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Independent Auditors' Report 

To the Board of Commissioners 
Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer Commission 
Henderson, Kentucky 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of the Henderson Water Utility - City of Henderson, 
Kentucky - Water and Sewer Commission, as of and for the year ended June 30, 2014 and 2013, and the related 
notes to the financial statements, which collectively comprise the Henderson Water Utility - City of Henderson, 
Kentucky - Water and Sewer 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. 
 
Auditors' Responsibility 
 
Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in 
accordance with auditing standards generally accepted in the United States of America and the standards applicable 
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United 
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement.  
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditors' 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 
opinions. 
 
Opinions 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective 
financial position of the Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer Commission as 
of June 30, 2014, and the respective changes in financial position and cash flows for the year then ended in 
conformity with accounting principles generally accepted in the United States of America. 
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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 6 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 Information 
 
Our audit was conducted for the purpose of forming opinions on the financial as a whole. The Supplemental 
Schedule of Revenue, Expenses, and Changes in Net Position by Division for the fiscal years ended June 30, 2014 
and 2013 on pages 29 and 30 are presented for purposes of additional analysis and are not a required part of the 
basic financial statements.  Such schedules are the responsibility of management and were derived from and 
relate directly to the underlying accounting and other records used to prepare the financial statements. The 
schedules have been subjected to the auditing procedures applied in the audit of the financial statements 
and certain additional procedures, including comparing and reconciling such schedules directly to the 
underlying accounting and other records used to prepare the financial statements or to the financial 
statements themselves, and other additional procedures in accordance with auditing standards generally 
accepted in the United States of America. In our opinion, the schedules are fairly stated, in all material 
respects, in relation to the basic financial statements as a whole. 
 
Other Reporting Required by Government Auditing Standards 

 
In accordance with Government Auditing Standards, we have also issued our report on our consideration of the 
Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer 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 to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion on the internal 
control over financial reporting or on compliance. That report is an integral part of an audit performed in accordance 
with Government Auditing Standards in considering Henderson Water Utility - City of Henderson, Kentucky - 
Water and Sewer Commission's internal control over reporting and compliance. 
 
 
Henderson, Kentucky 
October 17, 2014 
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The Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer Commission (HWU) is in the 
business of providing water, wastewater and stormwater services for the City of Henderson, Kentucky as well as 
parts of Henderson, Webster, and McLean counties. The following discussion and analysis of HWU's financial 
performance provides an overview of the company's financial activities for the fiscal year ended June 30, 2014. 
 

 
Overview of the Financial Statements 

This annual financial report consists of three parts: 1) Management's Discussion and Analysis, 2) Financial 
Statements, and 3) Various Additional Information. The Financial Statements also include notes that explain in more 
detail some of the information in the financial statements. The statements are followed by a section of Additional 
Information that further explain and support the information in the Financial Statements. The Financial Statements 
of HWU report information about HWU 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 as 
required by the Government Accounting Standards Board. 
 
The statement of Net Position, successor to the Balance Sheet, includes all of the company's assets and liabilities and 
provides information about the nature and amounts of investments in resources (assets) and the obligations to 
HWU's creditors (liabilities). It also provides the basis for evaluating the capital structure of HWU and assessing the 
liquidity and financial flexibility of HWU.  
 
All the current 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 company's 
operations over the past year and can be used to determine whether the company has successfully recovered all of it 
costs through water and wastewater charges, has earned a profit, and has maintained credit worthiness. 
 
The final required financial statement is the Statement of Cash Flows. The primary purpose of this statement is to 
provide information about the Company's cash receipts, cash payments, and net changes in cash resulting from 
operations, investing and financing activities and provides information on the sources and uses of cash and the 
changes in cash balances during the year. 
 

 
Financial Highlights 

• HWU's total assets increased by 11.5 % from $80,456,693 at June 30, 2013 to $89,669,827 at June 30, 
2014 primarily due to the borrowing of funds in order to complete the laying of new gravity wastewater 
lines around the City proper and begin the modification and expansion of the City’s wastewater treatment 
plant. 

 
• Operating revenues increased by $707,623 or 4.2% from $17,024,717 to $17,732,340 due primarily to a 

5.85% rate increase on non-contractual customers that went into effect in July 2013 partially offset by 
weather-related decreased residential usage. 

 
• Operating expenses increased by $1,068,307 or 7.6% from $14,087,149 to $15,155,456 due primarily to 

higher depreciation, chemical and repair expenses. 
 

• Income before contributions and transfers decreased by $560,113 or 27.4% from $2,045,097 to $1,484,984 
due to the combined effect of the increase in operating revenues and operating expenses outlined above 
partially offset by higher interest expense due to the increase in long term debt. 
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Condensed Comparative Financial Statements 

2014 2013 Difference Percent

Current Assets 13,363,674$      6,998,763$        6,364,911$    90.9%
Restricted Assets 1,248,639          1,638,371          (389,732)        -23.8%
Non-current assets 217,216             370,934             (153,718)        -41.4%
Capital Assets 74,840,298        71,448,625        3,391,673      4.7%

Total Assets 89,669,827        80,456,693        9,213,134      11.5%

Deferred Outflow of Resources 57,226               77,564               (20,338)          0.0%

Total Assets and Deferred Outflow of Resources 89,727,053$      80,534,257$      9,192,796$    11.4%

Current Liabilities 6,009,669$        4,853,935$        1,155,734$    23.8%
Long-term Liabilities 34,547,466        27,595,388        6,952,078      25.2%

Total Liabilities 40,557,135        32,449,323        8,107,812      25.0%

Deferred Inflow of Resources -                     -                     -                 0.0%

Invested in Capital Asset, net of related debt 38,389,653        42,123,144        (3,733,491)     -8.9%
Restricted for debt service 141,941             561,129             (419,188)        -74.7%
Unrestricted 10,638,324        5,400,661          5,237,663      97.0%

Total Net Position 49,169,918        48,084,934        1,084,984      2.3%

Total Liabilities, Deferred Inflow of
   Resources, and Net Position 89,727,053$      80,534,257$      9,192,796$    11.4%

Statement of Net Position

 
Total net position increased $1,084,984 in the fiscal year ended June 30, 2014. The capital improvements were 
funded primarily by funds borrowed by the City of Henderson. The increase in overall debt was due to new amounts 
borrowed by the City which HWU is obligated to pay. Debt is discussed in more detail in the sections titled Capital 
Assets and Debt Administration. 
 

2014 2013 Difference Percent

Operating Revenues 17,732,340$ 17,024,717$      707,623$             4.2%
Operating Expenses 15,155,456   14,087,149        1,068,307            7.6%

Operting Income 2,576,884     2,937,568          (360,684)              -12.3%

Net Non-Operating Activities (1,091,900)    (892,471)            (199,429)              22.3%

Changes in Net Position before
Contributions and Transfers 1,484,984     2,045,097          (560,113)              -27.4%

Transfers (400,000)       (400,000)            -                       0.0%
Capital Contributions -                264,547             (264,547)              -100.0%

Total Net Position 1,084,984$   1,909,644$        (824,660)$            -43.2%

Statement of Revenues, Expenses, and Changes in Net Position
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Operating revenues increased by $707,623. The increase in operating revenues was primarily due to an increase in 
non-contractual volumetric rates partially offset by wetter weather conditions. Operating expenses increased by 
$1,068,307. The key components of operating expenses are: Operation and maintenance expenses and depreciation 
expense. Operation and maintenance expense increased by $630,114 primarily due to increased chemical and repairs 
costs. Depreciation expense increased by $438,196 as newly capitalized assets of the long term control plan went on 
line. 
 

2014 2013 Difference Percent
Cash Provided (Used) by:

Operating Activities 4,846,191$     5,030,187$     (183,996)$      -3.7%
Financing Activities:

Non-capital (400,000)        (400,000)         -                 0.0%
Capital 1,611,609       (7,762,031)      9,373,640       -120.8%

Investing Activities 456,602          2,092,803       (1,636,201)     -78.2%

Net Change in Cash 6,514,402$     (1,039,041)$    7,553,443$     -202.6%

Statement of Cash Flows

 
 
Cash from Operating Activities decreased by $183,996 primarily due to higher cash expenses. Cash from Capital 
and Related Financing Activities increased by $9,373,640 due to decreased capital spending partially offset by 
increased long term debt service payments. Cash Provided by Investing Activities decreased by $1,636,201 
primarily due to the fact no investments were sold for operating purposes. 
 

 
Capital Assets 

HWU staff has prepared a Strategic Plan for Capital Spending in the water, wastewater and stormwater systems. 
This document provides an overview of the anticipated needs of the Henderson Water Utility to repair, replace and 
add to our existing infrastructure for the period through 2024. This plan will be updated periodically, and will assist 
in the annual capital budgeting process. 
 
HWU entered into a Consent Judgment with the Commonwealth of Kentucky's Environmental & Public Protection 
Cabinet (EPPC) in 2007 related to reducing and eliminating the negative environmental impacts of the City's 
combined sanitary/storm sewer system on water quality. 
 
Under that Consent Judgment, HWU was required to prepare and submit a Long Term Control Plan (LTCP) to the 
EPPC and EPA in early 2009. The LTCP and the projects incorporated in the plan were finally approved by both 
regulatory agencies in April 2012. HWU is required to complete all components of the plan before December of 
2017, to mitigate the negative environmental impacts of the City’s combined sewer system on water quality in the 
Ohio River and Canoe Creek. We are now five years into constructing those projects. We have fully completed the 
Downtown Sewer Separation Project which is one of three major components of the LTCP. A second major 
component of the plan, the Canoe Creek Interceptor Phase II is also complete, and the third major component, the 
expansion of the North Wastewater Treatment Plant is under construction and will be completed in the third quarter 
of calendar year 2015. Lastly, the renovation of the Janalee Drive sewer pump station, which is a part of the North 
Wastewater Treatment Plant project, is also under construction and will completed in late 2014. 
 
From 1996 through 2009 we spent an estimated $20 Million dollars on capital improvements to our combined sewer 
system. Our future Capital Improvement Program through 2017 is dominated by the three large-scale, multi-year 
projects that are identified in the LTCP and mandated under the Consent Judgment. The current estimate of costs 
related to the LTCP is $43.6 Million and depending upon various factors and future developments; this estimate of 
cost could increase before the final completion date in 2015. 
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A major concern of focusing all of our capital investments on the LTCP to meet the Consent Judgment requirements 
is that we have been unable to fund other necessary infrastructure and operating needs. HWU’s treatment plants, 
water distribution system, sewer and storm water collection systems also must be routinely repaired, replaced and 
upgraded. With extremely limited funds available for other capital needs from now until 2017, we have been forced 
to delay investments in our other critical infrastructure. Additional borrowing of $3 million in September 2014 will 
be used to fund critical projects in both the North and South water systems. 
 
We also know that new, more stringent regulations are on the horizon that will require greater capital investment in 
advanced water and sewer treatment technology within the next few years. As our projects are completed, other 
requirements within the Consent Judgment will require greater investment in equipment and technology to collect 
data and monitor our progress toward improving water quality. 
 
Our challenge is to balance all of these competing needs while providing our customers with quality services at an 
affordable price.  
 

 
Debt Administration 

At June 30, 2014, HWU had $595,000 principal outstanding in Series 2004 Refunding Revenue Bonds and 
$3,530,000 principal outstanding in Series 2006A Revenue Bonds. HWU also had other debt of $4,003,886 which 
includes a loan from the Kentucky Infrastructure Authority for $2,143,886 towards which the revenues of Tyson 
Foods and the City of Sebree are pledged. Also, the City of Henderson issued 2010 A & B Series Bonds and 2012 
and 2013 A Series Bonds in order to finance HWU’s Long-Term Control Plan (LTCP) projects and refinance some 
of both entities Kentucky Area Development debt. The Water and Sewer Commission has committed to reimbursing 
the City for all debt service payments made for these particular issuances. HWU is also borrowing through the City 
another $8 million to fund completion of its LTCP capital program as well as some refurbishment of its North and 
South Water Treatment Plants and proposes to repay the City through volumetric rate increases that the City has 
approved through 2018. 
 

 
Economic Factors and Next Year's Budgets and Rates 

Water sales and wastewater services revenues in the fiscal year ending June 30, 2015, are expected to increase by 
$0.9 million over 2014 budget primarily due to increased volumetric rates and volumetric throughput increases from 
our non-contractual customers. Operation and maintenance expenses in the fiscal year ending June 30, 2014 are 
budgeted to increase by $941,247 or 6.1% from the budgeted fiscal year ended June 30, 2014. Management believes 
the 2015 fiscal year budget adequately addresses all revenue requirements, assuming no deterioration in economic 
conditions. 
 

 
Contacting HWU's Financial Management 

The financial report is designed to provide our citizens, ratepayers, customers and creditors with a general overview 
of HWU's finances and to show HWU's accountability for the money it receives. If you have questions about this 
report or need additional information, contact HWU at 111 Fifth Street, Henderson, Kentucky, 42420.  Contact A. 
Leason Neel, CPA, Chief Financial Officer at (270) 826-2421 or neell@hkywater.org. 
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2014 2013
Current Assets:

Cash and cash equivalents 9,028,245$              2,513,571$              
Investments 2,101,057                2,085,254                
Accounts receivable, consumers 1,277,232                1,419,700                
Other receivables -                           -                          
Accrued interest receivable 934                          2,701                       
Inventories 923,759                   944,305                   
Prepaid expenses 32,447                     33,232                     

Total Current Assets 13,363,674              6,998,763                

 Restricted Assets:
Cash and cash equivalents 188,570                   188,842                   
Investments 1,060,060                1,449,518                
Accrued interest receivable 9                              11                            

Total Restricted Assets 1,248,639                1,638,371                

Capital Assets:
Non-depreciable 862,879                   862,879                   
Depreciable, net of accumulated depreciation 66,598,234              54,147,041              
Construction in progress 7,379,185                16,438,705              

Total Capital Assets 74,840,298              71,448,625              

Other assets 217,216 370,934

Total Assets 89,669,827        80,456,693        

Total Deferred Outflows of Resources 57,226 77,564

Total Assets and Deferred Outflows of Resources 89,727,053$            80,534,257$            

Assets

Deferred Outflows of Resources
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2014 2013

Current liabilities:
Accounts payable 2,090,623$        1,170,956$        
Retainage payable 435,935             483,798             
Due to related party -                     90,867               
Current portion, long-term debt 1,499,023          1,110,395          
Compensated absences 458,272             466,450             
Accrued liabilities 479,535             674,987             

Total current liabilities 4,963,388          3,997,453          
Current liabilities payable from restricted assets:

Accrued interest payable 171,281             46,482               
Current portion, long-term debt 800,000             740,000             
Current portion, capital lease obligations 75,000               70,000               

Total current liabilities payable from restricted assets 1,046,281          856,482             

Total current liabilities 6,009,669          4,853,935          

Non-current liabilities:
Compensated absences 196,402             190,302             
Capital lease obligations, net of current portion 1,785,000          1,860,000          
Long-term debt, net of current portion 32,566,064 25,545,086        

Total non-current liabilities 34,547,466        27,595,388        

Total liabilities 40,557,135        32,449,323        

Total Deferred Inflows of Resources -                     -                     

Invested in capital assets, net of related debt 38,389,653        42,123,144        
Restricted for debt service 141,941             561,129             
Unrestricted 10,638,324 5,400,661

Total net position 49,169,918        48,084,934        

Total liabilities, deferred outflows of resources, 
   and total net position 89,727,053$      80,534,257$      

Liabilities, Deferred Inflows of Resources and Net Position

Deferred inflows of resources:

Net position:
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2014 2013

Support and revenues:
Water Sales 7,462,510$        7,267,887$        
Water penalties, surcharges and fees 77,002               96,943               
Wastewater fees 9,877,101          9,378,234          
Wastewater penalties, surcharges and fees 315,727             281,653             

Total operating revenues 17,732,340        17,024,717        

Operating expenses:
Water pumps and tanks 168,524             134,487             
Water intake and treatment 3,733,539          3,619,063          
Water transmission and distribution 1,684,242          1,457,630          
Wastewater pumping stations 1,576,820          1,196,212          
Wastewater lines and connections 690,821             683,323             
Wastewater pretreatment and treatment 3,900,480          4,030,628          
Stormwater 397,699             400,670             
Depreciation 3,003,331          2,565,136          

Total expenses 15,155,456        14,087,149        

Operating Income 2,576,884          2,937,568          

     Non-operating revenues (expenses):
     Investment income 29,481               19,901               
     Gain on sale/impairment of assets 53,978               60,625               
     Bond issuance costs -                     -                     
     Miscellaneous 9,152                 31,387               
     Interest expense (1,148,971)         (956,968)            
     Amortization (35,540)              (47,416)              

Total non-operating revenues (expenses (1,091,900)         (892,471)            

Increase in net position before contributions and transfers 1,484,984          2,045,097          

Distribution to the City of Henderson (400,000)            (400,000)            
Capital contributions -                     264,547

Increase in net position 1,084,984          1,909,644          

Net position at beginning of year 48,084,934        46,175,290

Net position at end of year 49,169,918$      48,084,934$      
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2014 2013
Cash flows from operating activities:

Receipts from customers 17,578,611$            17,250,301$      
Payments to suppliers of goods or services (6,884,141)              (6,364,145)         
Payments to employees for services (5,848,279)              (5,855,969)         

Net cash provided by operating activities 4,846,191                5,030,187          

Cash flows from non-capital financing activities:
Distributions to the City of Henderson (400,000)                 (400,000)            

 Net cash used by non-capital financing activities (400,000)                 (400,000)            

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets (5,214,090)              (15,332,605)       
Proceeds from issuance of long-term debt 9,848,183                9,288,799          
Principal payments on long-term debt (2,330,395)              (1,876,785)         
Payment of discount/issuance fees on long-term debt -                          -                     
Interest payments on long-term debt (1,101,086)              (924,662)            
Proceeds from contributed capital 134,209                   1,083,222          
Proceeds from sale of land 262,905                   -                     
Proceeds from sale of capital assets 11,883                     -                     

Net cash used by capital and related financing activities 1,611,609                (7,762,031)         

Cash flows frominvesting activities:
Gain on sale of land 42,095                     -                    
Purchase of investment securities (561,141)                 (956,209)            
Proceeds from sale and maturity of investment securities 943,546                   2,954,238          
Investment and other income 32,102                     94,774               

Net cash provided by investing activities 456,602                   2,092,803          

Net increase (decrease) in cash and cash equivalents 6,514,402                (1,039,041)         

Cash and cash equivalents, beginning of year 2,702,413                3,741,454

Cash and cash equivalents, end of year 9,216,815$              2,702,413$        

Reconciliation of total cash and cash equivalents:

Current assets-cash and cash equivalents 9,028,245$              2,513,571$        
Restricted assets-cash and cash equivalents 188,570                   188,842             

Total cash and cash equivalents 9,216,815$              2,702,413$        
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2014 2013
Reconciliation of operating income to net cash

provided by operating activities:
Operating income 2,576,884$            2,937,568$        

Items to reconcile net operating income to net
cash provided by operations:
Depreciation 3,003,331              2,565,136          
Changes in operation asset and liabilities

Accounts receivable, consumers 8,259                     (142,744)            
Inventories 20,546                   (61,576)              
Prepaid expenses 785                        (10,965)              
Accounts payable (600,016)               (58,970)              
Due to related party (90,867)                 (90,867)              
Compensated absences (2,078)                   (3,893)                
Accrued liabilties (70,653)                 (103,502)            -                        

Net cash provided by operating activities 4,846,191$            5,030,187$        
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NOTE 1 –
 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accounting policies of the Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer 
Commission ("Commission") conform to generally accepted accounting principles (GAAP) applicable to 
governmental enterprise units. The following summary of the more significant policies is presented to assist the 
reader in interpreting the financial statements and other data in this report. These policies should be viewed as 
an integral part of the accompanying financial statements. 
 

 
Reporting Entity 

The Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer Commission is a component 
unit of the City of Henderson, Kentucky. Its purpose is to construct, operate, and maintain water and sewer 
service facilities and supply water to the City of Henderson and surrounding areas. It is legally separate from 
the City of Henderson but its governing body is appointed by the City Commission of Henderson. The financial 
statements presented here are also included in the comprehensive annual financial report of the City of 
Henderson, Kentucky. 
 

 
Basis of Accounting Presentation 

The Commission is a single-enterprise proprietary fund and uses the accrual basis of accounting. Under this 
method, revenues are recorded when earned, and expenses are recognized as soon as they result in liabilities for 
the benefits provided. Proprietary funds are used to account for operations (a) that are financed in a manner 
similar to private business enterprise-where the intent of the governing body is that the costs of providing goods 
or services to the general public on a continuing basis be financed or recovered primarily through user charges 
and (b) that a periodic determination of revenues earned, expenses incurred and/or change in net assets is 
appropriate for capital maintenance, public policy, management control, accountability or other purposes. 
 
The financial statements are prepared on the basis of Governmental Accounting Standards Board (GASB), 
Statement Number 34, Basic Financial Statements, Management Discussion and Analysis for State and Local 
Governments and related standards. 
 
The Henderson Water Utility is accounted for as an enterprise fund. The financial statements are prepared on 
the accrual basis of accounting in accordance with accounting principles generally accepted in the United 
States. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for 
establishing governmental accounting and financial reporting principles. In accordance with the provisions of 
the GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other 
Governmental Entities that use Proprietary Fund Accounting, and GASB Statement No. 62, Codification of 
Accounting and Financial Reporting Guidance Contained in Pre- November 30, 1989 FASB and AICPA 
Pronouncements, the Utility applies all Financial Accounting Standards Board (FASB) statements and 
interpretations issued on or before November 30, 1989 that do not conflict with or contradict GASB 
pronouncements.  
 
Charges for services include revenues based on exchange or exchange-like transactions, namely water and 
sewer use. Program-specific grants and contributions (operating and capital) include revenues arising from 
mandatory and voluntary nonexchange transactions with other governments, organizations, or individuals that 
are restricted for use in a particular program. 
 
Allocation of overhead expenses from one function to another, and within one function, are eliminated in the 
statement of activities so that allocated expenses are reported only by the function in which they are allocated. 
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NOTE 1 –
 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 

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 proprietary fund's principle ongoing operations. The principle operating revenues of the Commission are 
charges to customers for water and sewer usage. Operating expenses include the cost of providing water and 
sewer services, administrative expenses and depreciation on capital assets. Other revenues and expenses are 
reported as non-operating in the financial statements. 

 

 
Measurement Focus 

The Commission's costs of services or “capital maintenance” measurement focus are all financial and economic 
resources. All assets and liabilities associated with the Commission's operations are included in the Statement of 
Net Assets. Depreciation is reported as a cost of operations. 

 

 
Cash and Cash Equivalents 

The Commission considers all highly liquid investments with an original maturity of ninety days or less to be 
cash equivalents.  
 

 
Accounting and Related Services 

 The Water and Sewer Commission has an agreement with the City of Henderson to perform its billing and 
collection services. All monies collected and due to the Commission are maintained in the City of Henderson's 
Utility Clearing Fund and are paid to the Commission on a weekly basis. The City of Henderson also processes 
the recording and payment of vendor invoices and the biweekly payroll processing for the Commission. In 
addition, the City manages the Human Resource functions administration for the Commission. 
 

 
Investments 

KRS 66.480 permits the Commission to invest in U.S Treasury obligations, U.S. Agency obligations, certain 
Federal instruments, repurchase agreements, commercial bank certificates of deposit, savings and loan deposits, 
and the Commonwealth of Kentucky investment pool. Investments are recorded at fair market value based on 
quoted market prices. Any gains or losses are reflected in the statement of income, in accordance with GASB 
No. 31 Accounting and Financial Reporting for Certain Investments and for External Investment Pools. 
 

 
Inventories 

Inventories of chemicals, parts and supplies are recorded at cost using the FIFO method (first in, first out). The 
cost is recorded on an asset when purchased and as an expense when used (consumption method).  
 

 
Restricted Assets 

Restricted assets are cash and cash equivalents, U.S. Treasury obligations and interest receivables whose use is 
limited by legal requirements. Restricted assets represent amounts required by debt covenants to be segregated 
for debt service reserves and future debt payments and accrued interest on long-term debt obligations. 
 

 
Capital Assets 

Capital assets are stated at cost. All materials for capital improvements are capitalized when purchased. 
Construction in progress is not depreciated until completed and placed into service. Interest is capitalized on 
assets constructed and acquired with tax exempt debt. The amount of interest to be capitalized is calculated by 
offsetting interest expense incurred from the date of borrowing until the completion of the project with interest 
earned on the invested proceeds from debt issuance over the same period. 
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NOTE 1 –
 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 

Depreciation rates are based upon estimated useful lives and have been applied on the straight-line method. The 
estimated useful lives are as follows: 

 

Structures, Lines, Mains and Accessories, 
Years 

   and System Improvements       5-50 
 
Equipment, Tools and Accessories, Office Equipment, 
   Shop and Lab Equipment       7-10 
 
Transportation Equipment           5 
 
Rental Property           20 
 

 

 
Debt Issuance Costs  

The City of Henderson Water and Sewerage Commission’s current rate methodology as it relates to contracts 
with certain large industrial concerns, provides for recovery of debt issue costs through its rate structure; 
therefore, the Commission has elected to follow the guidance under GASB No. 62 Codification of Accounting 
and Financial Reporting Guidance Contained in Pre- November 30, 1989 FASB and AICPA Pronouncements, 
rather than GASB No. 65 Items Previously Reported as Assets and Liabilities. Under the guidance of GASB 
No. 62, the debt issuance costs are considered by management to be a regulatory asset and are amortized over 
the life of the related debt. 
 

 
Compensated Absences 

Compensated absences are absences for which employees will be paid, such as vacation and sick leave. A 
liability for compensated absences attributable to services already rendered and that are not contingent on a 
specific event that is outside the control of the Commission and its employees is accrued as employees earn the 
rights to the benefits. Employees of the Water and Sewer Commission are entitled to paid vacations and paid 
sick days, depending on job classification, length of service and other factors. The Commission's policy is to 
recognize the costs of accumulated earned, but unused, vacation and sick pay benefits under the accrual method 
of accounting in accordance with Governmental Accounting Standards No. 16. 
 
Compensated absence activity for the year ended June 30, 2014 was as follows: 
 

Balance Balance
July 01, 2013 Additions Deductions June 30, 2014

Compensated absences 656,752$         -$          (2,078)$     654,674$           

Presented on the statement of net position under the following captions:

Current liabilities-compensated absences 458,272$           
Non-current liabilities-compensated absences 196,402             

654,674$           
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NOTE 1 –
 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 

 
Use of Estimates 

The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions to affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. 
 

 
Deferred Revenue 

The Commission reports deferred revenue on its statement of net assets. Deferred revenues arise when potential 
revenue does not meet both the "measurable" and "available" criteria for recognition in the current period. In 
subsequent periods, when both revenue recognition criteria are met, or when the Commission has a legal claim 
to the resources, the liability for deferred revenue is removed from the statement of net assets and the revenue is 
recognized. 

 

 
Net Position 

Net position presents the difference between assets plus deferred outflows of resources and liabilities plus 
deferred inflows of resources in the statement of net position. Proprietary fund net position is divided into three 
components: 
 

• Invested in capital assets, net of related debt- consist of the historical cost of capital assets less 
accumulated depreciation and less any debt that remains outstanding that was used to finance those 
assets. 
 

• Restricted - consist of net assets that are restricted by the Commission's creditors (for example, through 
debt covenants), by state enabling legislation (through restrictions on shared revenues), by grantors 
(both federal and state), and by other contributors. 
 

• Unrestricted- all other net assets are reported in this category.  
 
When an expense is incurred for purposes for which both restricted and unrestricted net assets are available, 
restricted resources are applied first. 

 
NOTE 2 – 
 

CASH AND CASH EQUIVALENTS 

At June 30, 2014, the Water and Sewer Commission maintained deposits in the amount of $9,216,815 with one 
local financial institution. Of the bank balances, $250,000 was insured by federal deposit insurance and the 
remaining balance was fully collateralized by pledged securities. 
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NOTE 3 – 
 

INVESTMENTS 

Investments are summarized as follows at June 30, 2014 and 2013: 
 

Investment Type Fair Value Less than 1 1-5 6-10

Unrestricted:
   Cash and equivalents 2,500$               2,500$               -$                   -$                   
   U.S. Government Obligations Fund 52,109               52,109               -                     -                     
   U.S. Government Securities 2,002,530          2,002,530          -                     -                     
   Marketable Securities 43,918               43,918               -                     -                     

2,101,057$        2,101,057$        -$                   -$                   

Restricted:
   U.S Government Obligations Fund 1,060,060$        1,060,060$        -$                   -$                   

Investment Type Fair Value Less than 1 1-5 6-10

Unrestricted:
   U.S. Government Obligations Fund 52,672$             52,672$             -$                   -$                   
   U.S. Government Securities 2,000,000          2,000,000          -                     -                     
   Marketable Securities 32,582               32,582               -                     -                     

2,085,254$        2,085,254$        -$                   -$                   

Restricted:
   U.S Government Obligations Fund 1,449,518$        1,449,518$        -$                   -$                   

Investment Maturities (in Years)

Investment Maturities (in Years)
June 30, 2013

June 30, 2014

 
 

 
Interest Rate Risk 

As a means of limiting exposures to fair value losses arising from interest rates, the Commission manages the 
maturities of its investment portfolio. The Commission had approximately $2,000,000 in investments at June 
30, 2014 subject to interest rate risk. The weighted average maturity of these investments was approximately 9 
months, which minimizes any interest rate risk on these securities. 
 

 
Credit Risk 

The Water & Sewer Commission is authorized to invest in U.S. Government backed securities, any corporation 
of the U.S. Government, Certificates of Deposit and Bankers Acceptances issued by highly rated banks, 
commercial paper in the highest rating category, and securities issued by a state or local government rated in 
one of the three highest categories by a nationally recognized rating agency, and any other investment permitted 
by KRS 66.480. 
 
The only exception is the marketable securities owned by the Commission. These securities were obtained by 
the Commission at no cost when the Utility's life insurance provider converted to a publicly-traded company 
from a mutual company in 2002. The approximate fair value at June 30, 2014 was $43,918. 
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NOTE 3 - 
 

INVESTMENTS, CONTINUED 

 
Custodial Credit Risk 

For an investment, the custodial credit risk is the risk that in the event of the failure of the counterparty, the 
Commission will not be able to recover the value of its investments or collateral securities that are in the 
possession of an outside party. All restricted and unrestricted investments of the Commission, except for the 
marketable securities, comprise of uninsured and unregistered investments for which the securities are held by 
the Commission's trustees in their trust department not in the name of the Henderson Water Utility. As of June 
30, 2014, $2,000,000 of the investments in U.S. Government Agency securities is held by and in the name of 
Ohio Valley Financial Group, the counterparty. 
 

 
Concentration of Credit Risk 

The Commission places no limit on the amount that the Commission may invest in any one issuer. More than 5 
percent of the Commission's investments are in U.S. Government Obligations Money Market Funds and U.S. 
Government Agencies' securities. These investments comprised approximately 40% and 59%, respectively, of 
the Commission's total investments. 

 
NOTE 4 -
 

RESTRICTED ASSETS 

Certain assets of the Water and Sewer Commission, which are restricted by bond and loan covenants, consisted 
of the following at June 30, 2014 and 2013: 

 

Cash U.S. Treasury
 Accrued 
Interest Total

Bond Sinking -$          161,272$         1$                    161,273$    
Debt Service Reserve -            898,788 8                      898,796      
Operating Reserve 188,570     -                   -                   188,570      

188,570$   1,060,060$      9$                    1,248,639$ 

Cash U.S. Treasury
 Accrued 
Interest Total

Bond Sinking -$          539,604$         4$                    539,608$    
Debt Service Reserve -            909,914 7                      909,921      
Operating Reserve 188,842 -                   -                   188,842      

188,842$   1,449,518$      11$                  1,638,371$ 

June 30, 2014

June 30, 2013
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NOTE 5 – 
 

CAPITAL ASSETS 

Capital asset activity for the year ending June 30, 2014 consisted of the following: 
 

June 30, 2012 Additions Disposals June 30, 2013 Additions Disposals June 30, 2014
North:

Water pumps and tanks 712,269$           4,998,427$        -$                  5,710,696$        22,000$        -$                 5,732,696$        
Water treatment plant 4,765,159          -                    -                    4,765,159          44,414          -                   4,809,573          
Water transmission and distribution 15,976,424        4,615,632          (25,428)             20,566,628        23,877          -                   20,590,505        
Wastewater lines and collections 12,962,340        5,048,347          -                    18,010,687        8,065,306     -                   26,075,993        
Wastewater pumping stations 2,367,208          35,266               -                    2,402,474          4,311,812     -                   6,714,286          
Wastewater treatment plant 12,125,358        -                    (1,577)               12,123,781        2,820,109     -                   14,943,890        
Stormwater system 7,598,837          4,759,870          -                    12,358,707        17,413          -                   12,376,120        

South: -                    -                    
Water pumps and tanks 1,645,225          -                    -                    1,645,225          -                -                   1,645,225          
Water treatment plant 3,136,477          -                    -                    3,136,477          -                -                   3,136,477          
Water transmission and distribution 1,200,900          -                    -                    1,200,900          -                -                   1,200,900          
Wastewater lines and collections 2,923,222          -                    -                    2,923,222          -                -                   2,923,222          
Wastewater pumping stations 1,035,100          -                    -                    1,035,100          -                -                   1,035,100          
Wastewater treatment plant 8,734,392          -                    -                    8,734,392          5,602            -                   8,739,994          

Administration 809,914             64,876               (10,130)             864,660             17,303          -                   881,963             
System operations center 3,490,853          235,515             (110,642)           3,615,726          126,692        (21,085)            3,721,333          

79,483,678        19,757,933        (147,777)           99,093,834        15,454,528   (21,085)            114,527,277      
Less: accumulated depreciation (41,666,555)      149,307             -2566667 (44,083,915)      21,085          (3,003,332)       (47,066,162)      

37,817,123        19,907,240        (2,714,444)        55,009,919        15,475,613   (3,024,417)       67,461,115        

Construction in progress 20,029,518        15,831,462        (19,422,274)      16,438,706        54,142          (9,113,665)       7,379,183          

Captial assets, net 57,846,641$      35,738,702$      (22,136,718)$    71,448,625$      15,529,755$ (12,138,082)$   74,840,298$      
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NOTE 6 – 
 

LONG-TERM DEBT 

Long-term debt of the Water and Sewer Commission consists of the following as of June 30, 2014 and 2013: 
 

Balance Balance Balance Due Within
June 30, 2012 Additions Deductions June 30, 2013 Additions Deductions June 30, 2014 One Year

Series 2004A Water and Sewer 1,710,000$        -$               (550,000)$       1,160,000$        -$                   (565,000)$          595,000$           595,000$           
Series 2006A Water and Sewer 3,915,000          -                 (190,000)         3,725,000          -                     (195,000)            3,530,000          205,000             
Note to City of Henderson-2010A 9,705,000          -                 (420,000)         9,285,000          -                     (425,000)            8,860,000          430,000             
Note to City of Henderson-2010B 1,472,367          -                 (108,887)         1,363,480          -                     (112,280)            1,251,200          110,470             
Note to City of Henderson-2012A 706,201             9,995,000      (1,121,201)      9,580,000          -                     (415,000)            9,165,000          420,000             
Note to City of Henderson-2013A -                     -                 -                  -                     9,730,000          (410,000)            9,320,000          405,000             
Kentucky Infrastructure Authority -                     
     Assistance Agreement 2,394,901          -                 (122,900)         2,272,001          -                     (128,115)            2,143,887          133,553             

Total long-term debt 19,903,469$      9,995,000$    (2,512,988)$    27,385,481$      9,730,000$        (2,250,395)$       34,865,087$      2,299,023$        

Presented on the statement of net assets under the following captions:

Current portion long-term debt 1,499,023$     
Current portion long-term debt payable
     from restricted assets 800,000          
Long-term debt, net of current portion and
    deferred loss on defeasance of bonds 32,566,064     

34,865,087$   

Principle and interest requirements to retire the Commission's long-term obligation at June 30, 2014 were as follows:

Principal Interest Total
2,299,023$    957,084$        3,256,107$        
1,737,712      911,735          2,649,447          
1,781,276      873,309          2,654,584          
1,819,902      830,949          2,650,851          

2019 1,869,007      785,924          2,654,931          
10,145,998    3,147,122       13,293,120        
9,737,169      1,586,934       11,324,103        
5,475,000      268,838          5,743,838          

34,865,087$  9,361,895$     44,226,981$      

For the fiscal year ending June 30
2015
2016
2017
2018

2020-2024
2025-2029
2030-2033
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NOTE 6 – 
 

LONG-TERM DEBT, CONTINUED 

Other information on the Commission's long-term indebtedness is summarized below:

Interest Rate
Final 

Maturity
Principal 
Balance Security

3.50%-3.75% 11/1/14 595,000$        Utility revenues

3.70%-4.375% 11/1/26 3,530,000$     Utility revenues

4.20% 12/1/26 2,143,887$     Utility revenues

1.40%-5.50% 11/1/30 8,860,000$     Unsecured

2.00%-3.50% 11/1/23 1,251,200$     Unsecured

1.00% 11/1/31 9,165,000$     Unsecured

2.00%-2.75% 11/1/32 9,320,000$     Unsecured

Note payable to City of 
Henderson, (Due annualy 
in amounts ranging from 
$405,000 to $600,000)

Water and Sewer 
Refunding Revenue 
Bonds, Series 2004A (Due 
annually in amounts 
ranging from $550,000 to 

Note payable to City of 
Henderson, (Due annually 
in amounts ranging from 
$415,000 to $640,000)

Water and Sewer 
Refunding Revenue 
Bonds, Series 2006A (Due 
annually in amounts 
ranging from $190,000 to 

Kentucky Infrastructure 
Authority Assistance 
Agreement B94-03 (Due 
semi-annually in amounts 
ranging from $60,881 to 
$108,810)

Note payable to City of 
Henderson, (Due annually 
in amounts ranging from 
$420,000 to $665,000)

Note payable to City of 
Henderson, (Due annually 
in amounts ranging from 
$108,887 to $144,403)
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NOTE 7 – 
 

CAPITAL LEASE OBLIGATIONS 

The Water and Sewer Commission entered into a lease agreement to finance the Stormwater project. This lease 
qualifies as a capital lease for accounting purposes and, therefore, the related assets have been recorded at the 
present value of the future minimum lease payments as of the date of the agreement which totaled $2,475,000. 
The capitalized amount of the lease is being amortized over the life of the assets and is reported as depreciation 
expense. 
 
The following is a summary of the future lease payments required as of June 30, 2014: 
 

KADD 2005-
For the fiscal year ending June 30 Stormwater

2015 163,113$         
2016 169,513           
2017 170,575           
2018 166,525           

2019-2023 839,575           
2024-2028 851,375           
2029-2030 325,250           

Total minimum lease payments* 2,685,925        

Less amount representing interest (825,925)          

Present value of future minimum 
     lease payments 1,860,000$      

 
 
* Interest rate on the capital lease ranges from 4.50% to 5.00% and is imputed based on the lower of the   

Commission's incremental borrowing rate at the inception of the lease or the lessor’s implicit rate of 
return. 

 
Presented on the statement of net assets under the following captions: 

 
Current portion capital lease obligations
     from restricted assets 75,000$           
Capital lease obligations, net of current portion 1,785,000        

1,860,000$      
 

 
NOTE 8 – 
 

COUNTY EMPLOYEES RETIREMENT SYSTEM (CERS) 

The Commission has elected to participate in the County Employee Retirement Systems (CERS), pursuant to 
KRS78.530 administered by the Board of Trustees of the Kentucky Retirement Systems. This is a cost sharing, 
multiple employer defined benefit pension plan, which covers all eligible full-time employees and provides for 
retirement, disability and death benefits to plan members. Benefit contributions and provisions are established 
by statute. 
 
Covered employees are required to contribute 5 percent of their salary to the plan. Covered employees who 
began participation on or after September 1, 2008 are required to contribute 6 percent of their salary to the plan. 
The Commission's contribution rate for employees was 18.89 percent. 
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NOTE 8 – 
 

COUNTY EMPLOYEES RETIREMENT SYSTEM (CERS), CONTINUED 

The Commission's contributions for the fiscal years ending June 30 were as follows: 
 

June 30, Amount

2014 670,271$                       
2013 713,923$                       
2012 908,102$                        

 
Benefits fully vest on reaching five years of service for employees. Aspects of benefits for covered employees 
include retirement after 27 years of service or age 65. Employees who began participation on or after September 
1, 2008 must meet the rule of 87 (members age plus years of service credit must equal 87, and the member must 
be a minimum of 57 years of age) or the member is age 65, with a minimum of 60 months of service credit. 
 
CERS also provides post-retirement health care coverage as follows: 
 

Years of Service
% Paid By Insurance 

Fund

% Paid by Member 
through Payroll 

Deduction

20 or more 100% 0%
15-19 75% 25%
10-14 50% 50%
4-10 25% 75%

Less than 4 0% 100%  
 

As a result of House Bill 290 (2004 General Assembly), medical insurance benefits are calculated differently 
for members who began participation on or after July 1, 2003. Once members reach a minimum vesting period 
of ten years, nonhazardous employees whose participation began on or after July 1, 2003 earn ten dollars per 
month for insurance benefits at retirement for every year of earned service without regard to maximum dollar 
amount. 
 
Historical trend information showing the "CERS" progress in accumulating sufficient assets to pay benefits 
when due is presented in the Kentucky Retirements Systems' annual financial report. This report may be 
obtained by writing the Kentucky Retirement Systems, 1260 Louisville Road, Frankfort, KY 40601-6124, or by 
telephone at (502) 564-4646. 

 
NOTE 9 - 
 

DEFERRED COMPENSATION 

The Commission allows all legible employees to participate in deferred compensation plans administered by the 
Kentucky Public Employees' Deferred Compensation Authority. The Kentucky Public Employees' Deferred 
Compensation Authority is authorized under KRS 18A.230 to 18A.275 to provide administration of tax 
sheltered supplemental retirement plans for all state, public school and university employees and employees of 
local political subdivisions that have elected to participate. These deferred compensation plans permit all full-
time employees to defer a portion of their salary until future years. The deferred compensation is not available 
to employees until termination, retirement, death, or unforeseeable emergency. Participation by eligible 
employees in the deferred compensation plans is voluntary. 
 
Historical trend information showing the Kentucky Public Employees' Deferred Compensation Authority's 
progress in accumulating sufficient assets to pay benefits when due is presented in the Kentucky Public 
Employees' Deferred Compensation Authority's annual financial report. This report may be obtained by writing 
the Kentucky Public Employees' Deferred Compensation Authority at 101 Sea Hero Road, Suite 110, Frankfort, 
KY 40601-8862, or by telephone at (502) 573-7925. 
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NOTE 10 - 
 

RELATED PARTY TRANSACTIONS 

The Water and Sewer Commission's members are appointed by the Mayor and Commissioners of the City of 
Henderson. The Water and Sewer Commission is organized to operate, manage and control the City of 
Henderson's Wastewater and Stormwater Systems and the City of Henderson is contingently liable for the 
outstanding bonded indebtedness (Note 5) of the system in the event user charges are inadequate to fulfill the 
system's debt service requirements. Other transactions with the City of Henderson during the years ended June 
30, 2014 and 2013 were as follows: 
 

a. Payments to the City of $569,991 and $547,001 for the years ended June 30, 2014 and 2013, 
respectively, for data processing; meter-reading; customer service and other services relating to water, 
wastewater and stormwater billings and collections. 
 

b. Payments to the City of Henderson of $400,000 in distributions each year for the years ended June 30, 
2014 and 2013. 
 

c. Payments to the City of $1,069,222 and $1,064,867 for health insurance, for the years ended June 30, 
2014 and 2013, respectively. The Commission participates in the City of Henderson's self-insurance 
plan. Risk is minimized by the purchase of re-insurance for amounts in excess of the stop loss limit. 
Charges are based on amounts determined to fund claims as they become due and payable and are 
adjusted periodically. 
 

d. The Commission has recorded payables to the City of Henderson of $122,629 and $0 as of June 30, 
2014 and 2013, respectively. These payables consisted of electric and gas utility payments, 
reimbursements of street repairs and local payroll tax liabilities. 
 

e. The Commission has recorded receivables from the City of Henderson of $770,008 and $916,898 as of 
June 30, 2014 and 2013, respectively. These receivables related to billings and collections of water and 
wastewater services by the City of Henderson and not yet remitted to the Commission. 
 

f. During December 2010, the City of Henderson issued General Obligation Bonds Series 2010A and 
2010B 
 
The City's General Obligation Bonds, Taxable Series 2010A Build America Bonds, were issued solely 
for the Commission to complete construction of the Downtown Sewer separation project. The City of 
Henderson designated in the bond ordinance that the proceeds of $10,000,000 were solely for the 
benefit of the Commission. The Commission is to fully reimburse the City annually for all require debt 
service payments, net of the Build America bond subsidy received by the City, until the bonds are 
retired. 
 
The City's General Obligation Bonds, Tax-Exempt Series 2010B, were issued to refund various debt 
issues of the City of Henderson and the Commission. The City of Henderson designated in the bond 
ordinance that $1,591,251 of the 2010B issue, which totaled $3,605,000, be used to refund the 
Commission's Kentucky Council of Area Development District 2002 Series 065 debt. The Commission 
is to fully reimburse the City for it pro-rate share of the debt service payments on the 2010B issue. 

 
g. During December 2011, the City of Henderson issued General Obligation Bond Series 2012A. 
 

The City's General Obligation Bonds, Tax-Exempt Series 2012A, were issued solely for the 
Commission to continue construction of the Canoe Creek Phase Two Project and begin construction on 
the new North Wastewater Plan Head Works Project. The City of Henderson designated in the bond 
ordinance that the proceeds of $9,995,000 were solely for the benefit of the Commission. The 
commission is to fully reimburse the City annually for all required debt service payments until the 
bonds are retired. The proceeds from the bond issue are held in a restricted construction fund by the 
City and are transferred to the Commission as needed for project costs. 
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NOTE 10 - 
 

RELATED PARTY TRANSACTIONS, CONTINUED 

h. During October 2013, the City of Henderson issued General Obligation Bond Series 2013A 
 

The City's General Obligation Bonds, Tax-Exempt Series 2013A, were used to complete construction 
of the Canoe Creek Phase Two Project and continue construction on the North Wastewater Plan Head 
Works Project. The City of Henderson designated in the bond ordinance that the proceeds of 
$9,730,000 were solely for the benefit of the Commission. The Commission is to fully reimburse the 
City annually for all required debt service payments until the bonds are retired. The proceeds from the 
bond issue are held in a restricted construction fund by the City and are transferred to the Commission 
as needed for project costs. 
 

NOTE 11 – 
 

COMMITMENTS AND CONTRACTUAL OBLIGATIONS 

The Commission operates a secondary water and wastewater treatment facility located in Southeastern 
Henderson County, Kentucky, capable of producing 4 million gallons on a daily basis. The commission has an 
inter-local agreement with the Counties of Henderson, McLean and Webster to share equally in the debt service 
in the event adequate funds are not generated by this facility to cover the amount of the annual debt service. The 
commission also has agreements to provide water to the following communities: 

 
a. City of Sebree: 
 

In September 1995, the Water and Sewer Commission entered into an agreement with the City of 
Sebree, Kentucky whereby the Commission agrees to sell and deliver to the City and the City agrees to 
purchase and receive from the Commission all of the water and sewer services required by the City, 
The agreement outlines a specific rate, which will be charged by the Commission to the City for water 
and sewer service. Sales to the City of Sebree totaled $273,664 and $280,299 for the years ended June 
30, 2014 and 2013, respectively. 

 
b. City of Beech Grove: 

 
In April 1997, the Water and Sewer Commission entered into an agreement with the Beech Grove 
Water System, whereby the Commission agrees to sell and deliver to the System and the System will 
purchase and receive from the Commission all of the water services required by the System. The 
agreement outlines a specific rate, which will be charged by the Commission to the system for water 
service. The term of the contract will be forty years, expiring in April 2037. Sales to the Beech Grove 
Water System totaled $175,301 and $184,016 for the years ended June 30, 2014 and 2013, 
respectively. 

 
c. City of Corydon: 

 
In June 1993, the Water and Sewer Commission entered into an agreement with the City of Corydon, 
Kentucky whereby the Commission agrees to sell and deliver to the City and the City agrees to 
purchase and receive from the Commission all of the sewer services required by the City. The 
agreement outlines a specific rate, which will be charged by the Commission to the City for sewer 
service. The term of the contract will be forty years expiring in July 2033. Sales to the City of Corydon 
totaled $36,054 and $43,378 for the years ended June 30, 2014 and 2013, respectively. 
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NOTE 11 – 
 

COMMITMENTS AND CONTRACTUAL OBLIGATIONS, CONTINUED 

d. Henderson County Water District: 
 
In June 1989, the Water and Sewer Commission entered into an agreement with the Henderson County 
Water District, whereby the Commission agrees to sell and deliver to the District and the District will 
purchase and receive from the Commission all of the water services required by the District. The 
agreement outlines a specific rate, which will be charged by the Commission to the District for water 
service. The term of the contract will be forty years, expiring in July 2029. Sales to the Henderson 
County Water District totaled $1,118,314 and $1,129,802 for the years ended June 30, 2014 and 2013, 
respectively. 

 
e. Tyson Foods, Inc.: 

 
In November 1994, amended February 1998 and October 2000, the Water and Sewer Commission 
entered into an agreement with Tyson Foods, Inc. (formerly Hudson Foods, Inc.) whereby the 
Commission agrees to sell and  deliver to Tyson and Tyson agrees to purchase and receive from the 
Commission all of the water and sewer service. The term of the contract will be twenty years, expiring 
in June 2018. Sales to Tyson foods, Inc. totaled $5,371,934 and $5,308,764 for the years ended June 
30, 2014 and 2013, respectively. 

 
f. International Paper Company (formerly Weyerhaeuser Company): 

 
In January 1996, amended October 1998, and July 1999, the Water and Sewer Commission entered 
into an agreement with the International Paper Company (formerly Weyerhaeuser Company) whereby 
the Commission agrees to sell and deliver to the International Paper Company and the International 
Paper Company agrees to purchase and receive from the Commission all of the water and sewer 
services required by the International Paper Company. The agreement outlines a specific rate, which 
will be charged by the Commission to the International Paper Company for water and sewer service. 
Sales to the International Paper Company totaled $1,960,457 and $1,726,104 for the years ended June 
30, 2014 and 2013, respectively. 

 
g. Big Rivers Electric Corporation: 

 
In March 1995, the Water and Sewer Commission entered into an agreement with Big Rivers Electric 
Corporation, whereby the Commission agrees to sell and deliver to Big Rivers Electric Corporation 
and Big Rivers Electric Corporation will receive from the Commission all of the water and sewer 
services required by Big Rivers Electric Corporation. The agreement outlines that no rate or fee will be 
charged by the Commission to Big Rivers Electric Company for water and sewer service on 50,000 
and 20,000 gallons, respectively, per day. The terms of the contract state that it continues until 
terminated by either party with one year notice. The commission has elected to waive any charge for 
sewer service in excess of the 20,000 gallons per day limit as well, effective July 1, 2008. This waiver 
was approved due to the fact that Big Rivers Electric Corporation provides power for pumping 
equipment at the South Water Treatment Plan free of charge to the Commission. 

 
NOTE 12 - 
 

CONCENTRATION OF SALES 

For the year ended June 30, 2014, three industrial customers account for $8,450,706 in sales and surcharges for 
approximately 48% of the Commission's total operating revenues. For the year ended June 30, 2013, sales 
attributable to these companies were $8,164,670 or approximately 48% of total revenues. 
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NOTE 13 - 
 

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 risks of loss, including workers' compensation. Settled claims resulting from these 
risks have not exceeded commercial insurance overage in any of the past three fiscal years. 

 
NOTE 14 - 
 

DEFEASANCE ON ADVANCED REFUNDING 

During December 2010, the City of Henderson issued on behalf of the Henderson Water Utility, City of 
Henderson, General Obligation Refunding Bond Series 2010B in the aggregate principal amount of $3,605,000. 
The proceeds of the Bonds were used to provide funds for the refunding of certain City of Henderson debt 
obligations and the Henderson Water Utility debt described as follows: 
 

Kentucky Council of Area Development District, Series
2002 Capital Lease, maturing Novermber 20, 2011
through November 20, 2023 1,470,000$      

 
 

To accomplish such refunding, the City purchased certain direct obligations of the United States of America 
which bear interest and matured in such a manner as to pay the debt service of the defeased debt. These direct 
obligations of the United State of America were deposited with the Trustee in a refunding escrow account and 
pledged to pay debt service and interest on the bonds to be refunded when due, through the June 1, 2012 
redemption (call) date. 
 
The KADD Series 2002 debt was called and paid off on December 30, 2012 and is no longer legally deemed to 
be outstanding, nor is the Commission bound under its provisions. 

 
 
 

For the Commission's portion of the refunding, after payment of the new debt issuance costs, the proceeds from 
the new debt totaled $1,565,962. The direct United States of America obligations acquired with the proceeds of 
the new debt will yield 2.6171617% and will be applied as follows: 
 
Deposit to the Bond Refunding Escrow Account the present value of the debt service requirement to service the 
old debt (discounted at the appropriate yield for each issue): 

 
Total required deposits 1,591,251$      

Deposits from proceeds of new debt 1,591,251$      

Proceeds from new debt invested in direct
     United States of America obligations 1,565,962        

Debt issuance costs 21,370             

Discount on new bonds 3,919               

New debt 1,591,251$      
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NOTE 14 - 
 

DEFEASANCE ON ADVANCED REFUNDING, CONTINUED 

The cash flow effect and the economic gain of this refunding are shown below: 
 

KADD 
2002

2010B Series 
Bond Difference

Cash flow required to service 
     bonds to maturity 2,011,713$  1,916,255$      95,458$      

 
 

The economic gain is the difference between the present value of the 2002 KADD debt service requirements 
and the present value of the Commission's allocated portion of the 2010B Series Bonds debt service 
requirements, adjusted for additional cash paid and discounted at the effective rate of the 2010B Series Bonds. 
The economic gain on the advance refunding is $95,458. 
 
The deferred amount on the advance refunding required to be recorded and amortized in future periods is as 
follows: 
 

KADD
2002 Series

Carrying amout of old debt as of December 30, 2010:
     Principal 1,470,000$      

1,470,000        
New debt:
     Principal 1,591,251$      
     Less: Discount on debt (3,919)              
     Less: Debt issuance costs (21,370)            

1,565,962        
Deferred amount on KADD 2002 Series advance refunding (95,962)$          

 
 
NOTE 15 – 
 

CONTINGENCIES 

On August 30, 2007, a Consent Judgment between Henderson Water Utility and the Commonwealth of 
Kentucky was accepted by the Franklin Circuit Court under Civil Action 07-CI-1250. Under the terms of the 
Consent Judgment Henderson Water Utility had committed to complete improvements to its sewer system 
infrastructure in order to comply with certain regulatory requirements of the Federal Clean Water Act. 
 
The Consent Judgment required the development of a Long Term Control Plan and identify sewer system 
infrastructure improvements that when completed would bring the Commission's combined sewer system into 
regulatory compliance. 
 
The Long Term Control Plan (LTCP) was submitted to the Kentucky Environmental & Public Protection 
Cabinet (EPPC) and the U.S. Environmental Protection Agency (EPA) in March 2009 and that LTCP was 
approved by both agencies in April 2012. The projects identified in the Commission's LTCP must be completed 
no later than December 2017 under an Administrative Order issued by the EPA. 
 
Several major components of the LTCP have already been completed and other major components are currently 
under construction, or are under design. Based upon construction costs for completed projects; currently 
approved construction budgets; and estimate costs of projects under design; the final estimated cost to complete 
the LTCP and satisfy this component of the Consent Judgment is approximately $42 million. The current 
estimate of costs remaining as of June 30, 2014 is $8 million. 
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NOTE 16- 
 

CHANGE IN ACCOUNTING PRINCIPLE 

For the fiscal year ended June 30, 2014, the Commission implemented GASB No. 65 Items Previously Reported 
as Assets and Liabilities. Under GASB No. 65 defeasnace on refundings of debt were treated as a deferred 
outflow of resources. Bond issuance costs were not expensed the year incurred due to the rate determination of 
major customers.  Further details can be found in Note 1 to the Financial Statements under the heading ‘Debt 
Issuance Costs’. 

 
NOTE 17 - 
 

SUBSEQUENT EVENTS 

The date to which events occurring after June 30, 2014, the date of the most recent statement of net assets have 
been evaluated for possible adjustment to the financial statements or disclosure is October 17, 2014, which is 
the date on which the financial statements were available to be issued. 

 



Henderson Water Utility –  
City of Henderson, Kentucky - Water and Sewer Commission 

Supplemental Schedule of Revenues, Expenses and Changes in Net Position by Division 
For the fiscal year ended June 30, 2014 

 

See independent auditors’ report. 
29 

 

North 
Water

North 
Wastewater Storm water South Water

South 
Wastewater Total

Operating revenues:
Sales 4,896,587$  6,984,492$        -$                   2,565,923$        2,892,609$  17,339,611$      
Penalties, surcharges and fees 76,507         256,851 -                     495                    58,876 392,729             

Total operating revenues 4,973,094    7,241,343          -                     2,566,418          2,951,485    17,732,340        

Operating expenses:
Water pumps and tanks 143,830 -                     -                     24,694               -              168,524             
Depreciation 211,380 -                     -                     35,237               -              246,617             
Water intake and treatment 1,856,536 -                     -                     1,877,003          -              3,733,539          
Depreciation 161,179 -                     -                     137,871             -              299,050             
Water transmission 1,675,353 -                     -                     8,889                 -              1,684,242          
Depreciation 518,545 -                     -                     38,927               -              557,472             
Wastewater pumping stations -               1,448,492 -                     -                     128,328       1,576,820          
Depreciation -               133,449 -                     -                     58,382         191,831             
Wastewater lines and collections -               690,821 -                     -                     -              690,821             
Depreciation -               434,059 -                     -                     179,264       613,323             
Wastewater pretreatment and treatment -               2,361,363 -                     -                     1,539,117    3,900,480          
Depreciation -               381,805 -                     -                     422,678       804,483             
Stormwater -               -                     397,699 -                     -              397,699             
Depreciation -               -                     290,555 -                     -              290,555             

4,566,823    5,449,989          688,254             2,122,621          2,327,769    15,155,456        
  Operating income (loss) 406,271       1,791,354          (688,254)            443,797             623,716       2,576,884          

Non-operating income (expense):
Investment income 29,481         -                     -                     -                     -              29,481               
Loss on sale/impairment of assets 53,978         -                     -                     -                     -              53,978               
Bond issuance costs -               -                     -                     -                     -              -                    
Miscellaneous 9,152           -                     -                     -                     -              9,152                 
Interest expense (161,164)      (657,306)            (223,440)            (46,822)              (60,239)       (1,148,971)        
Amortization (10,497)        (18,304)              (6,099)                -                     (640)            (35,540)             

Total non-operaing income (expense) (79,050)        (675,610)            (229,539)            (46,822)              (60,879)       (1,091,900)        

Change in net position before contributions
   and transfers 327,221$     1,115,744$        (917,793)$          396,975$           562,837$     1,484,984$        
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North 
Water

North 
Wastewater Storm water South Water

South 
Wastewater Total

Operating revenues:
Sales 4,869,683$  6,525,341$        -$                   2,398,204$        2,852,893$  16,646,121$      
Penalties, surcharges and fees 95,559         234,847 -                     1,384                 46,806         378,596             

Total operating revenues 4,965,242    6,760,188          -                     2,399,588          2,899,699    17,024,717        

Operating expenses:
Water pumps and tanks 127,265       -                     -                     7,222                 -              134,487             
Depreciation 74,562         -                     -                     35,134               -              109,696             
Water intake and treatment 1,932,471    -                     -                     1,686,592          -              3,619,063          
Depreciation 177,877       -                     -                     133,883             -              311,760             
Water transmission 1,414,206    -                     -                     43,424               -              1,457,630          
Depreciation 442,079       -                     -                     40,566               -              482,645             
Wastewater pumping stations -               1,113,940          -                     -                     82,272         1,196,212          
Depreciation -               90,791               -                     -                     56,650         147,441             
Wastewater lines and collections -               683,323             -                     -                     -              683,323             
Depreciation -               367,161             -                     -                     179,264       546,425             
Wastewater pretreatment and treatment -               2,499,880          -                     -                     1,530,748    4,030,628          
Depreciation -               326,802             -                     -                     425,024       751,826             
Stormwater -               -                     400,670             -                     -              400,670             
Depreciation -               -                     215,343             -                     -              215,343             

4,168,460    5,081,897          616,013             1,946,821          2,273,958    14,087,149        
  Operating income (loss) 796,782       1,678,291          (616,013)            452,767             625,741       2,937,568          

Non-operating income (expense):
Investment income 23,462         (3,561)                -                     -                     -              19,901               
Loss on sale/impairment of assets 60,625         -                     -                     -                     -              60,625               
Miscellaneous 28,627         2,760                 -                     -                     -              31,387               
Interest expense (172,325)      (443,322)            (228,371)            (49,439)              (63,511)       (956,968)           
Amortization (10,657)        (29,906)              (6,213)                -                     (640)            (47,416)             

Total non-operaing income (expense) (70,268)        (474,029)            (234,584)            (49,439)              (64,151)       (892,471)           

Change in net position before contributions
   and transfers 726,514$     1,204,262$        (850,597)$          403,328$           561,590$     2,045,097$        
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INDEPENDENT AUDITORS' 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 
 

Board of Commissioners 
Henderson Water Utility - City of Henderson, Kentucky - Water and Sewer 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, the financial statements of the Henderson Water Utility - City of Henderson, Kentucky 
- Water and Sewer  Commission, as of and for the year ended June 30, 2014, and the related notes to the financial 
statements, which collectively comprise the City of Henderson, Kentucky - Water and Sewer Commission’s basic 
financial statements and have issued our report thereon dated October 17, 2014. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered Henderson Water Utility - City of 
Henderson, Kentucky - Water and Sewer 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 opinions 
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Henderson 
Water Utility - City of Henderson, Kentucky - Water and Sewer Commission 's internal control. Accordingly, we do 
not express an opinion on the effectiveness of City of Henderson, Kentucky - Water and Sewer 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 a combination of deficiencies, in internal 
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will 
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to 
merit attention by those charged with governance. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this section and 
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant 
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified. 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 Henderson Water Utility - City of Henderson, Kentucky - 
Water and Sewer 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. 
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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 
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on 
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards 
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any 
other purpose. 
 
 
 
Myriad CPA Group, LLC 
Henderson, Kentucky 
October 17, 2014 


