There were no new borrowings.

At December 31. 2014. the District had $48.605, net additions of $29,635, in long-term liabilities which

included customer deposits and a capital lease. New borrowings during the year include the addition of a capital

lease.

Aclclitional ilformation on the District's long-term debt can be found in Note F of the financial statements.

Currently Known Facts. Decisions. or Conditions

There are no currently known facts, decisions, ot conditions that District management expects to have a

significant effect on financial position or results of operations.

Requests For lnlorrnatiort

This flnancial report is designed to provide a general overview of the District's finances fbr all those with an

interest in the government's finances. Questions concerning any of the information provided in this report or

requests for additional infbrmation should be addressed to the Muhlenberg County Water District Number 3,

4789 Main Street, Bremen. Kentucky 42325.



Muhleiibcrg Countl, Water District l.Junrber 3

Slatement of Net Position
Deqgrnb-er 31.2015 and 201a

Asrc!:
Current assets

Cash and cash equivalents
Accounts receivable
Material ancl parts invenlory
Prepaid expenses

'l'otal currcnt assets

Noncurrent assets

I{estricted cash and cash equivalents
Capital assets:

Nondepreciable
Depreciable, uet ol accLrmulated depreciation

'l'otal noncurrent assets

J'otal assets

Deferred oulflows of resources
DeIerred outl'lows of lesources-perrsions

Total deferred outflorvs of resources

I-iabilities
Current liabilities payable from current assets

Accounts payable
Accrued taxes and other payables
Accrured interest payable
Capital Iease-due within one year
Accumulated compensated absences

Currerrt liabilities payable lrom restricted assets

Custorncr deposits

'lotaI current liabilities

[-ong-terrr liabilities
Capital lease-due after one year
Net pension liability
Customer deposits

'l-otal noncurrent liabilities
Total liabilities

Deferred inflows of resoulces
De lerred irr llorvs ol resources-lterrsiorrs

Total def'crred infl ows ol resotirces

Net Position
Invested in capital assets, net ofrelated clebt

Unrestricted
J'otal net position

2015

$ 840,230
158,804
24,330
10.421

r.033.78s

199,945

153,026

1.842.911
2.195.88{t
3.229.673

42.127

_ 42.121

61,761
) ))n

l1
9,1 80

6.360
79.53 ti

5 2tc)

5.239
84.171

0

302,000
13.731

3 15.73 1

400.50tt

34.000

* 34"000

1,986,163

850.529

Y:1',:2?:

2014

$ 866.032
173.609
45.4ti6

_ 11.611

_1.096.79tt

98.6s0

96,846
1.877 ^146
2.013.242
3.I 70.040

__a
_0

64,434
2,299

17

20,832
6.840

94.421

5.215
5.215

99.636

9,1 88

0

13.370
22.558

122.194

0

1,944,555
1.103.291

1111f1:

'fhe accompanying notes are an integral part of these statenents.



Muhlenberg County Water District Number 3

Statement of Revenues, Expenses and Changes in Fund Net Position
Years Ended December 31. 2015 and 2014

Operating revenues
Water sales

Other operating revenues
Total operating revenues

Operating expenses

Purchased water
Salaries and wages
Depreciation
Employee benefits
Transportation
Contract services
Taxes
Purchased power
Materials and supplies
Insurance
Miscellaneous
Regulatory commission expense
Uncollectible accounts

Total operating expenses

Operating income (loss)

Nonoperating revenues (expenses)

Interest income
Interest expense
Gains (losses) on disposition of capital assets

Total nonoperating revenues (expenses)

Income (loss) before contributions

Capital contributions-state
Capital contributions-tap fees
Capital contributions-customers

Change in net position
Net position beginning of year, as restated, see note L
Net position end of year

2015

$ 1,363.462
47.763

1.411.225

704,048
255,996

98,200
63,276
15,332
)7 q)5

21,3 gg

31,058
46,133
18,996
32,296
2,758
2.784

1.320.191

91,034

4,597
( 384)

) q\)
re

7.165

98,1 99

0

3,250
0

_20t4

$ I .406.002
44.893

1.450.895

737,878
258,597
103,654

77,367
18.439
34,096
19,772
27,868
44.314
1 8,641

31.462
2,445
3.546

1.378.079

72,816

5,001
( 3e1)

1 7t\
4.533

77,349

57.873
5.850
2.190

70t,449 143.262
2.735.843 2.904.584

$2,837,292 $3.047,846

T'he accompanying noles are an intcgral part of thesc statemcnts.
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10
Muhlenberg County Water District Number'3
Statement of Cash Flows
Years Ended December 3 1. 2015 and 2014

Cash flows from operating activities
Cash received fi'om customers
Cash payments to suppliels for goods and scn,ices
Cash payments to employees lbr services
Other operating revenues

Net cash provided (used) by operatir-rg activitics

Cash flows {iom capital and related financilg activities
Acquisition and construction o1' capital assets

Interest paid on custonrer deposits
Interest paid on capital lease

Principal paid on capital lease

Capital contributions received from custorlers
Capital contributions from state

Proceeds received on disposition of capital assets

Net cash provided (used) lbr capital and related financing activitics

Cash llows liom invcsting activities
Interest earned on bank deposits

Net cash provided (used) for investing activities

Net increase (decrease) in cash and cash cquivalents
Cash arid cash equivalenls at bcginning ol5is3.
Cash and cash equivalents al end ofyear

Operating income (loss)
Adjustmcnts to reconcile operating income to

net cash provided by operating activities:
Depreciation
(Gain) loss on asset dispositions
Change in assets and liabilities:
(lncrease) decrease in accounts receivable
(lncrease) decrease in inventory
(lncrease) decrease in prepaid expenses
Increase (decrease) in accounts payable
Increase (decrease) in accrued expenses
Increase (decrease in pensior-r liability
Increase (decrease) in customer deposits
Increase (decrease) in accumulated compensatecl abscnces

Total adjustments
Net cash provided by operating activities

Reconciliation of operating income to net cash provided (used) by operating activities

2015

$1,378,267
( 964,404)
( 2ss9e6)

47.763
205,630

( 119,712)
( 26)
( 3s8)
( 20,840)

1?s0
0

) q5)

( 134.734)

4.597
4,591

75,493
964.682

:T19J]:

$ 91,034

98.200
160

14,805
27,156

1,250
( 2,667)
( 84)
( 18,t27)

383

( 480)
t14.596

i::::f::

2014

$ I ,3 83,45 6
(1,018,845)
( 2s8.se7)

44.893
150,907

( i 10.33 1)

( 21)
( 3s3)
( 12,507)

8.040
57,873

( 57,299)

5.001

5,001

gg,60g

866.073

t=::1fi?

$ 72,816

103,654
0

( 19,000)
( 13,400)
( 2,683)

9,3 88

582
0

( 38s)

1 6s)
78,091

Ll:illl

The accompanying noles are an integral part of these statements.
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Muhlenberg County Water District Nunibcr 3

Notes to Iiinancial Statements
December 31.2015 and 2014

NOTE A - SUMMAITY OF SIGNIFICAN'f ACCOUN'IING POI,ICI}]S

'l'he accounting policies of the Muhlenberg County Water District Number 3 (the "District") conform to
Generally Accepted Accounting Principles (GAAP) as applicable to governmcnls. Tlie Distlict's repofting entitl,
applies all relevant Goverruncntal Accounting Standards Board (GASB) pronoLrncements. 

.i'he lbllorving is a
summary of the more significant policies:

l'he Irinancial Reportinq Entit),
Muhlenberg Counly Water District Number 3 was created on April 24, 1967 . nnder the provisions of Chaplcr 74

of the I(enlucky Revised Statutes of the Commonwealth of Kentucky. 1'he principal off-rce of tlie District is
Iocated at llrernen, Kentucky.'I'he District is composed of three commissioners who are appointed by the
Muhlenberg County Judge Ilxecutive and provicles rvatcr to its membcrs in and around Muhlenberg Cour-rty.

Kentucky.

In evaluating how to define the government, for financial reporting purposes. management l.ras considered all
potenlial component units. The decision to includc a potential component unil in the reporting enlity was tniide

by applying the criteria set lbrth in GASII Statement No. 14 -The Finqncictl lleporting lintily.

Basis of Presentation. Measurement Focus. and Basis of Accounting
The accounts of the District are organized in accordance with the unilbrn-r systcm of accounls adopled by the

Public Service Commission of Kentucky. Those accounts are organized on 1he basis o1'a proprietary lurnd type.
specifically an enterprise fund. lJnterprise lrunds account for activities l) that are financed r,vith debt that is

secured solely by a pledge of the net revenues from fees and charges of tl're actir,ity; or 2) that are recluired by

lar,vs or regulations that the activities costs of providing services, including capital costs (such as dcpreciation or

debt service), be recovered rvith fees ancl cl-rargcs, r'erther than rvith taxes or similar revenuesi or 3) that the

plicing policies of the activity establish fees and charges designed to recovcr its costs, inclucling capital cosls

(such as depreciation or debt service).

I'he transactions of the Distlict are accollntcd lol on a flow of'economic rcsources rneasllrement focus. With
this measurement fbcus, all assets and all liabilities are includecl on the statement of net position. Net position
isrequiredtobedisplayedinthreecomponents: 1)investedincapitalassets.netofrelateddebt.2;restricted.
and 3) r-rnrestricted. Invested in capital assets, net of related debt is capital assets net of accumulated
depreciation and rednced by outstanding balances of any bonds, mortgages, notes or othcr borrowings that arc

attributable to the acquisition, constructiorl, or improvemcnt of those assets. Restricted net positior"r are those

with constraints placecl on their use by either: 1) extemallv imposed by creditors (such as through clebt

covenants). grantors, contributors, or laws or regulations of other governments, or 2) irnposed by law througl'r

constitntional provisior-rs or enabling legislation. Net posilion not otherwise classified as restricted. are shorvn as

unrestricted. The statements of revenue, exper-lses, and changes in net positior-r present increases (revenues) and

decreases (expenses) in net positior-r.

Basis of accounting refers to rvhen revenlles and expenses are recognizecl in the accoLlnts ancl reported iu the

financial statements. The accounts of the District are maintained on thc accrual basis of accounting. Its revenues

are recognized when they are earned, and its expenses arc recognized rvhen lhcy are inculred.
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Muhlenberg County Water District Numbcr 3

Notes to Financial Statements
December 3 l. 201 5 and 20 i 4

NOTE A - SUMMARY OF ACCOLTN'IING POLICIES continued

Proprietary funds distinguish operating revenues and expenses from non-operating items. Opcrating revenlles
and expenses generally result from providing services and producing and deiivering goods in connection
rvith a proprietary fund's principal ongoing operations. 1'hc principal operating revenues and expenses of the
District's euterprise lund are charges to customers for sales and services, adrninistrative expenses. and
depreciation on capital assets. All revenues and expenses no1 meeting this definition are reporlcd as

non-operating revenues and expenses.

Unbilled water receivables for utility services provided through December 31 are included in the financial
statements.

When both restricted and unrestricted resources are available for use, the District generally llrst uses restrictcd
resollrces. then unrestricted resources as they are needed.

Cash and Cash Equivalents
All cash except for a small amount kept "on hand" is deposited in hnancial inslitutions. Deposits are interest
bearing cl-recking accounts and ccrlif-rcates of deposit. Unrestricted cash is available to be expendcd fbr normal
operating expenses. Restricted cash is limiled to payments of bond principal and interest, emergency capital
improvements, and other designated purposes. Cash and cash equivalents are defined as being all rnonies on
deposit in banks and investments with a maturity of 90 days or less,

Inventory
Inventory consists primarily of replacement parts and supplies. Invenlory is stated at the lou,er of cost or
market. Cost is determined primarily by the first-in. first-out rnethod.

Capital Assets
Capital assets, which include properly, plant, and equiprnent. are recorded at historical cost or estirnated

historical cost if actual historical cost is not available. Donated capital assets are recorded at estimated fair
market value at the date of donation. The cost of normal maintenance and repairs that do not adcl to thc value of
the asset or materially extend asset lives arc not capitalized.

Maiol outlays fbr capital assets and improvements are capitalized as projects are constructecl. Interest incurred
during the construction phase of capital assets is included as part o1'the capitalized value of thc assels

constructed. No interest was capitalized during the years ended Decernber 31, 2015 and2014.

Capital assets of the District are depreciated using a straight-line method over the tbllowing estimated useful
lives:

Structures, improvements and water system i 0 to 65 years
Furniture, machinery and equiprnent 2 to 10 years
Vehicles 5 years
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Muhlenberg County Water District Number 3

Noles to Financial Statements
December 31.2015 and 2014

NOTE A - SUMMARY OF ACCOUN'|ING I'}OLICIES continued

Restricted Net Position
Restricted net position is cash set aside for tl're repayment of debt in cornpliance with bond covenants and cash
restricted for future operations in compliance u'ith escrow reserve agreemcnts. The District currently doesn't
have any restricted net position.

Lonq-Term Liabilities
Loug-term debt is reported as liabilities in the statement of net position. Long-tenn debt is reportcd at lace
value.

Deferred Outfl ows/Infl ows of Resources
In addition to assets, the statement o1'net position will sornetimes rcport a separate section lor del-crrcd otrtllor,vs
of resources. This separate financial statemcnt element, cleferred outflotvs o.f'resources, represents a

consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of
resources (expense) until then.

In addition to liabilities, the statement of net position will sometimes repofl a scparate scction lor deferred
inflows of resources. l'his separate financial statement element, deferretl inflotvs oJ'resources. rcprcscnts an

acquisition of net position that applies to a future period(s) and so will not be rccognizcd as an inflow o1

resources (revenue) until that time.

Pensions

For purposes of measuring the net pension liability, deferred oulflorvs of resources and def-erred inflows of
resources, and pension expense; infbrmation about the llduciary net positior-r o1'the County Ilmployccs
Retirement System Non-Ilazardous (CllRS) and additions toldeductions liom CERS's 1-rduciary net postion havc

been determined on the same basis as they are reported by CERS. For this purpose, bencfit payments (including
refunds of employee contributions) are recognized rvhen due and payable in accordance with the ber-refit terms.
Investments are reported at fair value.

Uncollectible Accounts
All accounts receivable are considered by management to be collectible, therefbre no provision lbr uncollectiblc
accounts has been established. Uncollectible accounts are expensed using the direct write-off method.

Use of Estimates
The preparation of financial statements in accordance with accounting principals genelally accepted in the

United States requires management to make estimatcs that affect amounts reported in the financial statements

during the reporling period. Actual results could differ from those eslimates.
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Notes io Financial Statemeuts
Decenrber 31 " 201 5 and 201 4

NOTE B - D]]POSITS

The District rnaintains deposits with depository institutions insured by the Fcderal Deposit Insurance
Corporation (FDIC). According to law, the depository institution should pledge sutficient securities as

collateral which, togethel with FDIC insurance, equals or exceeds 1he amount on deposit at all tirnes. In order to
be valid against the FDIC in the event of l'ailure or insolvency of the depository institution, this pledge o1

securities should bc evidenced by an agreement that is (1) iri writing, (2) approved by the board of directors of
the depository institution or its loan committee, rvhich approval must be rellected in the minutes of the board or
committee, and (3) an offlcial record of the depository institution. 'fhis agrecment, signed by both parties, must
be sulficient to cleate an enforceable and perfected security interest in the collateral under Kentucky law.

Deposits are categorized to give an indication of risk assurned by the District at the end of the year. Category 1

includes deposits that are insured, Clategory 2 includes collateralized deposits held by the pledging institutiou's
trust depafiment or agent in the District's name. and Category 3 includes tmcollateralized and uuinsured
deposits.

On December 31 ,2075, the reconciled balance of the District's deposits totaled $1,040,175 and the bank

balarrces were $ I ,049,307 . Of the bank balances $61 3 ,849 was covered by fcdcral depository insurancc
(category 1). Also of the bank balances, $435.458 rvas collateralized by additional securilies held by thc
pledging depository institution's trust departrnent or agent in the District's name (category 2).

On December 31 ,2074, the reconciled balance of the District's deposits totaled 5964.682 and the bank balances

rl,ere $975,408. Of the bank balances $593,525 was covered by federal deposilory insurance (category 1). Also
of the bank balances, $381,883 was collateralized by additional securities held by the pledging depository
institution's trust deparlment or agent in the District's name (category 2).

NOTE C - PREPAID EXPENSES

Prepaid expenses include prepaid insurancc, rvhich represents the amount of unexpired insurattcc, which thc

District had previously paid for at the balance sheet date. Prepaid expenses also include prepaid payroll taxes,

which have been paid prior to employee withl'rolding.

At Decernber 31, 2015, the District's prepaid expenses consisted of $10.421 of insurance. At Dcccmber 31,

2074, the District's prepaid expenses consisted of $9,219 of insurance and $2,452 of payroll taxes.
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Noles to Iiinancial Statcments
Deccmber 31" 2015 and 2014

NOTE D - ITESTRICTED CASH AND CASFI EQUIVALENTS

'fhe District has cash set aside fbr the repayment of debt (which hers been fully paid), cash reslricted for luture
operations, cash set aside lor future capital assels, and cash sel aside for rcpayment of customer deposits.

Restricted balances as of December 3l are as

Customer meter deposit fund
Construction tirnd

Totals

1bllorvs:
2015 201,4

$ 23,128 $ 22,722
176.817 75.928

$ 199,945 $ 99,650

NOTI] E - CAPITAL ASSI]TS

Capital asset activities for the years ended Decernber 31,2015 and2014, were as follorvs:

Balances Transfers/ 'fransfers/ Balanccs Transfers/ Transfers/ Balances
12131113 Additions Retirements 1213lll4 Additions Retiremenrs 12131115

Business-type activities :

Capital assets not being depreciated
Land & land righfs
Construction in progress

Total

Capital assets being depreciated
Structures, irnprovements,
& rvater systenl
Olfice furniturc & cquipment
Vehicles & cquipnrcnt
Machinery & equipment

'l'otal

Total capital assels

Structures, improvements,
& rvater systenl
Olficc lurniture & cquipmcnt
Vchicles & cquiprncnl
Machinery & equipment

Total accurnulated
depreciation

Total business-type activities
capital assets, net

s,zso,l:o 3,024
50,320 14,368

19,548 27,588
403.287 s0.61t

_jJ$-89_L _ e5.6-51

3.825.82 I I 50.567

$ 22,9s0$ 0$ 0$ 22,950S 0$ 0$ 22,950
r 8,980 54,916 0 73.896 56.180 130.076
41.930 54.9t6 0 96.846 56.180 153.026

1,t07 3,252,653 21,110 1,350 3,212,473
10,473 54,215 2,165 0 56,380

0 107, 136 39.287 26,105 120.3 I 8

453.958 910 0 454.868
I I .5 80 3.867 .962 63 .532 27 .455 3.904.03 9

l1.580 3.964.808 119.112 27.455 4.057.065

Less accumulated depreciation for:

1,608,824 12,581
4 I ,692 3,8 7s

79,489 3,501
168.061 23.691

1.898.066 103.654

1,030 1,680,3 8 1 59.690 1,189 I ,73 8,882
10,473 35,094 3.619 0 38,773

0 82,990 8,596 26,106 65,4tt0
0 t9t.152 26.235 0- 217.987

I I.503 1.990.217 9ri.200 27 .295 2"061.122

y\:::l-l:: i:11ii1 L::::ll lyi'i:l i:::lil: L:::lj: q!::lll
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Notes to Financial Statements
December 31. 2015 and 2014

NOTI] F _- LONG-TERM LIABILITIES

Dtrring 2014. the District entered into an agreement with a financial institution to finance the leasing of
equipment. The lease agreertent qualifies as a capital lease for accounting purposes. 'fhe equiprnent has an
original cost of $42,527 . Monthly payments of $7,772. including interest at a rate of 2.1038% began in Junc
2014 and will continue througli May 2016. 'fhe debt service requirements 1o maturity are as Ibllows:

Year Ended
December 31

2016 9.238
Total minimum lease payments 9^238
Less amounts representing interest ( 58)
Present value of minimum lease payn-rcnts $ 9,180

Amortization expense associated with capital leases is presented with depreciation expense. The gross amount
of equipment leased under capital leases is$,42,527 with accurnulated depreciation of $6,379 as of December
31,2015 and of $2,126 as of December 31,2014.

Long-term liabilit), activit),

Long-term liability activity for the years endecl December 31,2015 and 2014. rvere

Balances Balances
l2l3ll13 Additions Reductions 12131114 Additions Reductions

CapitalLease $ 0 $ .42,527 $ 12,507 $ 30,020 S 0 $ 20,840
customer Deposirs 18,970 5,005 5,390 18,585 5,251 18,970

as follows:

Balances

_1v3_ll5
$ 9,1 80

18,970

Arnounts
Due Within

One Year
$ 9.1 80

5.239

Business-type
Activities I-ong-
'l'errn [.iabilities $ 18,970 $ 47,s32 $ r7,897 $ 48,605 $ s,25r S 39,810 S 28,150 S r4,4r9

NOTE G - ACCUMULATED COMPENSATED AI]SENCES

Effective March 2011 employees are no longer pennitted to accumulate earned but unused vacation days beyond
one year. The employees must use or cash out their yearly allotment of vacation time earned by the annual
anniversary date of their employment.
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Notes to Financial Staternents
December 31.2015 and 2014

NOTE II - I]MPI,OYEES'PENSION PLAN

General Inforrnation about the Pension Plan
Plan Descripliort. The District and covcred ernployees contdbute to the County Employers Retirement Systen,
(CERS), a cost-sltaring. multiple-cmplovcr dcllned benefit plan administered by the Board of frustees o1'the
Kentucky Retircment Systems (Kl{S). I(entucky Revised Statute Seotion 61.645 assigns the authority to
establish and amend benefit provisions to the Board o1'Trustees of the Kentucky Retirement Systems. 'I'he

CRRS financial statements and other supplementary information are contained in the publicly available annual
llnancial report of the Kentucky Retirement Systems. Copies of the repofl are sent to each participating
employer as rvell as distributed to legislative personnel, state libraries and olher interested partics. Copies may
be obtained by'vvriting to Kenlucky I{etirernent Systems, Perimeter Park West 1260 l-ouisville Road, Irranklbrt.
l(entucky 40601 or by calling 1-502-564-4646.

Bene.fits pt'ot,icled. Ker-rtucky l{evised Statue Scclion 61.645 establishes the bcnefit terms and can be amendcd
only by the Kentucky General Assembly. The plan provides for retirement, disabilily, and death bcnclits to plan
members. Retirement benefits may be extendecl to beneflciaries of plan mcnrbers under circumstances. Cost-o1--

living adjustments are provided at 1l-re discretiotr of the State legislature.

Conlributiors. Per Kentucky Revised Statute 61.565, normal contribution and past service contribulion rates
shall be determined by the Board of frustees of the Kentucky Retircmcnt Systems on the basis o1'an annual
valuation last preceding the July I of a new biennium. The Board may amend contribution rates as ol thc lirst
day of July of the second year of a biennir.un, if it is determined on thc basis of a subsequent actuarial valuation
that amended contlibution rates are necessary to satisly lequirements detelmined in accordancc with actr-rarial

bases adopted by 1hc Board. iror the ycar ended Decembcr 31,2015, plan members were required to contribute
5% of their annual creditable courpensation. Plan members hired subsequcnt to September 1, 2008 rverc
required to contribute 6Yo of their annual creditablc cornpensation. The District is required to contribr.rte al an

actuarially determincd ratc. The District r,vas required to contribule 17.06oh of each employee's creditable
compensation ibr the last six months of the ycar cnded December 31,2015. 'l'hc District was requirecl to
contribute 17.67% of each employee's creclitable compensation lbr the first six months of the year ended
December 31.2015 and lbr the final six months o1'the year ended December 31.2014. 'l'he District was
required to contribute I 8.89% of each employee's cleditable compensation fbr the first six months of the 1,car
ended December 31,2014 and for the final six months of the year ended December 31,2013. -l'hc l)istrict r,vas

required to contribute 19.55Yo o1 eacl'r employec's crcditable compensalion lbr the first six months of thc 1,gsr"

endedDecember31,2013. l'heDistricl'scontribr-rtionstoCllRSforthel'earsendedDecember31,20l5.20l4
arrd 2013 were $42,341, $37,814, ancl $40,375, respectively.

Pension Liabilities. Pension Expense. and Deferred Outflows of Resor.rrces and Deferred Inflows of I{esources
Related 1o Pensions
At December 31, 2015, the District repolted a liability of $302.000 for its proportionate share o1'thc nct pcnsion
Iiability. The District's net pension liabiliti, was measured as of June 30, 201 5, and the total pension liability
used to calculate net pension liability was determined by an actuarial valuation as o1'June 30,2014.



Muhlenberg County Water District Number 3

Notes to F'itrancial Statements
December 31. 2015 and 2014

NOTE I-I - EMPLOYEES'PENSION PLAN continucd

For tlre year ended December 31,2075, the District recognized pension expense of $24,000. At Dcccmber 31,
2015, the District reporled deferred outflows of resources and dcferred inflows of resources related to pensions
from the following sources:

1tt

Deferred Outflows
of Resources

Net difference between projected and actual
earnings on pension plan investments $
District contributions subsequent to the

42.127
$ 42,127

Deferred Inflows
of Resources

$ 34,000

$ 34"000

rneasuretrlent date
'i'otal

$42,127 reported as deferred outflows of resources related 1o pensions resulting lrom District contributions
subsequent to the measurement date will be recognized as a reduction of the net pcnsion liability in the year
errded December 31,2016. Other antounts reported as delerred outflorvs of resources and deferred inflows of
resources related to pensions will be recognized in pension expense as fbllows:

Year ended December 3l:
2016 $ 8,500
2017 9,500
2018 8,500
20rg 8"500

Actuarial ctssumptions. The totalpension liability in the June 30, 2014 acluarial vahration was dctcrrnincd using
the fbllowing actuarial assumptions, applied to all periods included in the measurement:

Inflation 3.5%
Salary increases 4.5o , average, including inflation
Investment rate of return 7.750 , net of pension plan investment cxpense, inch-rding inflation

The rates of mortality for the period after service retirement are according to the 1983 Group Annuity Mortality
Table for all retired members and benehciaries as of June 30, 2006 and the 1994 Group Annuity Morlality'fablc
fbr all other members. J'he Group Annuity Mortality'fable set lorrvard 5 years is used for the pcriod alier
disabi lity retirement.

The actuarial assumption used in the June 30, 2014 valualion wcre based on the results o1'an actuarial
experience study for the period July I ,2005 - June 30, 2008.
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Notcs to Financial Statements
December 31.2015 and 2014

NOTE II - EMPLOYEES'PENSION PLAN continued

The long-term expected return on plan assets is reviewed as parl of the regular cxperience studies preparcd
every five years for KRS. The most recent analysis, performed for the period covering liscal years 2005 through
2008, is outlined in a reporl dated AugusI25,2009. Scveral factors are considered in evaluating the long-term
rate of return assumption including long term historical data, cstimates inherent in current market data, and a
log-normal distribution analysis in r,vhich best-estimate ranges o1'expectcd future real rales of return (expected
return. net of investment expense and inflation) were developed by the investment consultant lor each major
asset class. These ranges were combined to produce the long-term expectecl rate of return by r,veighting the
cxpected future real rates of return by the target asset allocation pcrcentage and then adding expected inflation.
fhe capital market assumptions developed by the investmcnt consultant are intended for use over a 10-year
horizorr and may not be usefirl in setting the long-terrn tate of relurn tbr funding per-rsion plans which covers a
longer timeliarne. J'he assumption is intended to be a long term assrulption and is not expected to change
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental changc
in the market that alters expected retulns in future years.

I-ong-Term Expected
Asset Class 'l-alqet Allocation Iteal Ratc of Iteturn
Domestic equity 3A% 8.45%
International equity 22 8.85

Emerging market equity 5 10.50

Private equity 7 1.25

Real estate 5 7.00
Core US fixed income 1 0 5.25

High yield US fixed income 5 7.25
Norr-US llxed incorne 5 5.50
Commodities 5 7,15
TIPS 5 5.OO

Cash 3.25
Total 100%

Discount rate. For CERS, the discount rale used to rneasure the total pension liability was7.75oh. The
projection of cash flows used to determine the discount rate assumed that contributions iiom plan empioyees

and employers will be made at statutory contribution rates. Projected inflow's from investment earnings were
calculated using the long-tenn assumed investment rettun of 7 .l5Yo. The long-term investment rale o1'return
rvas applied to all periods of proiected ber-refit payn,enls to deterrnine the total pension liability.



20
Muhlenberg County Water District Ntunber 3
Notes to l?inancial Slatemcnls
December 31.2015 and 2014

NOTE FI - EMPI.OYEIIS'PIINS1ON PLAN continued

Sensilivily of the Dislrict's proporlionate shat'e o.f the net pension liability to changes in the discount rctte. -I'hc

following presents the District's proportionate share of the net pcnsion liability calculated using the discounl rate
of 7 .l5Yo, as r,vell as what the District's proportionate share of the nct pension liability would bc if it were
calculated using a discount rate that is 1-percentage-point lor,ver (6.75%) or 1-percentage-point higher' (5.75%)
than the currcnt rate.

10% Decrease Discount Rate l0lo Incrcase

District's proporlionate share of 
(6'75%\ (7 '75%\ (8'75%\

the net pension liability $ 398,000 $ 302,000 $ 219,000

Pension plan fiduciary net position. Detailed infonnation about the pension plan's fiduciary net position is
available in the separately issued financial reporl of CERS.

NOTtr I - RISK MANAGEMENI'

'fhe District is exposed to various risks of losses related to torts; thefl of, damage to, and destruction of assels:
errors and ornissions; and iniuries to ernployees. The District purchases commercial insurance lbr all risks o1'

losses. Settlenrents resulting from these lisks have nol exceeded commercial insurance coverage in any of the
past tluee fiscal years.

NOTE.I - CONSTRUCTION IN PROGRESS AND CONSTRUC'|ION PRO.IECTS PAYABI,II

During 2015, the District incurred $35,284 in labor, excavating, legal, and matcrials cost related to the Ciark
Street Line Replacernenl project. 'l'hese cosls are considered construction in progress until the line replaccmcnl
is cornplete and in service. Also, during 2015, the District incurred $20,895 in land, legal, and materials cost
related to the the new office building project.

During 2014, the District incurred $53,316 in labor, excavating, legal, and materials cost related to the Cllark
Street Line Replacernent project. l'hesc costs are consiclered construction in progress until the line replacement
is complete.
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NOTE K - CAPITAL CONTRIBUTIONS-STATE

2014
The District l'ias entered into an utility relocation contract lr,ith the Kentucky 'l)'ansportation Cabinet.
l)epartment of Flighways in regards to the I'IWY 43 I Water Line Relocation project that has been cor.nplctccl.
'l'he District incurred and paid for $26,659 of engineering costs during 2012 at'td2013 and this amount u,zts

reimbursed during and subsequent to year end of 2013.

Also. The I)istrict has entered into an utility replacement contract with the Comrnonwealth of Kentucky,
Kentucky Infrastructurc Authority through Mulilenberg County Fiscal Courl in regards to the Clark Street Line
Replacement project. ln2014, the District incurred and paid $53,316 of labor. excavating, legal, and rnaterials
costand$56,445hasbeenrcimbursedduringtheyear. In20l3,theDistrictincurredandpaidfbr$18.980of
engineering costs and $18,555 has been reimbursed during and subsequent to ycar end.

NOTE L - ACCOUNTING CTIANGES

In June 2072, the Governmental Accounting Standards Board (GASB) issued Statement no. 68. "Accountin-u,
and Financial Reporting for Pensions" (GASB 68). GASB 68 replaced the requirements of GASB 27,
"Accounting for Pensions by State and Local Governmental Employers" and GASB 50, "Pension i)isclosurcs".
as they relate to gorrernments that provide pensions through pension plans administered as trusts or similar
arrangements that meet celtain criteria. GASB 68 requires governments providing defined benefit pensions to
recognize their long-term obligation fbr pensions benefits as a liability to morc comprehensively and

comparably measure the annual costs ol pension benefits, Cost-sharing governrnental employers, such as thc
District, are required to report a net pension liability, pension expense and pension-related assets and liabilitics
based on their proporlionate share of the collective amounts lbr all governments in the plan.

The provisions of GASB 68 are etfective for fiscal peliods beginning afterJune 1.5,2014. The District adopted

GASB 68 for the year ended December 31,2015. The adoption of the standard did impact the Dislrict's
financial position and resulted in a restatement to reduce beginning net position in the amount ot'$3 12,000.
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Muhlenbelg Counly Water District Numbcr 3

Schedule of Proportionatc Sharc o['the Net ])ension Liabilily
December 3i.2015 and 20,I4

2015

District's proportion of the net pension liability
(asset) 0.009312%

District's proportionate share of the net pension
liability (asset) $ 302,000

District's covered-employer payroll $ 242,744

f)istrict's proportionate share of the net pension
liability (asset) as a percentage of its covered-
employer payroll 124.41%

l'otal Pension Plan's fiduciary net position as a
percentage of the total pension liability 66.8001,

Note: This schedule is intended to present a 10-year trend per GASB 6tl. Additional years rvill be reported
as incurred
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Schedule of District Contributions
Decernber 3 1. 201 5 and 2014

2015

Actuarially determined contribution $ 42)27
Contributions in relation to the actuarially deterrnined
contribution 42.127
Contribution deficiency (excess) $ 0

District's covered-employee payroll $ 242,744

Contributions as a percentage of covered-
employee payroll 17.35%

Note: This schedule is intended to present a 10-year trend per GASB 68. Additional years will be reported
as incurred


