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Attachment H

The market indicated common equity cost rate range consists of data used from the barometer groups
and is based on a series of calculations to average the DCF methods.

Market Based Returns on Common Equity *
August 8,2019

Water Company Barometer Group

Cost Rates
%
(1) Current DCF 9.24
(2) 52-Week Average DCF 9.36
(3) Average DCF 9.30
(4) Market Indicated Common Equity Cost Rate Range 8.02-10.58
@ 1 standard deviation around the mean.”
(5) CAPM Check of DCF Reasonableness 9.02
(6) Recent Commission Approved ROEs’: *
*None within last two years

(7) Distribution System Improvement Charge (DSIC) Return®: 9.95%

! As calculated by the Bureau of Technical Utility Services

? Standard Deviation of 14 DCF observations

? ROEs from base rate cases within last two yearsfully litigated or stipulated for DSIC purposes
* Commission authorized Return on Equity (ROE) for DSIC purposes

Any questions concerning DSIC should be directed to Andrew Herster
of the Bureau of Technical Utility Services at (717) 783-5392.
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ESPECIALLY NOTEWORTHY:
This week we welcorme Avalara, Inc.
to the Survey. The company is a cloud-

‘ based platform that helps businesses -

manage their tax complzance responsi-
bilities. Our inaugural review can be
found on page 1819.

Meanwhile, di verstﬁed products maker
and Dow-30 member United Tech-
nologies and aerospace and defense
equipment manufacturer Raytheon
have agreed to a nierger of equdls.
There has been some push 'back sur-
rounding the hoped- for tie-up, however.

v Page 1782,

Elsewhere, Parker-Hanmﬁn Corp. is
looking to build upon its leading posi-
tion as a diversified manufacturer of
motion and conirol tech
systems, announcmg th t.hias agreed
to purchase engineered; products and.
materials maker LORPIE; rporatzon

Sée page 1771. ‘

We think fellow mdustrtal products
maker MSC Industrial Direct Co,
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of investor. Page 1 721
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Value Line’s estimates: of sales and earnings érowth-; for'individyal> =

companies are derived by correlating sales, earnings, and"dividends

to appropriate components or subcompotients of the Gross Domestic

Product, presented below. A more detailed forecast appears periodi-
“cally in Selection & Opinion. AT

_HYPOTHESIZED ECONOMIC ..
ENVIRONMENT 3 TO 5 YEARS HENCE

i

- The hypothesized 2022-2024 economic environment into which earn-

ings are forecast is as follows: Uneniployment will average about
4.0%-4.5% of the national labor force. There will be no'major war in
progress at that time. Industrial production will be expanding slowly.

ECONOMIC SERIES

the 'brbéd-based GDP deflator will advance by 2.3%-2.5% per year, on

- average, Long-term interest rates on AAA corporate bonds are projected

to average about 4.0%-4.5% in the years 2022-2024, We expect the Fed-
eral Reserve to pursue moderately tighter monetary. policies except, in
years in which the economy is slowing or there is a recession, Based on

..these assumptions; the Gross Domestic Product will average more than
: $25,200 billion in the years 2022-2024, alevel that is roughly 23% above

the estimated 2018 total of nearly $20,500 billion.

Things.may‘turn out djffeljentiy But in the absence of knowledge of the
future, we use the above assumptions, which appear to be most plau-
sible. Thus we are able to apply a common-economic environment to all

Inflation will ‘continue to be relatively modest. Prices.as measured by stocks for the purpose of measuring relative growth potential, " -
e THESE ARE THE NATIONAL INCOME SERIES TOWHICH VALUE LINE SALES, EARNINGS; AND DIVIDEND ESTIMATES ARE CORRELATED =~~~ -~

ANNUAL STATISTICS - 008 2000 2000 2011 2012 2013 2014 2015 2016 2017 218 2016 2020* 202224

Gross Domestic Product ($BilL) 14713 14449 14992 15543 16197 16785 17522 - 18219 18707 . 19485 . 20494 - 21418 22358 25251
Real GDP (2012 Chained $Bill.) 15606 15209 15599 - 15841 16197 - 16495 © 16900 17387 17659 18051 18566 - 19068 19451 - 20420
Total Gonsumption-($Bill.)" ] 10593 10460 10643 10844 . 11007 11167~ 11494 - 11922 12248 * 12550 12888 13212 13595 14626
Nonresidential Fixed Irvestment ($8ill) 1994 1704 1781 1935 2119 2206 2357 2400 2404 2538 2714 2809- 2908 3116 -
Industrial Prod. (% Change, Annualized). .34 -113 5.7 33 28 1.9. 37 " 33 06 87 40 < 07 .10 05
Housing Starts (Mill. Units) . 0.90 0.55 0.59 0.61 0.78 093 - 1.00 1.41 118 121 1.25 1.20 1277 133
Total Light Vehicle Sales (Mil!. Units) 13.2 104 11.6 12.7 144 15.5 164 174 175 172 172 16:8 166 165"
Personal Savings Rate (%)’ o 50 - 61 56 57 - 76 48 48 .76 6.7 6.7 68 . 63 6.1 50
National Unemployment Rate (%) : -~ 587 93 96 8.9 8.1 74 6.2 53 49 44 - 39 37 36 7 43
AAA Corp Bond Rate (%) . 56 5.3 49 46 37 42742 39 37 38 39 38 -0 40 45
10-Year Treasury Note Rate (%) 37 ©33 .. 32 28 18 24 25 22 1.9 23 29 27 28 , 3.3

3-Month Treasury, Bill Rate (%) 14 0.2 0.1 o1 T od 0.1 01 041 0.3 0.9 1.9 24 25 24

ANNUAL RATES OF CHANGE : o v R . K
Lol 03 28 25 16 22" 18 - 25 29 1§ 22 29 - 27 29 15

: 19 08 12 20 18 16 18 09 16 20 21 19 247 24

38 03 16 31 21 4546 04 18 - 21 22 ¢ 23 29 - o4

QUARTERLY ANNUALIZED RATES C o m - S a0 : 220

) R ond . 3d 4th CoAst Tondt U 8t 4t Istt . 2nd* a4t

Grdss Domestic Prodiict (§Bii) - 20041 20412 20658 20865 21077 "~ 21297 121530 21766 22004 2245 22477, 22706

Real GDP (2012 Chained $Bill) 18324 18512 18665 18765 - 18913 © 19017 19120 19220 - . 19315 . 19411 19498 19580 .

Total Consumption ($Bill) 12723, 12842 12953 13032 - 13071 13168~ 13259. 13351 13447 13546~ 13647 - 13741 .
_Non(esidentialFixegi Investment ($Bill) 2654 2710 2727 2763 |, 2782 2795 . 28160 - 2844 -, 2872 2897 - 2920 2942 .—-
Industrial Production (% Change; Annualized) 2.3 46" 52 40 .03 05" 15 12 1.0 10 - 10 10

Housing Starts (Mil. Units) 132 126 123 119 119 12000 1200 122 125 127 128 . 128"

Total Light Véhicle Sales (Mill. Units) 174 172 169 175 189 168 . 167 187 167 166 166 165

*Estimated B
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In the second quarter, stocks in the Water Utility
- Imdustry continued to cutperform the broader
. market averages. This goes against conventional
- wisdom that this group is for defensive accounts.
Yields on many of the equities, followed here
‘have declined sharply due to. their strong show-
ing. Thus, the question can be asked: Is this sector
for traditional income-oriented investors? With
- the yields so low, other fixed income-and équity-
* securities look more attractive by comparisomn.
. The fundamentals of the Water Industry remain
the same. Following years of under investment,
companies are now spending heavily to upgrade
- and replaced old pipelines and to be in.compliance
" with EPA rules. Since this is '
‘the relationshiy
thorities is of critical importance. o
cquisition of small water districts by larger;
ore icient utilities:is'a trend that should con-
~tinue; if not accelerate. .. -
. 'We think most investors can find more appeal-
ing alternatives elsewhere: B

Another Great Quarter.

o In.thé th‘ree-lﬁqnﬁh» pé_x;idd 'e,ﬁdéd June 30th, many

equities in the Water Utility group.posted double-digit

advances. This compares favorably to the S&P500 Index higs

.gain of 4%, and continues a streak of outperforming the

stock market over the past several years. Traditionally, gize
utility stocks are usually purchased by risk-averse in-.

vestors looking for income. These equities would typi-
‘cally decrease less in price duringbear markets, and lag
‘during bull matkets. This has clearly not been the case
the past few years. Indeed, because the industry’s show-
ing, the average yield on a water stock is 40 basis points
lower than the 2.2% Value Line median. =~ = =

: Waﬁér Stocks Versus 'l‘reasuranlls

. Since the last Federal Reserve meeting, when it indi-
cated that monetary policy would be more accommoda-
tive if the economy stalled, the yield on the three-month’
Treasury bills has fallen to the current 2.17% at press
time. This cornpares to average yield on a water utility of
1.77%. Moreover, securities backed by the U.S. govern-
ment are virtually risk frée, while water. utility stocks
are subject to everything from construction and regula-
tory risk, to a major pull back in the market averages.
On the plus side, these stocks don’t offer a fixed divi-
dend. Depending upon the utility, annual payout can
increases are 4% to 10%. . Sl
Another possibility is that the market has made a
. secular change in the method used to values this group.
Many have considered the Water Utility Industry to be
. ‘overvalued for some time, but it has continued to move
higher. Based on P/E. ratios and other key financial
metrics, the group trades-at a very high premium.
Subscribers will notice that many of these stocks are
already trading well within our Target Price Range
projections out to 2022-2024. .

Industry Fundamentals Are Unchanged

Basically, the domestic water market consists of thou-
sands of small, municipally run districts. The nine
companies that we cover in the following pages are

WATER UTILITY INDUSTRY_

3 agi . 8 THAYCo
s is a regulated business, - '
hip between utilities and state au-

INDUSTRY TIMELINESS: 15 (of 87)

publicly owned by shareholders._ln any 'c'a,s.e, just about
every water company is inyolved in a substantial -con-
struction program. For decades, investment in upgrad-

- ing-older assets here was insufficient. Hence; just about
‘all members of this segment are now playing catchup.:

Fortunately, regulators realize that water customers’
bills were too low (relative to other utilities) to cover all
of the rebuildinig costs:The ‘relationship between regu-
lators and water companies has been, fot the most-part, .
very constructive. This hag resulted in-more funds being
id:: fo ital projects. Indeed, replacing all of these
st more than $1 trillion dollars
ver the next 2 ars. According ‘to thé American
Society of Civil Engineers, most of the pipe laid in the
U.S. was done go in the early to mid-20th century, That
‘wouild make most pipes being between 75 and 100 years
old. (It.should be noted that civil engineers would benefit

‘over the next 25

- from in¢reased investment.)

§ another major tre.'r'_;id“: that is inder-

- Consolidati

“way, Large utilities, such as American Water Works,

have ‘been very active on the acquisition front. Since

- many utilities are small, their operations are very inef-

ficient. They also lack the capital required to fund
construction programs to upgrade and modernize their

pelines and- wastewater facilities. So. far,
worked out well for both parties. The
¢an eliminate a large amount of redun-
uce costs significantly. This increases the
te bases; which is what regulators allow

them to earn'a return on. The end result is that small

- water disttiéts are seeing more investment and the level

of service has improved. At the same time, thanks to fair’
regulatory treatment, water utilities are able to be
profitable. . - '

As we' disé_ﬁssed abdve, this group appears to be fully
valued, Conservative investors should note that in spite

.of many of these stocks having low Beta co-efficients and

very predictable ‘earnings, they may carry more risk
than appears at first glance. For example, should Wall
Street decide to rotaté out of this sector, volatility could
spike. As always, we advise subscribers to read each
individual report before investing to better understand a
company’s particular risk profile. .
S Co James A. Flood

~ Water Utility
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.)
1000 — — ’

S s
V\'\\\/«M/J

2013 2014 2015 2016 2017 2018 2019
index: June, 1967 = 100 )

600

- 400

300
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5% | 36%| 31%| 25% | 25% | 29%| 29% | 30% | 32% | 84% | 27% | 26% | 22% | 22% | 20% | 18% | *"° |ivgAnnIDiv'd Vield 26%
CAPITAL STRUCTURE as of 3/31/19 3610 3989 | 4193 | 4660 4721 | 4658 | 4566 [ 4361 | 4406 4368 | 460[. 475 [Revénues (Smil) 590
Total Debt $416.9 mill._Due in§ ¥rs $100.7 mill 205.] .2 420.).. 544 611 ] 605| 507 | 694( 639 7200 . 78.0)NetProfit(Simill). 103
LT Debt $376.6 mill. L nterest S240mill. 35 9% 384% | 384% | 36.6% | 36.0% | 220% | 23.0% | 23.0% [Income TaxRate 75.0% |
: o (St Caply 32% el e | 28%0 o1 M| 70% [AFUDC%toNetProfit | 1.0%
Léasés, Uncapltalizad: Annialrentals $2.6 mit, [ 45.9% 39.1% | 41:1% | 394% | 38.0% | 405% | 420% | 45.0% |Long-TermDebtRatlo | 46.0%
Pension Assets-12/18$162,5 mill. - 541% "60:9% | 58.9% |"60.6% | 62.0%.| 59.5% | 58.0% | 55.0% |CommonEquityRatio | 540%
L - Obtig: $196.1 mill 665.0 8326 | 7915 | 8153 | 8549 | 9384 1010 1115 |Total Capital (Smill) -1350:
Pfd Stock None S - | 8664 | 855 7.6} 9815 [1003.5 |1060.8 111509 | 1205.0 | 12063  1360:) 1435 | Net Plant(§ill) 1650
Coimmon Stock 36,795,218 shs, 5% | 76% [aith o 83% | 8% | 86% | 0% | B6% | 9% | 79%| 80%| 6.0% [RetunonTolaiCap | 9.0%
as'of /219 8.2%- 11.0%2111Q:3% | 11:0%: | 127% | 120% | 13.0% | 121% | 131% | 114% | 12.0% | 12.5% Return onShr. Equity | 14.0%
L ' 8.2% | 11.0%:|103%. | 11:9% | 12.7% |- 12.0% | 18.0% | 12.1% [ 13.1%.| 114% | 12.0% | 12.5% |Return owCom Equity | 14.0%
MARKET CAP: $2.7 billion (Wid Cap) 32% | 58% | 53% [ 66% | 68% | 57% | 60% | 53% | 6.2% | 45% | 50% | 5.0% |RelaedtoComEq - | 5.5%
vcuwlam POSITION 2017 2018 3/81719 | * 61% | 47%'|" 49% | 45% | 47 | 50% | 54% | 56% | S52% | 61% | 60%| 60% |AlDiv'dstoNetProf | 62%
Cash Assets .2 741 1.8 | BUSINESS: American States Water Co. operates as a holding ~ water & wastewater services to U.S. military bases throughits
Accts Receivable (261 234 175 | company. Through fis princlpal subsictary, Goiden State Water Co,, ASUS sub. Sold Ghaparral Gity Wir. of AZ. (6/11). Employs about
8ther t Asset —1—5—%—52- % : —1%%58-’ it supphies water {259,919 custoinérs In 70 cities in 10 countles. .15 BiackRock, Inc. owns 15.1% of out. shares; Vanguard, 11.5%;
Ag;::r":a Zﬁes 510 595  5ap | Sonvice areas include the metropoltan arsas of Los Angeles and” off. & dir. 1:2%. (4119 Proxy). Chalman: Lioyd Ross. Pres. & CEO:
Déht D'uey © 593 40.3 "3 | Orangé Counties.The:company-also provides electricity to 24,353, -Rober} Sprowls.. Inc: CA, Addr.: 630 East; Foothill Bivd., San. Dimas,
Other . .. 464 . 46.8 54,1 | customers in Big Bear Lake and San Bernardino Cnty. Provides CA 91773, Tel: 909-394-3600. Intemet:wiiw.aswater.com,
Cutfent Liab. 1567, 1466 1076 American - States Water has been While the rate of growth may slow here,

ANNUAL RATES' Past  Past Estd*16-18| gramted rate relief. In June; the Califor- many military bases are privatizing their
of change (per sh). Wst'o/_ §¥is. 10922 | pia Public Utility Commission (CPUC) water services, and we expect the company

Revenues o5 ao%  45% | handed down a final ruling on the Golden to win a fair share of this new business.
Eamings 90% 45% 80% | State Water (GSWC) subsidiary’s 2017 Sincé this sector is noaregulated, earnings
Dividends =~ * - 7.5% 9.0% - 95% | petition seeking to raise customers’ bills. from here: are not capped, as they are in
Book Value 50% 40% 50% Actually, the CPUC- agreed ‘to a prior the utility-operations. ’

Cal- | OQUARTERLYREVENUES(Smil) | Full | settlement made betweéen the utility. and ‘Earnings prospects are good. The im-
endar, | Mar31" Jun. 30 8ep.30 Dac.d1| Year | the CPUC’s Public Advocate Office.  Ac-- plementation. of higher rates together with
20161 935 1120 1238 1068. | 436 cording to the ruling, the increased reve- the greater contributions. from ASUS
2017 | 988 1132 1244 1042 | 4408 nue will be retroactive to-the beginning of should enable American States’ share net
2018 | 947 1089 1242 1110 | 4368 this year California works on a three-year to rise by double digits in 2019. Next year
201941017 115 190 1133 | 460 | cycle, so rates are now established through *should be solid too, as share earnings
220 | 105 122 133 117 | 475 | 9021, which removes some of GSWC’s reg- could increase another 7%. '

Cal- | . EARNINGS PER SHAREA™ Full | ulatory risk. The water utility was also au- These timely shares do not hold much
endar | Mar.31 Jun. 30 Sep.30 Déc. 31, Vear | thorized to spend $335 million'to upgrade - appeal for utility investors. Like many
2016-| .28 45 50 30 | 162| existing pipelines and other assets. - in this group, AWR has soared in value

207 | 34 "6 5 35| 18| The nonregulated operations = are over the past few years. Thus, income-
018 2 44 &2 3 | 172| hoosting the bottom line. Through its oriented investors could probably do bet-

2019 | 36 52 68 . 40 1195 ASUS subsidiary, American States pro- ter elsewhere. (As an alternative, the
2020 ! 35 60 .70 A5 2'1-0 vides water services to U.S. military bases. three-month Treasury note offers a higher
Cal- | QUARTERLYDIDENDSPAID®= | pui | In the first quarter, this sector was . yield while being virtually risk free.) At.
endar |Mar31 Jun30 Sep.30 Decd1! Year | respomsible for 31% of the company’s net the recent quotation, all of American

2015 | 213 213 224 224 87 | income, compared to 17% in the similar States’ positives appear to be reflected in
2016 | 224 224 224 242 91} year-ago period. Increased -earnings were the stock price. Indeed, the equity is trad-
2017 | 242 242 255 255 991 the result of ongoing construction at Fort ing close to the high end of its projected |
2018 | 255 285 275 275 | 106| Riley, KS along with greater management 2022-2024 Target Price Range.

! 2019 | 275 275 4 fees from more activity at other bases. James A. Flood July 12, 2019
ke : (A): Primary earnings. Excludes.nonrecurring | (B) Dividends historically paid in early March, Cg In millions, adjusted for split. Company’s Financial Strength A
v ains/(losses): ‘04, 7¢; '05, 13¢; '06, 3¢; '08, | June, September, and December, @ Div'd rein--{ (D} Includes intangibles. As of 3/31A18; Stock’s Price Stability 85
h ?‘14¢); i’1(}i {23¢); '11, 10¢. Next earnings report | vestment plan available. 1.1 million/$0.03 a share. Erice Growth Persistence 88
e mid-August. ' i 1 |

© 2013~ Valua: Line, Inc. Al righis: reserved. Faclual material is obtained from sources befieved to be reliable and is provided without warranties of anxl kind
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publi is strictly for subscriber's own, non-commercidl, intemal use. No pa
of it may be: repfoduced, resold, stbred.or transmitted in any frinted, electronic or ather form, or used for genierating or marketing any printed or electronic publication, sewvice or product.
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ANNUAL RATES Past

Past Est'd'16-'18

of change (ersh) 10Yrs.  5¥Yrs: . to'22-'24
Revenugs - .0%: .5% 4.0%
"“Cash Flow” 185%  6.0% 7.0%
Earnings -« B.5% 9.5%
Dividénds -~ 105%  9.0%
Book Value 156%  4.0% 5.0%
Cal- |  GUARTERLY REVENUES (§ mill) Full
endar | Mar.31 Jun, 30 Sep.30 Dec.31| Year
2016 | 7430 8270 930.0 802.0| 3302.0
2017 | 7560 8440 9360 821.0f 3357.0
2018 | 7610 8530 9760 850.0] 3440.0
2019 | 8130 902 1025 900 ‘| 3640
2020 | 835 950 1080 950 | 3815
Cal- | EARNINGSPERSHAREA | g
endar” | Mar.31 Jun, 30 Sep. 30 Dec. 31 Year
2016 A6 77 B3 57 | 262
2017 52 73 112 01 | 238
2018 59 81 1.03 82 | 315
2019 62 90 120 .88 | 360
2020 | .60 .88 125 112 | 3.85
Cal- |  QUARTERLY DIVIDENDS PAID &a Full |
endar | (a3t Jun30 Sep.30 Decdi| Year
2015 | .3 34 34 1.33
2016 | 34 g5 375 35| 147
2017 | 375 415 416 M5 162
2018 | 415 455 455 455 | 178
2019 | 455 50

‘Shiares of American Water Works comn-
timue to soar. Once again, the water utili-
ty’s stock has outperformed the S&P 500
by a wide margin. In the second quarter,
AWK rose over 11%, versus a 4% increase
in the broader market. This trend has
been ongoing since mid-2015. ]

Our ranking system favors the stock.
AWK is ranked Highest (1) for relative
price performance in the year ahead.
Based on other financial metries, such as
P/E ratio and dividend yield, however, the

| ‘equity seems more than fully valued,

Long-term imvestors should avoid this
equity; Indeed, the price of AWK almost
exceeded our Target Price Range projec-
tion through 2022-2024. Most of this can
probably be  attributed to the Federal
Reserve’s indicating that monetary policy
ill be easier going forward. Income-
oriented accounts should be aware that
they can get a higher yield with much less
risk by owning the three-month Treasury
note. In any case, only those who believe
there is a secular shift under way in how
the market evaluates water stocks should
consider AWK,
The company’s earnings and dividemd

" prospects ~ ¥éemain bright.

? R R P - | RECENT Y Trailing: 36.4Y) | RELATIVE oo @/ VL 8
AMEHH@AN W&TER NYSE-awi PHICE ﬁ&?g RATIO 32:@ (Med!ar?: 19.0) PIE RATIO Eﬂngg Yib - 198 (] dﬂ?@
meiess 1 i [ 98] 5] 0T T R 0] G0 07| 2] M| 6] MA|m3| | | Lametvissamme
SAFETY - & Newnisios: LEGENDS : :

2 hu " di oy e Ao 200 |
TECHNICAL Raised 7/1219 e o el T30
BETA. .60 (1.00 = Market) Options: Yes =~ . »
m hadefi’aieé.lnqlcates recession ‘ ‘”'I °. EEEEEE PP 100 |

Price  Gain Rle.{m‘ et 80
High 120 ('+5%; 3% VAN : i P 60
Low. 80 (-30%) -6% Ll ZS
Insider Decisions e L

SONDJEMAM 7 Ja™ 30
By 002000000 Lt . \
e 10000000 e P . N S R S ] .
Institutional Decisions | X Oy ’ T e T ATGZ%;:U%%%E;

-402018 102019 T -
why 290 a6 ap4| heet 2] SR o ws Gz T
i 15459 155778 165045 | 0 7 | ‘ Sy 1612 358
2003:| 2004 | 2005 [2006% 2007= [ 20087.2009.12010 2011 [2012 [2013 [2014 [2015 (2016 2017 [2018.[20719 2020 | SVALUELINE PUB.LEC| 22-24
] e se] 1308|1384 | 1461771308 1549 [ 1518 1 1625 | 1628.| 1678 | 1772 | 1854 | 18B1| 10047 79.95| 2095 |Revenues per sh 2380
.. .- 65| ddr| 287| 289 386 | 373 427 436 475 513| 526 | 514} 615:|- 675 7.05|"CashFlow” persh 8.30
-- - d97 | d214 | 110} 125 153 172 211 206 239 264 262 238 | 315:| ‘360 3.85 |Earnings persh A 470
- - R A0 82{ 86 801 121 B4 | 121 133 | 147 162 178 1.96 | - 2.10 |Divd Decl'd per sh.Ba 2.75
s -- =i 4811 474 63T 450 |- 4381 527 | 525°|. 550 | 5.33.] .651 736|804 [ 8781 8.75] - 9.15Cap’l Spending per sh 9.00
.- --| 2386 | 28.39| 25.64| 2091 | 2350 | .2441 | 2511 | 2652 | 27.39 | 28.25 29.24 | 3013 | 3242'). .34.55 | -36.55 |Book Value per sh © 41.25
5 - -|160:00°] 160.00 | 160.00.].174.63 | 175:00 | 175.66 ] 176.99 | 178.25 | 170.46 | 178:28 | 178.0 | 178.44 | 180,68 | 787.00| 182.00 |Comman Shs Qutst'g © | 189.00
.- - sel ey =] 188 16671 146] 168 67| 199| 200{ 205 277 38| 273 Boidfighres are |Avg Ann'l PE Ralio . - 215
. - | o Ad4| M04|. 93] 105| 106| 142| 105 103 | 145| 170| 147| vewelLie |Relative PIERatlo 1.20
bbb el e 10% ) 42% | 3% | 34% | 34% | 20% | 25% | 25% | 20% | 20% | 21% ] U I AvgAnelDivdVield . | 2.8%
CAPITAL STRUCTURE as of 3/31/18 24407 | 27107 | 26662 | 2676.9° 29019 | 3011.3 | 3159.0.( 33020 | 3357.0 | 34400°|  3615| 3815 |Reveniies (Smil). |- 4500
Total Debt $8831.0 mil. Due in 6 Yr$ $1555.0mil. | 9099 | 267.8 | 3049 | 3743 | 3693 | 4298 | 4760 | 4680 | 4260 | 5670 -850 700 |NetProfit (fmity 830
LT Debt §75620mi. " LT Interest $326.0mi. g7g% | 40.4% | 995% | 0% | 30.1% | 394% | 0.1% | 302% | 33% | 282% | 21.0% | 210% [lncome Tax Rale 21.0%
. (BB%ofCap)- e B e | 2% BA% | --f o e-| - | BA%| 40% | 50%| 50% [AFUDC%toNetProfit | 5.0%
Léases, Uncapitalized: Annual ientals $17.0-mil. | 56.9% | "568% | 85.7% | 53.9% | 524% | 524% | 637% | 52.4% | 547% | 563% | 57.0% | 50.0% |Long-Term DebtRatio | 59.0%
Penslon Assets12/18 $1499.0 mill . 43.1% | 43.2% | 44.2% | 46.1% | 47.6% | 474% | 46.2% | 47.5% | 45.3% | 43.6% | 43.0% | 42.0% |Common Equity Ratio . | 47.0%
- Oblig, $1882.0 mif. 9269.0|°9561.3 | 9580.3 | 8636.5 | 9940.7 | 10364 | 10011 | 10067 | 11875 | 13433°| 14800.|" 15700 |Total-Capital (mill) 18800
Pid Stock §7.0mill.  Prd Div'd §.4 mill 10524 | 11059 | 11021 | 11730 | 12391 | 12900 | 13933 | 14902'| 16246 | 17400 | 18500 | 19500 |Net Plant (Smil) | -22500
Gommon Stack 180,518,810 shs. 8% [ 44% | 48% | 54% | Bi% | 85% | 57% | 56% . 49% | '54% | 55%| 5.5% [RetunonToialCap’l | 6.0%
as of 4/25/19 : §2% | 68% | 72% | 84% | 78% | -87% | 94% | 90% | 79% | 97% | 10.5% | 10.5% |Return onShr.Equity | "17.5%
) L 5% | 65% ] 7.2% | 84% | 78% | 87% | 94% |..90% | 7.9% | 9.7% | 10.5% | 10.5% |Return on Com Equity | 11.5%
MARKET CAP: $20.9 billion (Large Cap) 18% | 28% | 35% | 36% | 47% [ 43% | 47% | 40% | 25%| 42%| 50%| 50% [RetalnedtoComEq | 5.0% |
: cuaﬂﬁ&T POSITION 2017 = 2018 3/3119 | 65% 56% | 52%.{ .57% | 40% | 50% .50% | 56% | 68% | 56% | 4% 55% [AllDiv'dstoNetProf | 59%
1'Cash Assets 82 158 85 | BUSINESS: American Water Works Coripany, Inc. Is the. largest . maiket accotinting for 24%. of regulated revenuss; Penhsylvania,
Auccts Receivable 272 . 304 307 investor-owned wafer and wastewater utilly in the U.S., providing. 23%. Has 7,100 employees. The Vanguard Grp, owns 11:0% of
8}:‘3’ t Assat ‘ ....g.g_g _gg_f gg;’ services-fo more than 14 million peopls in 46.states ‘and -Ontario, outstanding shares; BlackRock, Inc., 7.9%; officers & directors; less
Acg:r:'-‘a _Zﬁ: 105 75 %0 Canada. Nonregulaied business assists. municipalities.and military ~ than 1.0%. (319 Proxy). President & GEQ: Susan N.'Story. Chair-
Debt Dug E 1227. 1035 1269 | bases-with.the maintenance and upkeep as wall. Regulated opera- man; George- MacKenzie, Address: 1 Water Strest, Camden, NJ
Other .903 884 757:| tions.made up 87% of 2018 revenues. New Jersey.is Its largest 08102, Tel.. 856-346-8200. Intemet: wivw.amwater.com.
|Current Liab. < 2325 2094 2156

In - 2018,
American Water had a very strong first
two quarters.thanks to rate hikes. Still, we
think that share earnings were able to
equal these “difficult comparisons. The
water utility’s acquisition strategy (see be--
low) and cost-control efforts are the driv-
ing force behind  the strong . bottom:line
growth, which we expect to continue.

Acquisition activity should pick up in
the second half, The first two quarters of
this year were quiet as American Water
only purchased five water districts, which
added 4,700 customers. By the end of
2019, however, nine additional purchases
are expected to be closed for 62,000 cus-
tomers. . These opportunities exist because

" of the fragmented nature of the water in-

dustry. The company can absorb smaller
districts and use economies of scale to op-
erate them more profitably.

The capital budget is considerable.
American Water has a five year-con-
struction budget of $8.3 billion. More debt
will be required to finance this program,
but we expect the company’s balance sheet
to remain in adequate shape.

James A. Flood July 12, 2019

(A) Diluted eamings. Excludes nonrecur. | ings report due August 1st. Quarterly earnings | (C) In miions. (D) Includes intangibles. On
losses: '08, $4.62; '09, $2,63; '11, $0.07. Disc. | do not sum in *16 due fo rounding. .
oper.: ‘06, ($0.04); '11, $0.03; '12, ($0.10); | (B) Dividends paid in March, June, September, | (E) Pro forma numbers for '06 & '07.

"13,($0.01). GAAP used as of 2014. Next earn- | and December. ® Div. reinvestment available.

©- 2019 Valus Ling, Inc, All rights resep tual material is obtained from sources believed to be rellable and is provided without wamanties of an
THE P fmﬁﬁﬁé&@é’ﬁﬁb&lﬁgldw&\ons OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, intemal use. Klo part
of it may-be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for ganerating or marketing any printed or slectronic publication, service or product.

3/31/19: $1.655 billlon, $9.17/share.

Company'’s Financial Strength B+
Stoclk’s Price Stabiity 100
Price Growth Persistence 85

kind. [
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Toeness 3wt | (0] VS T 5L 03 W] B B3] | B m I E BT Target Price Fange
SAFETY 2 masdswe | LEGENDS L _ I R Bt . |202212023 2024
| | 2 s - éf\?ige)&%w?netgggs F?gte - S P - 80
! TH CHN!CA L Reled 76/19 +++ « Relative Price Strength ] 5 - ol )
BETA- 70 (1.00=Market) g-f?.m gg{h’: s SToid 5 - - LTI T Tr 28.
[ 2022-24 PROJECTIONS ot saea idicci _4- S Y UG b T N N RO R N 7
- iyl Tota N TR Y R T - 4
| o S8 (R e RS B TR —
I H o 9 Lttty iingy : s e T e
] I 3“0 1% _ ” - - _ —~7 v
i insider Decisions SPILy el L S i5
p (NI :
: SONDJFMA ! 5 1L -
By 00400000 _— e R e I —— .10
| " nstitufional Decisions | & . . g %-T°T'T§,§"ﬁﬁ'ﬁ,’,‘,§.. :
L S QN8 100 | poroene 15 bl . : s L] o 0 STOCK DX |
i toBu 208 241 238 sharas 10 Uit - Y N : = SR N S e »;yp ’E’gg 42 =
taSel 180 213 184 yraded 5 danlll ! : | i d ——i 3yr. 8 87 .
Hid's(000) 99521 101230 103658 .. g 1 - Syr., 783, 353 |
2003 | 2004 |-2005 [ 2006 | 2007 2008 ['2009 [2010 [ 2011 {2012 [2013 2014 [2015 2016 2017 12018 12019 |2020 | OVALUELINE PUB. [0 55:37
2381 278| 308| 323 asi| 371] 93| 421] 410| 43| am 437 | A8t 482" 456 T 471| 498|425 Revenues per sh 570
Tl BT o) a0t 1900 14| 129| 142| 45| 1s1| fe2| e 167-) 207 | 22| 1804 190| 220 [“Cash Flow” per sh 205
) 5 57 s 57| s| 2 72| 83| 7| 118| tep 4 1321 1351 108 120 14 Eamingspersh A 200
M) 9] &2 | B 4| | 41| s0| s4| 5| e 8| 74| 79| 85| 88| 8 |DivdDecidpersh Ba | 125
1061 18] 147 164 43| 188 766 189110 TSSO | 207 | aie | 260 | 2T | 28|28 CapTSpending persh |~ 275 |
L 4271 ATV| 504) 557) 585| 625] 650| 681| 721.790| 83| 907 . 78] 1043 | 1102 | 1128 | 1530 16.15 |BookValue persh 18.20
15431 16897 | 16127 | 16541 | 166.75 | 169.21 | 17061 | 17246 | 77360 | 77545 117783 17859 | 17654 | 177,39 | T77.1 | 178,00 | 216,00 | 27700 Common SkS Outst'g © [ 220,00
2451 5T\ SB[ WT[ 0| 048] BI| AT A3 A T mETt 235129 [T\ 328 | Baidfiglres ave | Avg ARRTPIE Raflo 207
140) 133\ 1691 187| 170| 150| 154| 134| 134 129 119109 |- 148 |- 125 | 1241 176 Vatiatine | Relative P/E Ratio 135
A5%T A% 18% | 18% | 21% [ 28%) 319 1% | 28% | 28% | 24% | 26% | 26% | 23% | 2.4% | 24% | *TPER - dyg An't Divid Vield 26%
'CAPITAL STRUGTURE as of /31119 o | G081 7261 7120 | 75787 7685 | 7769 | 6142 | 609 | 8095 | 8381|900 840 [Revenues Gmill | 7250
Total Debt $2652,0:mill. Duein5 Yra$698.8mil. | 1044 | 1240 | 1a4g | 1531 2050; 2139 | 20189342 | 2997 | 19207 - 25 05 NetProfit (Smil) - | 45
.| LT Debt$2463.0 mil: '-T'"}g;s/s‘of%io,g'"t 4% | 2% 8% [ 390% [100% [105% | 68% | 8% | 66% | 66%] NHF | 5.0% Inéome Tax Rats = | 30.0%
Rt : Lot oo 0% ) 24% | 31% | 38% | 63% | 68% ] 125%] 10.0% AFUDC % to et Profit | 10.0%
Parision: Assets-12/i8 $239.0 mill. % | 52.7% [ 4B.5% [485% [0.3% | 484% | 506% | B4A4% | G15% | G25% Long-Term iebtRatlo . | 54.5%
s B Oblig. $282.0 mill. 47.3%: | 511% |:515% | 49.7% | 51:6% [ A94%. | 45.6% | 48.5% | 47:5% Common Equify Ratio | 45.5%
| Pfd Stock None - 2 '26468']. 29297 ['3003.6 | 3216.0°| 34695 | 36677 | 39654 44078 [ 7200|7400 |Yotal Capital (3l 8800
(o o Ao 215,735,266 sheres S221 | 94603 | 96129 | 09862 | 4167.3 | 4020 | 46089 [ 50015 | 53099 15930 | 6200 | 6400 Nt lank (i 7200.

56% | 5.9% |- 6.9% 66% | 80% | 78% | 6% |- 7.6% STA% [65% | 25% | 5.0% Returti on Total Cap't 6:5%
: o ) 94% | 106% | 116% |11.0% | 13:4% | 12.9% |177% 127% -1122%. | 96% | 7.5% | ..8.5% |Return on She. Equity 11.0%
MARKET CAP: $8.8 billion {Large Cap) 8.4% | 106% |-11.6% | 11.0% | 134%. | 12.9% | 11.7% 2% [ 42.2% | ~96% | 75% |  8:5% |Return on Com Equity | 11.0%.

(CURRENTPOSITION - 2017 2018 331719 | 2.7% | 37% | . 46% | 4.3% 67% | 81% | 47% ["56% | 51% [ 21% | 20%| 30% BetanedtoComEq - | 4,0%
o ($MILL. . - . 7% | 6% | 60% | B1% | 50% | 52% | 60% | 5e% | 59% | 79% |- 73% | . 63% [AllDiv'ds o Net Prof 68%
Cash Assets . 42 36 4.1 . i . _ - - T AL Sadbr] E - - -
Receivables - 986 10i.2 96.4.1 BUSINESS: Aqua. America, Inc. is the holding company for water - residantial; %;. commerclal;: 16%; industrial, wastewater & other,
g‘t‘ﬁeef‘{‘f’fy (AvgCst) 123 ;3'2 ;g? and wastewater utilities:that serve- apgroximately tiree milllon resi- ~ 26%. Off. & dir. own less than-1% of the common stock; Vanguiard
Ciirrent Assets m —W7_2 —m dents-in- Pennsylvania (responsible. for §3%-of-2018 revenues), -@roup; 1 ;. Blackrock, ‘Inc, -9.5%; State Street Capital,. 4.9%
Acéts Péyable 59'2 77';.3 55'1 Ohio, Texas, Hlinofs, Nonh,Carol_ina, New Jersey,- Indiana, and. Virs" (3119 Proxy). President & Chlgf Executive - Officer: Christopher
) Debt Dug-+ 117.4 1800 - 189.0 | ginia. Has 1,570 employees: Acquired AquaSource, 713;-Norh - Franklin. Ing.: PA Addr.: 762 West Lancaster Avenue, Bryn Mawr, .
‘Other . - - 107.9 * 161.7 - 190.0 | Maine Utilties, 7/15; and--others. Water. supply Teveriugs: 2018; ~ PA 19010. Tel.i-610-525-1400; irternet: Www.aquaamerica.com.
qurgntklab-_ 2645 3900 4341 Aqua America ought to receive fimal about * $11 ‘billion. With continued up-
ANNUAL RATES Past Past Est'd'16-18| approval soom for a large acquisitiomn. grades. .and  expansion to both the water
onghanglejépsetsh) 19'23{’37 51‘{’59;,/ ‘“;25'3/4 | Last October, the water utility announced and:natural gas businesses, .management
:-:-C;’;',‘ Flow" 5% 50% 4o | that it would: purchase-all of People’s Nat-- believes the rate base could grow 7%-10%
'| Earnings’ 80% 55% 80% | ural:Gas for $4.275 billion in cash as well annually. . - K .
' gggﬁﬁ?g@e 675;5:;: 8% 89% | as agsume about $1.4 billion in debt. The Treatment by regulators could be dif-

ki - —1. Federal ‘Trade- Commission and regulators = feremt. Most state authorities are working
Cal- | .. QUARTERLY REVENUES (Smil) | Full| in Kentucky and West Virginia bave al- together “with ~water. utilities. to improve
endar |Mar.31_Jun.30 Sep30 Dec.dt| Vear ready provided their consent. Permission the nation’s water infrastructure, which is
2016 11926 2039 2266 1968 | 819.9 | from authorities “in Pennsylvania is the ' badly in. need -of repair. Gag and electric
2017 -1187.8 - 2034 2150 2033 1 8095 | final hurdle. . _ S utilitie§. have . a. more complicated rela-
2018 11943 2119 2062 2057 | g38.t The balance sheet has already started  tionship with: their overseers, One positive
2019 12011 2239 245 230 900 | 4o change. In the second quarter,” Aqua - is ‘that most of “both operations are in
2020 215 25 250__ 240 o issued over 37 million new shares, increas- Pennsylvania. where the. water company
| -€ak EARNINGS PER SHARE A Full. | ing the share count by 20%. (The Canadi- has a solid relationship with the state. -

endar |Mar31 Jun30 Sep0 Decdt| Year| pp Pension Plan agreed to take 21.7 mil: Imvestor sentiment has turned very
20167 29 834 4 3 | 132 lion of them.) Also, $900 million in 10- and ‘positive for the stock, The value of WTR
17128 M 43 0 135 30-year bonds were sold with coupon rates increased 15% in the second ‘quarter com-
018 1 29 M q | o1l averaged below 4%. Foo, $690 million . pared to the SEP 500%s 4% gain. This out-
gg;g 2% g gg gg ;ig was raised selling “tangible equity units.” performance is even more impressive con~
e : : - : —1 (Please note that our earnings.: presentation sidering ‘the ‘dilution caused by the sub-
Cal- - | QUARTERLY DIVIDENDS PAID ® = Pul | will not reflect the Peoples Gas purchase stantial increase in shares outstanding. In
endar |Mar31 Jund0 Sep.30. Dec3i| Vear until the deal closes. Our figures do in. any case, the equity is only expected to be
2005 | 165 165 478 78 | 69| clude recent financing activities, however,) a ‘market performer in the year ahead.
2016 | 178 178 1913 1913 | 74 The new entity has good, but less 'And‘aceounts that only want exposure to
.| 20T 1918 1918 2047 o047 | 79 well-defined, prospects. When the deal the water_sector may find better alterna-

2018 | 2047 2047 219 219 85 is' completed, the company will have 1.75 tives elsewhere in thé group.

019 .’-2 1921 - million connections and a rate base of James A. Flood July 12, 2019
(A) Diluted egs. Excl. nonrec. gains; 08, 3¢; " | (B) Dividends historically paid in early March, - [(D) Includes intangibles: 3/31/19, $53.1 Company’s Financial Strength A
12, 18¢. Excl, gain from disc. operations: 12, | June, Sept. & Dec. & Div'd, reinvestment plan | mill./50.25.a share. - . .. | -Sfock’s Price Stab!l:ty - . 95
713, 9¢; "4, 11¢. May not sum due to available (5% discount). Price Growth Persistence 65

- ounding. Next eamings report due August 6th, | (C) In millions, adjusted for stock splits., - C. Earnings Predictability
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4 . s STOCK  INDEX
I R | [ 1yr. 322 12 [
AN AL i 3yr. 534 &7 [
. ‘ ﬁﬂ]]mmﬂj_ Syr. 1340 353 [ -
201012011 12012 [2013 | 2074 |2015 [2016 12017 | 2018 | 2019 [2020 | < OVALUELINE PUB.TLC[22-24
1105|1200 | 1334 | 12,23 | 1250 | 1229 | 1270°| "1889.{- 1453 | 1445 14.90{Revenues per sh 15.50°
193] 207 232 221 247 ( 22228 [ 300( 3| 3.05| 335 “Cash Flow"per sh 3,60
g 86 102 102 149] " 94| 101 | 140 136( 140( %70 [Eaimings:per sh A 200
80 621 83| . 64 66 (67| .89 J2] - 75 .78 82 |Div'd Decl'd persh B *| - 1,05
297 28313041288 | 276 | 3B9Y 4R | 5407565 405 4.00 |CapTSpending persh 3.65
1045 | 1078 11.28-] 4254 11341 | 1341 { 1375 | <1444 1519 | 15.45 | 15.80 {Book Vdlue per sh © 17.00
477 [ 4182 | 4198.| 4774 | 4781 | 4785.] 47.97 | 4BOT | 4807 | 48.50 | 49.00 |Common Shs Oitstg O | 5000
203 2A31 179 20T 17 {248 | 208 269 ' -30.3 | Botd fighres are [Avg Ann’l PIE Rafio 23.0
1291 1841 4] {431 1041 25| 185 | 435| 164| Valellie Rcltive PIE Rati 1.25
U 32% | B4% | 5% i B.4% | 28% | °29% | 28% | 18% | 18% ] ™ | pug AnnDivd Vield 2.5%
4604 | 5018 | 5600 | 6841 [ 5975 | 5884 | 6094 | 6669 gsl2| 700|730 |Revenues (3millE 775
6| 377 | 361 4261 473 567 | 4507 487 .- . 056 6807 835 |NetProfit($mill) 100
> | 89:8%. | 405% |-37:6% | 30:3%. | 33.0%. ] 36 245% | 21.0% | 21.0%. (Income Tax Rate 21.0%
bl 42% | 7.6% | B8.0% | 48% |. 27% | 4 81%: |- 5:0% | 5.0% |AFUDC % to-NetProfit |- 5.0%
- A74% {524% [1510%. | 41.8% H1.6% | 40:1% | 444 49.3% | 48.5% | 45.5% |Long-Term DebtRatio- |- 38.0%
52.9%.{ 47.6%. |.48.3% | 52:2% |.58.4% | 50.9% 1.55:6% | 50:1% | 51.5% | 54.5% |Common Equity Ratlo 62.0%
70497 047 | 9315 | 60822 | 10249 | 10459 | 1164: 3| 14402 | 1450 | 1425 [Total Capital (mil) 1375
1198.1.-1994.3 | 1383.1°| 1457.1 |1515:8 | 15804 | 17 4223271 2300 | 2385 |NetPlant ($mill) 2500
6% | 5.5% | 55% | -63% | 6.0% | 63% | 5.2% T 59% | 55%| 70% [RelumonTotalCapT | 8.5%
: : ) 86% | "66% [ B0% | 8.0% | 79% | -9.1% | 7 00% | 9.0% | 11.0% [Return on Shr. Equity 12.0%
Jouein oo L o96% |- 8.6% | 80% | 9.0% | 79%.| 94% |7 90% | 9.0% | 11.0% [Return.on Com Equity 12:0%
| MARKET CAP: $2.4 bliion (Hid Cap) [ 38% | 30% | 23% | 4% | 34% | 43% | 2 40% | 40% | 5.5% [RetainedtoComEq. | 5.6%
| CURHENT POSITION : 2017 2018 /3119 | 60% | ‘68% | 71% | 62% | 56% | 55% | 71% { 8% | 51%| '65% | 86%| 48% |Al Dividsto Net Prof 53%
;| CashiAssets- - g48- 472 602 | BUSINESS: Calforia Water Service Growip provides regulated-and: quired Ri’ Grande' Corp; West Hawai Utlities (9/08). Reveriue
|Other © . 1334 1415 1325 | nonsquiated waler ‘service fo- 486,900: customers- in 100-com-. ~ breakdown, "18: residential, 67%; business, 19%; industrial. 5%;
2279 1887 1927 | munities in the state of Callforia. -Accounts for over 94% of total - ‘public: authorities, 5%; other 4%. Off and dir. own 1% of common
: = 28‘1‘8 : 1?8:8 288-3“ custorhers. Also operates in:Washinigton; New Mexico; ahd Hawall: stock:(4/19 proxy). Has 1,184 employess. Pres, and .GEO: Martin
; 1060 556 30.1 Mein Sgivice areas::San: Francisco Bay aies, Sacraménfo Valley, A. Kropelnickl. Inc.; DE. Addr:: 1720 North First St,, San Jose,.CA
: 0. "3272 9840 | Salihaé Vailsy, San Joaquin Valley & pans of Los:Angelesi Ac- -95112:4598, Tel.: 408-367-8200. Interngt: www.calwatergroup.com.

‘California - Water - Service . Group
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- conditions resulted in a

‘Bivide 0 0% -
18 okValle .. 45%: 45%  25%
: QUARTERLY REVENUES (S miI)E 1 pyn
endar: | Mar31. Jun.30- Sep.30: . Dec:31 | Vear-
2016 -[ 12177 162:6 1843 1510 | 6004
-3017-. 11221 1.7. 1620 | 666.9
2018 113461749 : 2213 - 1674 | 696.2
201911261 180 - 225 1689 | 700
2020 140" 185 - 230 175 | 730,
‘cal- 1. - EARNINGSPERSHAREA .- | pyy
eridar | Mard1--dun.30: Sep.30- Dée.31) Vear
20161 02 24 4881 ] 101
A7 02 - .89 70 297 ] 140
2018 ). d02- - 3. 75 .32 1 136
o019 | dis 400 79 7 | 140
00 | 08, 42 .80 4D | 170
Cal [ QUARTERLYDIVIDENDS PAID 8= | Ry
endar | #ar3t Jun30- 5ep.30 - Dec.3i| Vear
2015 {675 .1675 1675 1675 . .67
; 2016 | 4795 a725 4725 4725 | .89
2017-| 48.. A8 .48 a8 | 72
2018 | 1875 875 1875 4875 .75
/|29 [.dg7s 1975

| posted a surprise share deficit of $0.16

16 start 2019.- The March-period figure
widened on ‘a year-ever-year:basis, missing
both-our and the. Street’s expectations by:a
congiderable’ - margin.. Urnderpinning the
gharp déecline in net income ‘was a laundry
list of increased operating expenses, name-

' Iy " employeéé - wages, "' depreciation - and

amortization; . maintenance, 'and " outside
services, as well as. higher income taxes

| and interest expense. Weather also played
1 a -role -in the disappointing " first-quarter

showing. Heavy: rain and prelonged wiriter
$7.1 million’ con-
traction in acérued unbilled revenue.

| Accordingly, we are shaving a guarter

from our: current-year bottom:-line es-

. timate, to $1.40 a share. Share net-ought.
" to ‘rebound as we progress ‘through 2019,

as rate increases and collected funds used-
for " construction ramp up. However, we
may be spurred to revisit -our profit fore-
casts if management is unable to effective-
ly corral operating costs.. On point, our
2020 earnings. call is being lowered a nick-

“el, to:$1.70 a share, though this new fore-

cast could well prove conservative.

‘'The company remains emtrenched in

its lomg-term capital investment plam.
-Over-the coming three to five years, Cali-
fornia. ‘Water is poised to allocate roughly
$750 million to bolster its aging infrastruc-
tire.: This is in addition to spending close
to $300 million in previous years. On bal-
ance, we think the upgrades, which focus
‘primarily on’ revamping watér pipe sys-
‘tems -and’ improving treatment plant pro-
cesses, ought to bear fruit. Lastly, some of
this spending is likely to be recouped in
thé form of additional rate hikes.
Shares of the West Coast water utility
have fallen two notches on our Timeli-
ness Ranking Scale; to'3, and are now
just an Average selection for the year
ahead. Thus, near-term oriented accounts
should turn their -attention elsewhere at
this. juncture. Further, CWT stock has
been on: an ‘impressive price run over the
past three years, with the stock recently
topping out around $55 per share. In our
view, this may be an opportunistic time for
seasoned investors to take some profits.
Upside 3- to 5-years out is also limited at
current levels.

Nicholas P. Patrikis July 12, 2019

(B} Dividends histori_calgfpaid in latg Feb;, -

May; Aug:, and Nov. &

THE PYRE

of it may’ be"repi

iv'd reinvestment plan | (D)

(A) Saslc‘Els,S. Excl. nqn’recurf_ing gain (loss): | aval . o
"1, 4¢. Next'eamings-report due late August. [.(C) Incl. intangible assets. In *18 : $24.7 mil.,-

able. :

{E) Excludes non-reg. rev.

sh.
In millions, adjusted for splits.
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to Sel 55, . 48 56| fraded 4 o B EEDVEE] XN A . ; 3yr. 318 337
Hds0w). 5777. Ho0B . G165 | o o) ! IRTHH Sy 1315 353
2003 | 2004 1 2005 | 2006 2007 [2608{ 2009 [ 2010 (2011 [2012 {2013 (2014 |2015 2016 [2017 | 2018 [2079 [2020 | O VALUELNEPUB.LLC|22-24 -
591 60a| set| 5e8| 705[. 724| 693| 765| 793( 947| 829| 6d5| 858 877 87| 968 1025| 11.00|Revenues pef sh 13.20
1801 91| 182| f52| 180(. 195 193] 204| 211 264| 263 207| 38| 331 | 346| 293| -475| 4.0 |“Cash Fiow” persh 47
1.15 R A G| A p 119 1430 143 | 153| 168 182 | 204] .208| 213 138 225| 265 |Eamings pershA 310
| B7./ -8 S0 2| 94| 6| 88| 101| 105| 142 | 148] 1.24| . 1.36|. 1.35 |Div'd Decld pershiBa 1.5
41" 2H| 828| 306( 261 279| 80Z| 411 | 429 593| 439| 473| 400|400 |CapTSpending per sh 3.35
511223 | 1267 f 1305 | 1350 | 2095 | 17.92 | 1883 | 2001 | 2098 | 2434 | 2440 | 2500 25.60 |Book Vaiue per sh .2 .80
846 85| BB 876 885 | 11.04 | 11.02 | 1109 | 1125 | 1207 | 1205 1220 12.40 [Common Shs OutstgC | 12.50
B2 BA|T 07[ 2B0| 194[ 84| 75| 176| 233 | 265 463 | Botigles are |Avg AnnTPIE Ratia 190
134) 123 f 132\ 144|423, 103 92| 89| 12| 133| 249| Velweiline |Reiative B/E Ratio 1.05
, %: , 96% | -41% | 39% | 36% | 92% | 32% | 30% | 29% | 23% | 21% | 19% | RS Layg anyiBivd Vield 28%
CAPITAL STRUCTURE ag of 331118 . 694 | 6641 694 B38| 15| 040 | 9604 987 | 1074°| 1167 | 125] 135 [Revenues (Gmil) 165
Total Debt $261.4:n :102) 98| 99| 136| 183 213 228 | 24| 251| 167 27.5| 325 [Net Profit Smil) 85
LT Debt §257.4 105% [ 2% | 1% | 320% | 280% | 144% | 35% | 99% | 09% | 10.0% | 210% | 21.0% [Income Tax Rate 0%
s S o) ey bl CTT% ] 20% | 24% | 2.3% | 54% | 31% | 3.1% | 285%| 25% |AFUDC%to NetProtit | 2.5%
Leases, Uncapitalized; Annal rénials $.7 mill '50.6% 489% | 457% | 44.1% | 45.4% | 46.3% | 46.7% | 465% | 45.5% |Long-Term DebtRatio | 45.0%
Pension Assets:12/1 e - 49.1% | 52.9% | 54.1% | 55.7% | 544% | 536% | 53:3% | 53.5% | 545% |Common Equity Ratio | 55.0%
Co 215 |- 373673868 | 4024°| 4338 | 54787 5516 670 580 |Total Capital (Smil) 610
Pld Stock Nons - 3%5.2 91 4719 | 5069 | 5463 | 6014 | 6977\ 7398 | 750| 775 Net Piant ($mill) 800
R T 55% | _58% | 64% | 65% | 63% | 54% | 40% | 55%| 6.5% [Returrion Total Cap! 7.0%
3 Common Stock 12,063,252 'shs. - 8.3% 92% | 10.0% [10.3% | 9.9% | 85% | 57% | 9.0% | 10.5% [Retum onShr. Equly | 11.5%
oy o o 9.4% 95% | 10.2% | 10.1% | 9% | 85% | 57% | 9.0% | 10.5% |RetumonCom Equity | 71.5%
f’ - MARKET CAP: $625 milllon (Small Cap) 23% ( 38% | -4B% | 49% | 46% | 38% | 6% 40%| 50% |RetainedioComEq | 6.0%
. cur(asmllsmposmqm; 2017 - 2018 3/3iM9°) 7% 59% | 53% | 52% | 64% | 55% | 89% | 58% 51% [AllDivdstoNetProf | 50%

Cash Assels: .. 36 29 2.7 { BUSINESS: Conmécticﬁt, Water Service, inc. is a non-operating ~ January, 2012; Blddeford -and Saco. Water, December, 2012;
éfgquntsﬂecelvablg 180 142 126 | hoiding company, whose- income is derived. from earnings of its .. Heritage'Village; February, 2017, Inc.: Gonn., Has 297 employess.
or 71 _214 248 wholly-owned subsidlary companies (regulated water_utilities). In .Ghaismarn/President/Chief Executive Officer: Eric W, Thomburg. Of-

g”,.":qg Asiel,‘? » 513?; (:gg 4‘_;; 2018, 85% of net.income-was derived from thase activities. Pro- + ficers .and directors own 1.3% of thé common stock; BlackRock,
Dg%tsDi?ga e 62 41 40 [ Vides water services to 450,000 paople.in 80' municipalities through- “Inc., 7.8% (4/19:proxy). Address: 93 West Main Street, Clinton; CT
Other 240 0 610 73.3 | out.Gonnecticut and Maine. Acquired The Malne Water Company, 06413, Telephone: (860) 669:8636. Intemet: www.ctwater.com. - -
Currentliab: .- 495 785 "845 Comnnecticut Water Service’s merger charges that help recoup a portion of funds

ANNUAL RATES -Basf i vP,a»s't Estd 1618 | with SIW Group is presently im limbo. used for infrastructure upgrades. To wit,
of chignge (per sh) !owg.a, Y. 10'2°% | Bvidently, both state regulatory bodies, CTWS is still in the early stages  of

53;:{,‘%?3@ ) '2:0026_ gg://: g:ggé Connecticut, Public Utilities Regulatory revamping its water distribution systemis,
Eamings ... 85%  55% 90% | Authority (PURA) and California Public replacing old.pipes, and installing more-
gLV;?(e\'/‘g]ﬁe _ ;8:2’ g-g:;: gg;é Utilities -Commission (CPUC), have taken efficient equipment. -

e, - issue with specific deal points. On April 3, The New England water provider
Cal- | QUARTERLYREVENUES(@mil) | pun-| 2019, Connecticut Water, in conjunction boosted its quarterly -dividend pay-
endar |Mar31 Jun.30 Sep.30. Dec.31| Vear | with SJW, filed a revised merger applica- ment by 5%; to $0.3275 a share. Indeed,
2016 | 216 261 295. 215 | 987 tion with PURA to satisfy additional re- the company’s long-standing track record
2007 | 225 219 - 318" 249 | 0.4 quirements, A decision by PURA is slated of annual digtribution hikes is still intact.
2018 | 249 299 963 256 | 1167) to be reached on or around July 31, 2019. That said, the recent yield pales in com-
2019 | 262 - 320 390 278 | 125 | Op point, CPUC has tabled: its decision, parison to the Value Line median, as well
2920 300 350 400 300 | 13 pending a ruling from PURA. In sum, we as its historical norms. Subsecribers seek-
Cal-. | . EARNINGS PER SHARE A Full | will not have a verdict on the $70-per- ing to generate current income should con-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | share all-cash transaction until sometime tinue to look elsewhere. ' :
2006 | 28 89 8 .07 | 208]in the third quarter. Overall, we share Our investment recommendation has
017 | 36 73 . 80 4| 213] management’s generally optimistic stance mnot wavered since we reported on the
2018 | d10 .39 113 d04 | 138 that the deal will gain regulatory approval egquity in early April. Connecticut stock
2019 | 19 gg ”g 26 | 2251 mrom both states. is trading fractionally below the proposed
2020 | A0 __ .75 _ 118 B2 | 265 Meantime, respectable single-digit merger price. Investors unwilling to roll
Cal- | CUARTERLYDVIDENDSPADSs | Fyll | revemue growth is likely in the cards the dice on a successful regulatory ruling
endar |Var31 Jund0. Sepd0 Dec3t| Vear | for 2019 and 2020. Base rates in Con- may want to head for the exit. On the
2015 | 2575 2575 2675 2675{ 1.05| mecticut and Maine were recently in- other hand, those looking to participate in
2016 | 2675 2825 2825 2895| 1.12] creased, with additional raises expected to the combined entity, long term, should
2017 | 2025 2075 2075 2075| 1.48| occur at a steady, albeit modest pace in consider shifting their position to SJW
2018 | 2075 8125 3125 3125| 124 the years to come. Connecticut Water also. sooner rather than later.

; ﬂ@ 2019 | 5125 3275 generates revenue through approved sur- Nicholas P, Patrikis July 12, 2019
2o (A) Diluted eamings. Next eamings report dite | vestment plan avallable. Company’s Financial Strength B+
late August. ) ) C) in miliions Stocl(’s Price Stability 85
(B) Dividends historically. paid -in mid-March, fD Includes intangibles. In 2018: $66.4 mil- Price Growth Persistence 55
June, September, and December. @ Div'd rein- } llorv$5.51 a share. bili

© 2018, Value, Line;- Inc.- Al rights raserved. Factual material is obtalned from sources befieved to be reliable and is provided without warranties of anKl kind.
THE PUBLISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, intamal use. No part
of it may ba reproduced, resold; stored.or transmitted In any printed, electronic or other fom, or used for ge or marketing any printed or electronic pubf sBrvice or product.
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to Sell 40 36 35| traded ) 11 S = ] B 8y 179 337 |-
. His(0o0). 8087 . 8081.. 80821 . .. . {H) | il L L. IByn 877 . 88 [ v
2003.] 2004 | 2005 [ 20062007 [ 2008 2009 | 2010 [2011 2012 2017|2018 | 2019 | 2020 | CVALUELINE PUB. LLC] 22-24 |

1e8| 202 “ta2f-27i| 941 |" 452| 3991 3491 379 449 a18] a30] 450|465 |Revenues persh 9:40
6| 77|- ar| 87} 200 - 95 18| 86| 83| 117 112} 15| 1.20| . 1.25 [“Cash Flow" per sh 2.00
42 497 231 59 79 50 74 A3 42 64 | M 68 70| .75 |Earnings per shA - 140
st oyl dg|epalccp0ft o33 -8l 80 B0 30 st 34l 34| .34 |Divd Dechd per shBa 75
A9 2k[ T7| 83| - 54| A6 .18 .09, 96| 3 "B A08] 45| 45 |CaplSpending persh 50
©389| 4207 254|749 821 836| ~853) 869 883 920 991 1034 |- 4.65 | 1085 |Book Value per sh P 1220
TTa7] 1151 2346| 1413 1440 [ 1453 | 454 | 1455|1457 1459 1497 1498 | 15.10]_15.20 |Common Shs Outsfg® | 76.00
95| 23F| NWF| 430 G54 [ o78| 190|269 24| 124 200|194 | Bold fighres are | AV Ann'l PIE Ratio 20
10| 12| NMF c2a| 188, 227 R AT 141 79 146 - 1.05 | Velueltine - Relativé P/E Ratio 120
6% | 20%| el Sl 7| 17% | 20% [ 26% | 32% | 38% 8% | 26% | I g AnniDiveVield | 25%
‘CAPITAL STRUCTURE as'0f 3/3149 580 | 507 552 655 623 |  657.| 680| 71.0|Revenies(smil) 150
Total DebtNane ..~ - . <108 G631 81} -98 61 102 105| . 115 [NetProfit($mil) -238
Lesees Uncaphaled:Arml s 85l | | | g | ElE
No Défined Benefit Penslon Plan 3.8% | 11.8% | 51% | 3.7% 3% -- M| WNil:|Long-Term Debt Ratio NI
R T 86.2% | 88.2% | 94.9% | 96.8% ; 0% |100.0% 1100.0% | 100% | 100% |Comimon Equity Ratio "| 100%
‘Pid Stock NMF (34,796 shares out).. 1439 | 14337 1356 | 1394 | Py 456 1479~ 1650 | 160| 165 |Total Capital ($mill 195
- .+ DWVANME 62] 562] 43| 616 586 564 | so5| €49| 700 750 |NetPlant(3mil) 100
Common Stock 15,020,334 shs. 8% | 49% | 50% | 70%.| 62% | 44% 7% 4% | 66% | 65% | 7.0% [RetumonTotalCap'l | 12.0%
as of 5/3/19 o . 87% | 50% | 47% | 69% | 62% | 44% 97%;| A2% | 66% | 65% | 7.0% |RetunonShr.Equity | 720%
o e _ 87% | 5:0% | 47% | 69% | 62% [ 44% 27%7] 1%, | 66% | 6.5% | 7.0% |Return on Com Equity | 12.0%
| MARKET CAP:-§225 million {Smafl Cap) .- A6% | T5% | 10% | 36% | 30% | 12% | 21% | NWF | 1% | 3% [ 35%| 4.0%(RetainedtoComEq ~ | 55%
cu?&xﬁm POSITION 2017 2018 33118 | 46% | 69% | 79% | 48% | 51% | 73% | 59% [ 112% | 78%: | "50% | 48% | 45% Al Divids to Net Prof 54%

o e G
BUSINESS: Consolidated Water Co. Ltd. develops -and operates’

classifled ag-disc. oper. Divested Befize assets 2019. Inc:: .Cayman

CashAssets - 47.2 31.3 39.5 :
Accts Receivable 15.0 4. 5 | seawater desalination plants: and ‘wafer - distribution systemsin- I8lands:  Has 108 -employees. Pres. & CEO : F. McTdggar.
Other. A8 - B9 afeas’ where ‘naturally oceurring supplies of potdble water -are Ofts:/Dirs. own 4.8% of stock; Amund Asset Mat., 7.7%; Blackrock,
Current Assets 86.7 scarce or nonexistent. It provides water'in the Cayman Islands;-ttie 5.6% {4/19-proxy). Addr.: Regafta -Off. Pk. Windward Thres, 4th
e‘é‘gfguaeyab‘e 5'; 9 0.1 Baharias, the British Virgin 1], and Ball, At 12/31/18, it operated 11 Floor, West-Bay Road P.O: Box 1114 Grand Cayman, KYI-1102,
Other 12 3.3 3.3 plants with-a capacily of 24.6 mifion-gallons per day. In 2017, Ball ~Cayman Islands. Tel.: (345) 945-4277. Internet: www.cwco.com.
Current Liab, 78 19 83 [ Conmsolidated Water’s prospects have Finances are solid, The company has no
ANNUALRATES Past  Past Estd'16-18| brightened. For starters, the developer debt of ‘any kind on its relatively small
ofchange (persh) 10V¥rs: ~ 5¥is.  10'2°%. | and operator of desalination plants, sold balance sheet. What's more, excluding ac-
5(%2#%?&“ g'g.,//;’ gty/j 1‘1“(% its CW-Belize operations. As a result, the quisitions, the desalination company will
Earnings 20% 43 5% | company posted a $0.24-a-share gain in probably not require any external financ-
DlVide\';d‘S - 5.0% -~ 155% | the first quarter. (We have excluded it ing inthe near term. :
BookVaue . 50%. 20% 35% | from our earnings presentation because it Progress continues to go well for the
car | GUARTERLYREVENUES(Smill) | Fun | was a discontinued business.) Operating in yet-to-be-built Rosarito facility. .Con-
endar | Mar31- Jun. 30 Sep. 30 Dec. 31|  Year | Belize was. complicated, due in. part, to solidated has put years into developing: a
5006 | 140 154 144 141 | 579 strict controls on foreign exchange. In this site in Bajs, California Mexico that will
2017 | 156 153 168 148 | -623 transaction Consolidated was able to providé 100 million gallons a day to the
2018 | 143 159 - 188 167 | 657) repatriate $12 million in cash éven though city of Tijuana.  Another company will
2019 | 170 165 185 170 | 690 the sale was only for $7 million. Also, the build the plant, but Consolidated will
202 | 1725 17.5. 185 175 | 710 company was awarded a mew seven-year maintain an ownership interest in it.
Cak’ EARNINGS PER SHARE A Fal | contract to supply water from its North Recently, key  authorizations were
endar |Mar31 Jun. 30 Sep. 30 Dec.31| Year [ Side plant in the Cayman Islands. Dealing renewed;, and the path to construction
2016 | .15 A5 di18 0 27| with the local regulators there has not al- looks unobstructed. In the second quarter,
2017 | 18 A1 .08 .04 | 4} ways been easy. - . a lender also approved $200 million in
2018 | 44 44 30 10| 68| Earnings this year will probably top loans for the project. The water will be
w19 | A7 18 18- 7 70| 2018’s strong showing. Last year’s prof- sold under a 37-year contract.

2_020 A9 19 19 .18 75| its’ were enhanced by funds from a legal This equity may appeal to long-term
Ca- | QUARTERLYDIVIDENDSPAIDB= | Fufl | settlement. Even with no unusual items in investors willing to handle some risk.
endar |Mar31 Jun30 Sep.d0 Decdt| Year | 2019, we expect Consolidated’s share earn- As the global need for potable water in-
2015 | 075 075 075 075 30| ings to rise slightly, to $0.70. The manu- creases, companies involved in desalina-
2016 | 075 075 Q075 075 30 | facturing segment, which had been strug- tion plants could do well. Investors should
w17 | 075 075 075 055 | 30| gling, broke out in the first quarter. We be aware that CWCO carries more risk
2018 | 085 085 085 .085 34| think strength in this business could lead than the typical water utility, however.

2019 | 085 085 to & 7% increase in share earnings in 2020. James A. Flood 7 July 12, 2019
{A) Fully diluted earnings. Excludes gains from &B) Dividends historically paid in late January, (D‘? Includes intangibles. As of 3/31/19, $3.672 | Company's Financial Strength By
discontinued operations: 17, $0.07 a share; | April, July, and October. @ Dividend reinvest- | mi llion/$0.64 & share. Stock’s Price Stability g%

18, $0.07 a share; '19, $0.24 a share. Next { ment plan available.

earnings report due mid-Aug..
e LLifee (11 VA St tafBdr

©
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Institutional Declsions ki I TR SO | ATOE?TUF‘I,TA%&.‘ -8
{ e . . K. INDEX
RBy saz?: W‘;‘g 10207‘29  Percent 12 1 - § T Y 1y 430 -2 [
WSl 50 52 67 |iaded X 4 b ' T T WA B = WTR 3yr. 455 337
[Hd's(00) 9294 9247 9424 : ] ] Syr. . 2178 353 +
20031 2004:{ 2005:) 2006 | 2007 | 2008 | 2009 | 2010 | 2011 [2012.[2013 {2014 2015 {2016 [2017 (2018 [2079 2020 | ©VALUE LINEFUB. LLC|22-24.
612\ 625| 64| .646| 650] 679| 675| €60| 650| 688 79| 726| 777 816 | 800 BA2| 855| 8.70 |Revenuespersh | am
1145 128 1337 133 '140| 153} -140| 155| "146| 156 172 | 184 | 197 247 | 224| 289| 305| 3.15|“Cash Flow!" per sh . 3.50
| B 82 87| 89 72 96 84 80| 103 143} 122} 138 138 196{ '215) 2.25 |EarningspershA 245
.65 6 <67 .68 891 .70 71 12 73 74 75 Bl 78 81 B6 81| .97 1.00|Div'd Decld per sh®m 115
187 25412481231 166 292 748 190 150 136 1.2 1.40 159 | 291 308 440] 350| 3.50CapFSpending per sh 3.50
760) 802):-826|: 952) 1005 1003 1033 ] 1113} 1127 | 1148 | 11.82 [ 1224 | 1274 | 1340 | 1402 1517 | 1575 1610 Bool Valug per sh 17.65
10481 1136 ). 1158 1817 | 1325 1840 1352 | 1557 | 15.70 | 1682 | 15.06 | 16.12 | 16.23 | 16.30 |- 16:35 | - 1640| 16,50 | - 16.75 Common Shs Qutstq | 17.00
- 300 26412747 227 206} 198 216 178 217 208 187 | 185 191 25.6 284 | ~222 | Bofd figires-are [Avg Ant'I P/ERatio . 210 |
A7) 139 446 - 123 145) 119] 140 193] 136 | -132] 114 97 96| 134] “143| 120 Velueline  (Ralative PIE Ratio 115
B5% | 34%| 35%| 87% | 37%| 40% | A7% | 42% | 40% | 40% | 7% | 7% | 33% | 23% | 22%| 21% [ ™% . |svgAmniDivdVield. | 22%
'CAPITAL STRUCTURE as of /31/19 02| 1027 1021 [ 1104 | 1448 | 1171 | 1260 | 1329 | 1308 | 1381 | 741 146 |Révenues ($mii)-.
Total Debt $215.2 miil. - Dug in - Yrs $56.8 mill : ] 4] 144} 68| 184 200 27| 28] 5| %5| 5
go?;m:fs‘{go'gg'm i _;'573')(.'»‘).‘9'95‘36'9 il 7339% [ 341% | 3.0% | 345% | 340% | 32.7% | 28% | 21.0% | 21
IS CoeIRae % of Cap) % ) 34% | 19% | 17% | 19% | 27% | 31% | 14% | 20% | 20%
R I | 418% | 40:4%. | 40:5% | 39.4% ] 37.9% | 37.5% | 37.8% | 30.0% 3r5%
Penslon Assels-12/18$66.8 mill. ;- 57.4% | 58.7% | 58.8% | 59.8% | 61:5% | 61.8% | 61.6% | 61.5% ] 61.5% (¢
. ... - Oblig. $63.9 mill. | 3165 | 3214 | 3058 | 3454 | 3654 | 3707 | 4041 | 420| 435 [Total
Prd Stock §2.4 mill. Pfd Div'd: .1 il 4352 | 4465 | 4854 | 4819 | 5178 | B2 | 6185 [ 625 635 Natp
Comimon Stock 16,468,462 shs. 5A% | 50% | 6% | 6% | 71% | 69%| 8% | 90%| 0%
as of 4/30H9. =~ .- ; - T8% [ 87% ] 92% | 96% [103% | 98% | 129% | 13.5%]
s ) 8% | 87% | 93% | 96% {103% | 9.9% | 13.0% | 135% |
S Tl Vo 14% | 24% | 314% | 35% | 43% | .38%{ 70% | 75% |8
WARKET CAP: $075 milllon (Small Cap) o 8% | 7% | 67% | 63% | 58% | 6% | 46% | 4% 44% |AiiDivds
_CU?SRMIIELﬂ POSITION 2017~ 2018 3031119 - BUSINESS: MiddleSex Water Company engages in the-ownership . 2018, the Migidlesex.syst_enj' accountad:for §9% of operating reve-
CashAssets. - 4.9 3.7 5.0 |-and-operation. of regulated water utility systems. In New-Jersey; Del- nugs. At-12/31/18, the company had 330 employees. Incorporated:
Other. . = . 243 271 247 aware; and Penneylvania. It also operates. waler and.wastewater . N :President; CEO, and Chalrman: Dennis -W. Doll. Officers &
Current Assets 29.2. - 808 - 297 | systems uiider contract on bahalf-of municipal and private-clients in-- difctors awn.3:5% of the com ‘stack: BlackRack Inst: Trust Co.,
.ég%trss?uaeyable :1528 ggg : },ég “NJ and:DE: ifs Middlesex System provides.water services to. 61,000.+76,8% (4/19 proxy). Add.: 485 C Route 1 South; Suite 400, Iselin; Nd
Othet 157 193 204 | Tetall: custorners, primarily.in- Middlesex County, New Jefsey. In °,08830: Tel.: 732:634-1500. Int.. www.middlesexwater.com. -
Current Liab. 845 944 932 [ Middlesex Water posted an impressive and $146 million, respectivély. o
ANNUALRATES - Past - - Past Estd’t6-18| double-digit - bottom-line “advance im Capital spending is apt to: persist over
ofchange(persh) 10¥rs.  5¥rs. - 10222 | the  March : period. Indeed; share net.the lomg haul. Major infrastructure up-
58;’:;\‘%?&,, 25% 9383/" g-g;é jumped: nearly - 45% year over year, to grades on its water delivery and filtration
Edmnings 60% 11.0% 75% | $0.39, Helped along by multiple “drivers. systems are on tap as we head into next.
Dividends. 20% . 30% 50% | First, operation and maintenance expense. decade. More than $100 million remains
BookValue . . 38% 45%. 35%. | declined  $1.7 million, year over year. on the current allocation, with additional
-Cal | QUARTERLY REVENUES($ mill) . [ pun | Roughly $1.4 million in reductions is re- fundinglikely to follow. On-balance; opera-
endar .| Mar.31 Jun: 30 Sep: 30 Dec.31| Year.| lated to:its revised long-term contract with ting expenses should come down firther,
0167|306 327 378 318 1329 the city of Perth Amboy whereby the com- which. may well lift' share- profits to $2.45
2017 | 301 330 362 315 | 1308 pany’s . -subsidiary;,  USA-PA,: is  now over the pull to 2022-2024; - - .
2018 | 31.2 - 349 - 387 338 | 1381 relieved  of = subcontractor fees for But this issue holds little imvestment
019 307 . 360 400 343|141 | wastewater services. The remaining $0.3 appeal at this jumcture. Middlesex stock
2020 | 320 370 420 350 | 146 | million in .cost savings stemmed from im- is slated to move in line with the year-
Cal- |  EARNINGSPERSHAREA #ull | proved weather -conditions during the peri- ahead broader market .  averages.
endar. | iiar.31 -Jun. 30 Sep. 30 Dec.31| Vear | od: Additionally, Middlesex’s income tax Meantime, upside over.the 3- to -5 year
20161 29 36 54 .19 | 138] bill shrank due to regulatory changes.’ stretch is limited, as MSEX shares are
017 | 27 33+~ 46. 32 | 138 We are adding a dime to our 2019 and currently trading nedar fresh all-time
2018 | 27 52 74 A3 1 1961 2020 earmimgs-per-share forecasts. We highs. Traditionally, the water utility sec-
019 | 39 85 78 45| 215| now look for net income of $2.15 a share tor acts as a safe haven for conservative
2020 | A0 .57 .79 .49 | 225| this year and $2.25 a share in the next. .  accounts during times of economic and
“Cal- - QUARTERLY DIVIDENDS PAID Ba Fui | However, our - top-lime . cutlooks  are market wuncertainty. Thus, we - thi
endar iMar31 Jun.30_Sep.30 Decdi] Year| movimg in the opposite direction. elevated market valuations and a see-saw
2015 1925. 1925 1925 .19875) .78| While the abovementioned contract boosts political environment could be.fueling in-
2016 [ .19875 19875 .19875 .21125 81| profitability, lower revenues appear to be terest here, along with the company’s r
2017 | 21125 21125 2425 22375 86| an adverse. side effect: Consequently, we ing profitability. In sum, we'suggest v
2018 | 22375 22375 22375 .24 91| are shaving $2 million from our 2019 and ing for a better entry point. -
2019 | 24 24 2020 revenue estimates, to $141 million Nicholas P. Patrikis dJuly 12, 2019
(A) Diluted eamings. Next earnings report due | (B) Dividends historically ‘paid -in mid-Feb., | {C) In millions. ) Company’s Financial Strength =~ ~Bi
early August. May, Aug., and November.= Div'd reinvestment : Stocl's Price Stability.” =~ - 70
- | plan avaflable. Price Growth Persistence - 45
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ing ds of 2013. Next eamings report due late | June, September, and December. @ Divd rein- | 11117
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2003:1:2004 { 20052006 | 2007 | 2008:[ 2009 | 2010 | 201112012, 12013 (2014 (2015 [2016 12017 12018 [2019 [2020.;. SVl L
820| “gd4|- 986) 1085 1125 | 1212( 1168 1162 | 1285| 14.01| 1373 | 1576 | 1497 | 1661 [ 1897 { 1400 | 1475 | 1460 v v
175 189 221 2381 230|244} 221 238 280 297| 290 442| 386|747 5241 320 4.00| 420 “Casb’quw” persh 510
L8t 871 112 1.19 1041 1.08 8 B84 11| 148 112 | 254 | 185|257 [ 286 182| -225| 250 Eqrnlngs‘pershﬂ 345
-, 49 51 R A B5 68| . 68 69 71 NE .75 78 811 104) 142 120 1.8 {Div'd Decl'd per shBa 1.50
3 2.3 283" 387 662] 379 &17| 565| 375] 567 468 502! 524 . 695 7261508 500| 525 Cap'I Spending per sh 525
941 | 10411072 | 1248 1290 ] 1399 | 1386| 1375 | 14.20| 1471 1592 | 17.75 | 1883 | 2061 | 2257 | 3131 | 31.05| 32.20 {BookValuepersh = | 36.65
1827 18:27] 1827 :18.28°] 18:36 ] 1818 1850 | 1855 | 1859 | 1867 | 2017 | 2029 | 20.38 | 2046 | 2052 | 2840 [ 29.00 | 29.50 jCommon Shs OutstaC |  30.00
154 196{-197]: 238 -334| 262 287| 201) 212 204| 43| N2]. 166 167 [ 188 | -327 | Bold fighres'are AVQ‘MI‘\’_IP’E Ratio- 220
88 104 105{ -127| 177) 158|191 185( 133 130| 137 591 84 82 85 1.76:| . Veluetine Relaﬂv';e‘PIERatio. 1.20
35% | 3.0% | 24%{ 20% | 17% | 23% | 28% | 28% | 29% | 30% | 27% | 26% [ 25% | 20% | -19% | 18%{. © ) Aug:Ann'l Div'd Vield 2.0%
‘CAPITAL STRUCTURE as.of 3/31/19 L o261 | 2156 | 2300 | 26155 389.2 { -397.7 | ~410'| 430 |Revemias (Smil) 495
Total Debt $510.9 mill:. Dute In5. Vrs $14.3 mill 152 | 158 | 208 | 228 388 | 655 7.5 NetProfit($milf 105
LT Debt $§510.9mil. - LT Interest $20,0 mill 104% | 98.8% | 41.1% | 41.1% 30.6% | 21.0% | 21.0% [Ircoma Tax Rate 21.0%
(L interost Qoveragei AT (ihotcipy |20 )~ | ~n| i | 10% | 15% | 1.5% [AFUDCY%to NetProfit | 1.5% |
SRR T 404%.| 537 | 564% | 55.0% 7% |- 365% | 35.5% |Long-Term Debt Ratlo | 30.5%
Lesses; Uncapitalized: Annual rantals $4.4 mil 50:6% | 46.3% | 434% | 45.0% %.| 67.3% | 63.5% | 64.5% {Common Equity Ratlo | 66:5%
L - bt 4996 | "550.7 | 6079 | 61022 13207 1415 ‘1475 Io@lcabﬂgl_ﬁmi]l) ‘1650
Penslan Assets-12 c‘)ﬂ;‘?’. '3'1"879 ” 7185 | 7855 | 7562 | 831.6 | 898 13088:| . 1350 | 1375 {Net Plant ($mil) 1450
PId Siock Nong. o B ek A4% | 4%% | 49% ) 50% | 50% -39% | 58% | 6.0% [ReturonTotalCapl. | 7.0%
Comimon Stock 28,434,560 shs, 6:0% [ 6.2%| -79% | 8.1% | 7.3%: | 44% [ 7.5% | 8.0% |Return on Shr. Equity 9.5%
asof 422019 - 1 D 60% | 62% | 79% | 81% | 73% 44% | 7.5% | 8.0% iRetirnan Com Equity 9.5% .
MARKET CAP: $1.7 bililon (Mid Cap) | 2%l T2 | 8% | 33% | 28% 18% | 35% | 40% |RetainedtoCom Eq 5.5%
CUWMPOSINON 2017 2018 319 | 80% | 80% | 61% | 59% | 6% ) 36% | -60% [ 53% | 51% (AlDivdstoNetProf . | "43% |
Cash Assets 7.8 0 4207 419.7.] ‘BUSINESS: SJW Group engages. In the production, pufd nonregulated- waler-related services and owns ‘and operates .cam-
Accls Receivable . - 17.3° 192 1791 storage, puritication, distribution, and.retail sale of water: it provideg:: “mercial real estate Investments. Has abolit 416 employees. Officers
Oer. .. == . 418 628 809 yar sanice to-approximately 231,000 connections with-a~tétal- and dirsctors. (incliding Naney.O. Moss).own 8.2% of otitstanding
Current Assels 66.9 . 5027 4885 poputlation of ;roughly one-million people-in-the-San Jose ar . shares (3/19 proxy): Chalrman & CEO: Richard Roth, Incarporated:
Accts Payable 230 - 249. 228 | 46000 connectiors that reach about 49,000 fesidents in the sagiari” California. Address: 110 West Taylor Street, San Jose, CA 95110.
Other . 62.1 : 1391 639 | bétwesn San.Antonio and-Austin, Texas: The company. also offsis _Telephone: (408).279-7800. Intemet: wwi.sjwater.com. L
Cumentlisb. "~ 857 1640 867 QJW - Group  posted = better-than- application to its utilities' commission. Rul-
ANNUAL RATES Past”  Past Estd'16-18| anticipated share profits to start 2019.- ings from the BEast Coast régulators. are
of change (persh) - 10¥rs. - §VrS. 1022224 | The ‘San Jose-based water utility earned expected to be finalized: at the end of July.
55;’5@'?%‘”"‘ ' ?"8.,//: 1?87/;’ é\’g”u/f $0.21 a share in the March period; $0.06 Meantime, a décision from the California
Eé,%mgg " . g}g:?. 1;g,g:§, g‘,g% - above ‘our call :ﬁld‘ '1%}).15 higher -thalm %e Public T.Lti]jtig_s-Co?ﬁizsion-gi;;separatei.
ividends . 48%  50% . 7.0% revious-year. tally. More impressively, the i i 1as been tabled pending approva
Book Value 58% .. BO% . 6:5% Egure ing'luded ay$0.07 cha.!l:')ge relat_;}éd to fr;lrﬂnlg’URA Ag a-result, the _,$70-per?share
“cal | . QUARTERLYREVENUES ($mil) | Fut |its. - pending merger with ~Connecticut all-cash. transaction : probably won’t close
| endar | Mar.31 . Jun. 30 Sep. 30 Dec.31) Year | Water (discussed further below). Water until later this quarter; atithe earliest, as-
2016 [ 611 869 *1123° - 794 | 3397 production expenses, ‘most notably pur- suming regulators give it the nod. At this
2017 | 69.0° 1021 1246 935 | 380.2 chased water and ground water extraction, time, we see.few reasons to suspect that
2018 1. 750 -99.1 1249 987 | 3077] declined .sharply, year over. year, though the deal will be completely derailed.
jans 4 777 <106 130 - 973 | 410} partly offset by rising administrative fees. Shares of ‘SJW - Group remaim wun-
2020.| 850. 110 135 100 | 430 | Despite the beat, we are opting ‘to ramked for Timeliness due to the
Cal-: EARNINGSPERSHAREA . - L-Fyll | maintain our current-year bottom-line es- pending merger. Long term, the mar-
endar | Mar.31 Jun. 30 Sep.30. Dec. 31| Year | timate ‘of $2.25 a.share, given uncértainty riage between the: two- well-run utilities
2016 | .16 ¢ 82- 7 92 67 | 257 surrounding lingering merger-related ex- preseénts solid operational upside, in our
2017 | 18 .80 .94 B4 | 286| penses and ‘a potential uptick in ground view. On top of an éxpanded footprint, a
2018 1. 06 62 . .76 - 88 | 1.82]| water costs: handful of cost-syhergies should surface
019 21 .70 - B85 A9 | 225)| Ap  this juncture, SJW amnd Comn- almost immediately, and annual revenues
20_2_0- 207580 85 + 250| necticut Water’s merger outcome may well exceed $500 million right off the
Cal- |- QUARTERLY DVIDENDSPAD B0 | Full | rests im the hands of state regulators. bat. That said, SJW’s recent valuation
endar | Mar31 Jun30 Sep.30 Decdi| Year| In early April, both companies submitted a gives us pause, Interested subscribers
2015 |..1950° .1950 .1950 1950 | 78 | joint filing addressing Connecticut Public with a holding period out to late decade
12016- | 2025 - 2025 -.2025 .2025( 81| Utilities Regulatory Authority’'s (PURA) would be wise to wait for a meaningful |
2017 | 2175 2175 2175 .3875| 1.04| concerns regarding the merger’s overall pullback in price, as well as a decision
2018 | 28 28 28 28 112 | public benefit. Maine Water Company, a from regulators. .
019 430 .30 CTWS subsidiary, also filed a new merger Nicholas P. Patrikis July 12, 2019
(A) Diluted eamings.” Excludes ‘nonrecurring | August. Quarterly eamings may not add due to | vestment plan available. Company's Financial Strength B+
losses: '03, §1.97; 04, $3.78; 05, -$1.09; '08, | rounding. C) In millions, adjusted for stock splits. Stock's Price Stability 70
$16.36; '08, $1.22; 10, $0.46. GAAP account- | (B) Dividends historically paid in early March, éD; Paid special dividend of $0.17 per share on | Price Growth Persistence 45
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Pennsylvania American Water Company
Borough of Kane Authority

Wastewater Collection and Treatment System
Investor-Owned Utility
September 30, 2019

Revenues
Sewer System Revenues
Other Operating income
Total

Expenses

Depreciation
Personnel Expenses

Operating Expenses

Debt Issue Fees

Sewer System Maintenance
Supplies

Bad Deb Expense

Regulatory Fees

Engineering Fees
Admininstrative Expenses
Accounting and Audit Fees
Legal Fees

Insurance Expenses
Amortizatoin

Office Expenses

Total Operating Expenses
OpeX Growth

Operating Expenses less Depreciation
OpeX Grawth

OpExpenses as % of Revenues

Operating Income

Non-Operating Revenues (Expenses)

Interest Income

Net depreciation in the fair value of investments
Realized gain on sale of tavestment

Investment Expenses

Interest Expenses

Engineering Assessment & Agpraisal Fees

Total Non-Operating Revenues {Expenses)

Change in Net Position
Net Position April 1, YYYY

Net Position March 31, YYYY

2013
720,000

1,500
721,500

487,731

13,532

10,000
9,186
9,035
5,654
4,530
2,085
1,562
1,334

544,649

55,356

7.67%
176,851
16,472
(9,215)

(3.188)
(270,640)

(266,571)
(89,720)
6,586,832

6,497,112

Si\water industry\PA American - Kane, PA\Report 9-28-2019\Xane Wastewater System Valuation as of 10-1-2019 Created 9-30-2019

2012

720,000

1,670

721,670
0.0%

491,114

81,281
2,060

10,000
7,368
7,22
6,355
2,052

1,495
608,937
11.8%
117,823
112.8%
1633%
112,733
10,660
{12,113)

(3,334)
(178,361)

(183,148)
(70,415)
6,482,374

6,411,959

2015

720,000

2,505

722,505
0.1%

491,523

26,597

6,250
11,016
6,580
5,750
1,647

1,566

550,929
-9.5%

59,406
-49.6%
8.22%

171,576
6730
3,278

75
(3.228)
{163,596
(156,741)

14835

6,411,959

6,426,794

Borough of Kane Authority Financial 2013-2019

2016

720,000
1,085
721,085

-0.2%

493,528

17,201

6,250
30,072
5,899
5,848
2,160

1,707
562,665
21%
69,137
16.4%
9.50%

158,420
5,900
20,628
263
{2,548)
{155,434)
(131,191)
27,229

6,426,794

6,454,023

2017

1,431,778
835
1,432,613
98.7%

506,586
351,353
119,171
118,939

55,847
35,725
20,000
5,000
5,308
15,204
5,850
2,973
14,704

1,509

1,258,169
123.6%

751,583
987.1%
52.46%

174,484
6,556
{19,215)
1,882
(2,987)
(146,809)
{160,573)
13,871

6,275,287

6,289,158

2018

1,440,478

1,317

1,441,795
0.6%

512,824
364,843
121,556

98,286

62,182
39,138

6,250
7,994
14,699
7,400
5,641
14,301

1,571

1,256,685
0.1%

743,861
-1.0%
51.59%

185,110

10,039

(5,009)
(2,995)
(138,810)
(27.677)
{164,542)

20,568
6,306,654

6,327,222

Kane Financials

2019

1,426,380

7,598

1,433,978
0.5%

503,158
371,226

339,441

2,168

10,000
4,441
8,971
6,650
3,813

2,438

1,252,306
0.3%

749,148
0.7%
52.24%

181,672

29,558
(896)
(1,204)
{129,744)
(28,014)
{130,300)
51,372
6,342,509

6,393,971

20132019

16.45%

507,523
362,474
120,364
185,555

40,066
37,432
20,000
7,083
5914
12,958
6,633
4,142
9,668

1,839
1,252,306 1,255,720

28.30%

Average
2017-2019 2019
1,426,380
7,598
1,433,978
Depreciation & Amortization 503,158
Administration+ Persone! 380,197
Utilities + Suppliest Office Exper 2,438
Operating Expense 339,441
System Maintenance 2,168
Contacted Services 24,904
Insurance -
1,252,306
-0.2%
521% 52.1%

Forecast Parameters for Periods

1-5

2.0%
2.0%
3.0%

1.0%

1.0%

1.0%

6-15

10%

20%
2.0%
3.0%

1.0%

1.0%

1.0%

16-beyond

10%

2.0%
2.0%
3.0%

1.0%

1.0%

1.0%
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Pennsylvania American Water Company
Borough of Kane Authority

‘Wastewater Collection and Treatment System

Investor-Owned Utility
September 30, 2019

Assets
Current Assets

Cash

Accounts Receivables
Investment

Interest receivables
Due from other Funds
Prepaid Expense
Total Current Assets

Resricted Cash
Resricted Investments
Restricted Assets

Notes Receivable frm Customer
Inventory

Capital Assets, Net
Equipment

Sewer System
Debt issue Cost

Net Pension Assets
Total Assets

Defesred Outflows of Resources
Deferred Outflows of Resources

Liabilities
Accounts Payable - trade

Accrued Payroll and payroll taxes
Accrued Interest Payable

Liabilities for compensated absences
Accrued tavestment Fees Payable
Current Maturities of Long-term debt
Total Current Liabilities

Long-term Liabilities
Long-term Debt

Net pension liabitity

Liability for compensated absences
Total Long-term Liabilities

Total Liabilities

Defferred Inlows of Resources
Defferred Inlows of Resources

Net Position

tnvested in Capital Assets, net of related debt

Restricted for debt service
Unrestrictive
Total Net Pasition

Current Assets
CA as % of Revenues
Current Uablities

CL a5 % of Revenues

Net Working Capital
Change in Working Capital

2013

4,668
411,860

216,528

786,910
786,910

11,511,163
14,470

12,714,601

13,940
7,580

454
479,067
501,041

5,731,186

5,731,186

6,232,227

5,300,909
622,103
574,102

6,497,114

416,528
57.73%

501,041
69.42%

(84,513)

S\water industry\PA American - Xane, PA\Report 9-28-2019\Kane Wastewater System Valuation as of 10-1-2019 Created 9-30-2019

2014

8,889
471,000

479,889

78,914
754,588
833,502

11,074,991

12,388,382

2,072
12,897

464
430,727
446,160

5,530,263

5,530,263

5,976,423

5,114,001
599,063
703,895

6,411,959

479,889
66,50%

446,160
61.82%
13,729

118,242

2015

43,759
537,000

580,759
54,014

761,617
815,63t

4,994

10,615,643

12,017,027

46,450
13,042

464
266,630
326,585

5,263,647

5,263,647

5,590,233

5,085,366
422,266
919,162

426,794

580,759
80.38%
326,586
45.20%
254,173
220,444

Borough of Kane Authority Financial 2013-2019

2016

115,495
473,425

568,920

111,748
785,796
897,544

5,057
7511

10,237,561

11,736,593

5,608

12,827

475
274,834
293,744

4,988,826

4,988,826

5,282,570

4,973,501

422,266
1,057,856
6,454,023

588,920
B81.67%

293,744
40.74%

295,176
41,003

2017

430,177
223,885

2,497
3,116
659,676

89,082
771,395
860,877

2,927
7,541

45,498
9,790,928

4,437

11,372,854

19,739
4,06
12,158

462
282,834
319,249

4,706,039

58,406
4,764,485

5,083,694

4,848,553

422,266
1,018,339
6,289,158

659,676
46.05%
319,249
22.28%
340,427
306,698

2018

1,336,025
237,512
200,004

129

4,832
3,562
1,782,064

2473
7511

39,668
9,337,919

11,169,635

90,042

59,382

4,221
11,469
11,440

291,075
371,587
4,415,031
7,959
4,422,990

4,800,577

80,341

4,666,108

1,661,114
6,327,222

1,742,064
123.60%
377,587

26.19%

1,404,477

1,150,304

Kane Financials

2019

350,104
232,190
1,407,913
21,403
5715
13,299
2,030,624

1,673
5,343

43,267
8,854,506

10,935,413

140,736

19,495
5,903
10,759
8,892

299,257
344,306

4,115,887
117,486
54,386
4,287,759

4,632,065

50,113

4,482,629
1,911,342
6,393,971

2,030,624
141.61%
344,306
20.01%
1,686,318
1,391,142

2013-2019

85.36%

41,38%

Average
2017-2019

103.75%

24.16%

Forecast Parameters for Periods

2019 1.5 6:15  16-beyond
141.61%  3500% 35.00%  35.00%
24.01% 3000% 30.00%  30.00%
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HAINES & COMPANY

A PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

213 WEST THIRD AVENUE

P.O. BOX 767

WARREN, PENNSYLVANIA 16365 MEMBERS OF AMERICAN AND
814-723-7741 » FAX 814-723-9746 PENNSYLVANIA INSTITUTES OF
HAINES-CPAS.COM CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Members
Borough of Kane Authority
Kane, Pennsylvania

Report on the Financial Statements

We have audited the accompanying combined financial statements of the business-type
activities of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania, and the Borough of Kane Sewer Fund as of and for the year ended March
31, 2019, and the related notes to the 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 accouhting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free from

material misstatement.

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

-
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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 obtalned is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, the combined financial statements referred to above present fairly, in all
material respects, the financial position of the business-type activities of the Borough of
Kane Authority, a component unit of the Borough of Kane, Pennsylvania, and the Borough
of Kane Sewer Fund as of March 31, 2019, and the changes in financial position and cash
flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

Other Information

Our audit was conducted for the purpose of forming an opinion on the combined financial
statements of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania and the Borough of Kane Sewer Fund. The combining financial statements
are presented for purposes of additional analysis and are not a required part of the basic

financial statements.

The combining financial statements are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the combining financial statements are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.
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Emphasis of Matter

As discussed in Note B, the combined financial statements present only the Borough of
Kane Authority and the Borough of Kane Sewer Fund and do not purport to, and do not
present fairly the financial position of the Borough of Kane, Pennsylvania as of March 31,
2019, the changes in its financial position, or where applicable, its cash flows for the year
then ended in accordance with accounting principles generally accepted in the United
States of America. Our opinion is not modified with respect to this matter.

MT’@M

Certified Public Accountants
Warren, Pennsylvania
September 26, 2019
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF NET POSITION

March 31, 2019

ASSETS

CURRENT ASSETS
Cash
Accounts receivable
Investments
Interest receivable
Due from other funds
Prepaid expenses

TOTAL CURRENT ASSETS
NOTE RECEIVABLE FROM CUSTOMER
INVENTORY

CAPITAL ASSETS, NET
Equipment
Sewer System
TOTAL CAPITAL ASSETS
TOTAL ASSETS
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows related to pensions
LIABILITIES
CURRENT LIABILITIES
Accounts payable - trade
Accrued payroll and payroll taxes
Accrued interest payable

Liability for compensated absences
Current maturity of long-term debt

TOTAL CURRENT LIABILITIES
LONG-TERM LIABILITIES:
Long-term debt

Net pension liability
Liability for compensated absences

TOTAL LONG-TERM LIABILITIES
TOTAL LIABILITIES
DEFERRED INFLOWS OF RESOURCES
Deferred inflows related to pensions

NET POSITION *
Invested in capital assets, net of related debt
Unrestricted

TOTAL NET POSITION

See accompanying notes to financial statements.

Borough of Kane Authority Financial 2013-2019

$ 350,104
232,190
1,407,913
21,403
5,715

13,299

2,030,624

1,673
5,343

43,267

8,854,506
8,897,773
10,935,413

140,736

19,495
5,903
10,759
8,892

299,257
344,306

4,115,887
117,486
54,386

4,287,759
4,632,065

50,113

4,482,629

1,911,342
$6,393,971
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF REVENUES, EXPENSES AND

CHANGE IN NET POSITION
Year Ended March 31, 2019

OPERATING REVENUES
Charges for services
Other operating income

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Depreciation
Personnel expenses
Operating expenses
Maintenance
Administrative expense
Accounting and audit fees
Engineering fees
Regulatory fees
Legal fees
Office expense

TOTAL OPERATING EXPENSES
OPERATING INCOME

NON-OPERATING REVENUES (EXPENSES)
Interest income
Realized loss on sale of investments
Investment expenses
Interest expense
Engineering and legal fees related to possible sale

TOTAL NON-OPERATING REVENUES (EXPENSES)

CHANGE IN NET POSITION
NET POSITION, April 1, 2018

NET POSITION, March 31, 2019

See accompanying notes to financial statements.
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$1,426,380
7,598

1,433,978

503,158
371,226
339,441
2,168
8,971
6,650
4,441
10,000
3,813
2,438

1,252,306
181,672

29,558
(896)
(1,204)
(129,744)

(28,014)

(130,300)
51,372
6,342,599
$6,393,971

-5-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF CASH FLOWS
Year Ended March 31, 2019

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $1,442,880
Cash paid to employees (341,521)
Cash paid to suppliers (373,577)
Net cash provided by operating activities 727,782
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Purchase of fixed assets (45,104)
Principal payments on long-term debt (290,962)
Interest payments on debt (130,454)
Engineering and legal fees related to possible sale (46,354)
Net cash used for capital and related financing activities (512,874)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from interest earnings 1,232
Net transfers from investments (1,202,061)
Net cash used by investing activities (1,200,829)
NET DECREASE IN CASH : (985,921)
CASH, April 1, 2018 1,336,025
CASH, March 31, 2019 $ 350,104

Reconciliation of operating income to net cash
provided by operating activities:
Operating income $ 181,672

Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation 518,649
Increase in accounts receivable (7,275)
Decrease in due from other fund 14,494
Increase in prepaid expenses (9,737)
Decrease in inventory 2,168
Decrease in note receivable 800
Increase in deferred outflows - pension (50,694)
Increase (decrease) in accounts payable (3,577)
Increase in accrued payroll and payroll taxes 1,682
Increase in net pension liability 109,527
Decrease in deferred inflows - pension (30,228)
Increase in liability for compensated absences 301
Total adjustments 546,110
Net cash provided by operating activities $ 727,782
See accompanying notes to financial statements. -6-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE A —- DESCRIPTION OF OPERATIONS

Authority

The Borough of Kane Authority (the Authority) is a legal entity organized and existing
under the laws of the Commonwealth of Pennsylvania, pursuant to the Municipality
Authorities Act of 1945, approved May 2, 1945, P. L. 382, as amended, having been duly
organized by the Borough of Kane, McKean County, Pennsylvania. The Authority has
the right, privilege, franchise, and authority to lay, construct, maintain, repair, and replace
in the streets, roads, alleys, and rights of way of the Borough of Kane the necessary sewer
lines and related structures.

The articles of incorporation of the Authority were amended in 1994 to include by
application for joinder the Township of Wetmore, McKean County, Pennsylvania.

In accordance with the requirements of Statement No. 14, The Financial Reporting Entity,
of the Governmental Accounting Standards Board (GASB), the financial statements must
present the Authority (the primary government) and its component units. Pursuant to this
criterion, no component units were identified for inclusion in the accompanying financial

statements.
Sewer Fund

The Borough of Kane Sewer Fund accounts for the operation of the sewer system under
the management agreement described in Note G. This is a self-supporting activity, which
renders services on a user charge basis to residents and businesses in the Borough of

Kane and Wetmore Township, Pennsyivania.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Year End

The Authority has a March 31, 2019 year end and the Borough of Kane Sewer Fund has a
December 31, 2018 year end. Professicnal standards allow entities with year-end differences up
to three months to present combined financial statements.

Basis of Presentation and Accounting

The accompanying combined financial statements have been prepared using the
economic resources measurement focus and the accrual basis of accounting and reflect
transactions on behalf of the Authority and the Borough of Kane Sewer Fund, the

7-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of Presentation and Accounting (Continued)

reporting entity. The Authority and the Sewer Fund account for their operations as
enterprise funds. Operating revenues and expenses result from providing sewer facilities
to the Borough of Kane and Wetmore Township, Pennsylvania. All other revenues and
expenses are reported as non-operating revenues and expenses. Under GASB
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Government Funds that use Proprietary Fund Accounting, the Authority applies
Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict Governmental Accounting Standards Board
(GASB) pronouncements, in which case, GASB prevails.

Cash

The Authority and the Sewer Fund consider highly liquid investments (including restricted
assets) with an original maturity of three months or less when purchased to be cash

equivalents.
Investments

Investments are recorded at fair value.

Sewer System, Depreciation, and Project Costs

Assets are stated at cost less accumulated depreciation. Depreciation is computed using
the straight-line method over the estimated useful lives of the assets. Expenditures for
engineering fees and maintenance are capitalized when allocable to construction,
otherwise they are charged to expense as incurred.

Project costs are preliminary costs incurred to determine the feasibility or possibility of
obtaining funding for a significant expansion or upgrade of the sewer system. If the
project is successfully funded, these costs will be reclassified as sewer system and
depreciated over the useful life of the project.

Inventory

Inventories are valued at the lower of cost or market. Cost is determined by the first-in,
first-out (FIFO) method.

Borough of Kane Authority Financial 2013-2019
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capital Grants and Contributions

The Authority receives capital grants from certain governmental agencies to be used for
various purposes connected with the planning, modernization, and expansion of sewer
facilities. Capital grants to the Authority are reported as capital contributions in the
Statement of Revenues, Expenses and Change in Net Position.

Deferred Outflows and Inflows of Resources

In addition to assets, the statement of net position or balance sheet reports a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position or fund balance
that applies to a future period(s) and so will not be recognized as an outflow of resources
(expense/expenditure) until then.

In addition to liabilities, the statement of net position or balance sheet reports a separate
section for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position or fund balance
that applies to a future period(s) and so will not be recognized as an inflow of resources

(revenue) until that time.

Compensated Absences

All vested vacation and sick leave pay is accrued when incurred.

Fund Equity

The financial statements utilize a net position presentation. Net position is categorized
as invested in capital assets, net of related debt, restricted and unrestricted.

e Invested in Capital Assets, Net of Related Debt — This category groups all capital
assets, including infrastructure, into one component of net position. Accumulated
depreciation and the outstanding balances of debt that are attributable to the
acquisition, construction, or improvement of these assets reduce the balance in

this category.

e Restricted Net Position — This category reflects net position that is subject to
constraints either by creditors (such as debt covenants), grantors, contributors, or
laws or regulations of other governments or imposed by law through constitutional
provisions or enabling legislation.

-0-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Equity (Continued)

e Unrestricted Net Position — This category represents net position not restricted for
any project or other purpose. Outstanding liabilities attributable to these assets

reduce the balance of this category.

Use of Estimates

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

estimates.
NOTE C - CASH DEPOSITS AND INVESTMENTS

Commonwealth of Pennsylvania Local Government Unit Debt Act, provides for the
investment of Authority and Sewer Fund funds in certain authorized investment types as

follows:
i)  United States Treasury Bills;

ii.) Short-term obligations of the United States Government or its agencies or
instrumentalities;

i.)  Deposits in savings accounts or time deposits or share accounts of institutions
insured by the Federal Deposit Insurance Corporation or the National Credit
Union Share Insurance Fund to the extent that such accounts are so insured,
and, for any amounts above the insured maximum, provided that approved
collateral as provided by law therefore shall be pledged by the depository;

iv.)  Obligations of the United States of America or any of its agencies or
instrumentalities backed by the full faith and credit of the United States of
America, the Commonwealth of Pennsylvania or any of its agencies or
instrumentalities backed by the full faith and credit of the Commonwealth, or of
any political subdivision of the Commonwealth of Pennsylvania or any of its
agencies or instrumentalities backed by the full faith and credit of the political

subdivision.

-10-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE C - CASH DEPOSITS AND INVESTMENTS (Continued)

The deposit and investment policies of the Authority and Sewer Fund adhere to the act
and prudent business practice. Deposits are maintained in demand deposits and are
captioned as cash in the Statement of Net Position.

Cash Deposits

As of March 31, 2019, the Authority had a bank checking account with a carrying amount
and a bank balance of $190,448 and $190,448, respectively. The balance was covered
by federal depository insurance up to $250,000. The entire balance of the account was
covered by federal depository insurance.

The Authority also has a checking account with a different bank for the purpose of funding
the monthly principal and interest payments of the revenue note. The carrying amount
and the bank balance of the account at March 31, 2019 was $44,950 and $44,950,
respectively. The entire balance of the account was covered by federal depository

insurance.

As of December 31, 2018, the Sewer Fund had bank checking accounts with a carrying
amount and bank balance of $114,706 and $264,837, respectively. The balance was
fully covered by federal depository insurance.

Investments

As of March 31, 2019, investments consist of the following:

Investment Maturities Credit
Less than Quality
Fair Value 1 year 1-6 years  6-10 years Rating
Pennsylvania Local
Government Investment
Trust:
Prime Fund $ 85 $ 85 $ - $ - AAAM
CD Program 603,684 603,684 - - AAAM
Term Fund 804,144 804,144 - - AAAM
$1,407913 $1,407913 §$ - $ -

Investments are restricted for the maintenance, construction, and debt service of the
sewer system.

11-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE D - CAPITAL ASSETS - SEWER SYSTEM AND EQUIPMENT

The sewer system and equipment consist of:

March 31, March 31,
2018 Additions Dispositions 2019
Authority depreciable assets:
New sewersystem 1994 $ 18,021,786 $ - $ - $ 18,021,786
Initial sewer system 1967 614,737 - - 614,737
Sewer extension 2006 660,731 - - 660,731
Equipment 685,688 19,745 - 705,433
Office equipment 32,950 - - 32,950
Total capital assets being
depreciated 20,015,892 19,745 - 20,035,637
Less accumulated depreciation for:
New sewer system 1994 9,625,926 450,565 - 9,976,491
Initial sewer system 1967 391,447 15,368 - 406,815
Sewer extension 2006 177,361 17,098 - 194,459
Equipment 550,289 20,127 - 570,416
Office equipment 32,950 - - 32,950
Total accumulated
depreciation 10,677,973 503,158 - 11,181,131
Authority net sewer system 9,337,919 (483,413) - 8,854,506
Sewer Fund depreciable assets:
Equipment 211,423 19,986 (1,120) 230,289
Total capital assets being
depreciated 211,423 19,986 (1,120) 230,289
Less accumulated depreciation for:
Equipment 171,755 15,491 (224) 187,022
Total accumulated
“depreciation 171,755 15,491 (224) 187,022
Sewer Fund net equipment 39,668 4,495 (896) 43,267

Total sewer system and
equipment $

9377587 $ (478918) $

(896) $ 8,897,773

The sewer system is pledged as collateral for long-term debt

Borough of Kane Authority Financial 2013-2019
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE E - LONG-TERM DEBT

Long-term debt consists of:
Balance Balance
Outstanding Outstanding
March 31,2018 Additions Payments March 31, 2019

Variable rate
Guaranteed Sewer
Revenue Note, Series
2013. Monthly
installments of
interest and principal
are due in the amount
of $35,188.83. The
note matures on June

1,2033. $ 4706,106 $ - $ (290,962) $ 4,415144
Less current maturity 299,257
Long-term debt $ 4115887

The note described above is collateralized by all accounts and property of the Authority
including all the right, title and interest of the Authority in and to any and all receipts and
revenues derived from the sewer system. v

The interest rate of the note is fixed for ten years at 2.83% and thereafter will float at 65%
of the bank’s prime rate with a floor of 2.0% and a ceiling of 6.0%. The 20 year note
matures on June 1, 2033 and payment is guaranteed by the Borough of Kane and
Wetmore Township in proportions of 65% and 35%, respectively.

For the purpose of presenting the Authority’s schedule of principal and interest payments
that will be due in the future, the table below reflects the 2.83% interest rate until May

2023 at which time the rate is assumed for this purpose to reset at the 6.0% maximum
rate.

13-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE E - LONG-TERM DEBT (Continued)

The schedule for principal maturity and annual debt service is as follows:

Year Ending Principal Total Total Debt
March 31, Amount Interest Service

2020 $ 299257 $ 123,009 § 422,266
2021 308,166 114,100 422,266
2022 317,125 105,141 422,266
2023 326,345 95,921 422,266
2024 253,574 168,692 422,266
2025-2029 1,427,945 683,385 2,111,330
2030-3033 1,482,732 189,928 1,672,660

$ 4415144 §$ 1,480,176 $ 5,895,320

NOTE F ~ NOTE RECEIVABLE

The Borough of Kane Authority loaned funds to a customer to help purchase a grinder
pump. The note is summarized below:

$5,057 note receivable dated March 21, 2016 paying 2.5% interest
annually. Payments to be received monthly in the amount of $216.24
through April 21, 2018. The note is collateralized by the grinder pump. $ 1673

NOTE G - MANAGEMENT AGREEMENT

On September 21, 1994, the Authority and the Borough of Kane entered into a
management agreement for the operation of the Sewer System. Under the terms of the
agreement, the Borough agrees to operate the Sewer System, bill and collect all revenue
from the Sewer System, and return to the Authority periodically all excess funds not
required for the estimated operating costs of the next three months. The agreement may
be canceled by either party upon twelve months written notice. The Authority recognized
$720,000 of revenue during the year ended March 31, 2019 under this agreement. The
Authority had $459,143 included in accounts receivable under this agreement at March
31, 2019. This revenue and related expense has been eliminated from the accompanying
combined financial statements.

-14-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE H — RELATED PARTY TRANSACTIONS

An officer of the Authority provides accounting services to the Authority. Payments for
these services during the year ended March 31, 2019 totaled $9,084.

NOTE | - RETIREMENT PLAN

The Borough of Kane has a single-employer defined benefit plan that covers the
Borough’s non-uniformed employees. More information related to the pension fund can
be obtained from the financial statements of the Borough of Kane.

The Borough of Kane Sewer Fund reported a net pension liability of $117,486 at
December 31, 2018.

The Borough of Kane Sewer Fund reported $140,736 of deferred outflows related to
actuarial changes of assumptions and differences between projected and actual

investment earnings.

The Borough of Kane Sewer Fund also reported $50,113 of deferred inflows related to
actuarial differences between expected and actual experience and differences between
projected and actual investment earnings.

NOTE J - SUBSEQUENT EVENTS

The Authority has been approached by a prospective buyer to purchase the sewer
system. Both parties are still in negotiations. The Authority estimates it will be two or more
years before the deal is finalized. The net proceeds will be distributed 80% to Borough of
Kane and 20% to Wetmore Township.

-15-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND
COMBINING STATEMENT OF NET POSITION

March 31, 2019 December 31, 2018 ’ March 31, 2019
Borough of Borough of Combined
Kane Authority Kane Sewer Fund  Eliminations Totals
ASSETS
CURRENT ASSETS
Cash 3 235398 $ 114,706 $ - $ 350,104
Accounts receivabie 459,143 232,190 (459,143) 232,190
Investments 1,407,913 - - 1,407,913
Interest receivable 21,403 - - 21,403
Due from other funds - 5,715 - 5,715
Prepaid expenses - 13,299 - 13,299
TOTAL CURRENT ASSETS 2,123,857 365,910 (459,143) 2,030,624
NOTE RECEIVABLE FROM CUSTOMER 1,673 - - 1,673
INVENTORY 5,343 - - 5,343
CAPITAL ASSETS, NET
Equipment - 43,267 - 43,267
Sewer System 8,854,506 - - 8,854,506
TOTAL ASSETS 10,985,379 409,177 (459,143) 10,935,413
DEFERRED QUTFLOWS OF RESOURCES
Deferred outflows related to pensions - 140,736 - 140,736
LIABILITIES
CURRENT LIABILITIES
Accounts payable 1,877 17,618 - 19,495
Accrued payroll and payroll taxes - 5,903 - 5,903
Accrued interest payable 10,759 - - 10,759
Liability for compensated absences - 8,892 - 8,892
Current maturity of long-term debt 299,257 - - 299,257
Due to component unit - 451,500 (451,500) -
TOTAL CURRENT LIABILITIES 311,893 483,913 (451,500) 344,306
LONG-TERM LIABILITIES:
Long-term debt 4,115,887 - - 4,115,887
Net pension liability - 117,486 - 117,486
Liability for compensated absences - 54,386 - 54,386
TOTAL LONG-TERM LIABILITIES 4,115,887 171,872 - 4,287,759
TOTAL LIABILITIES 4,427,780 655,785 (451,500) 4,632,065
DEFERRED INFLOWS OF RESOURCES
Deferred inflows related to pensions - 50,113 - 50,113
NET POSITION
Invested in capital assets, net of related debt 4,439,362 43,267 - 4,482,629
Unrestricted i 2,118,237 (199,252) (7,643) 1,911,342
TOTAL NET POSITION 3 6,557,599 $§ (155,985) $ (7,643) $ 6,393,971
See accompanying notes to financial statements -16-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINING STATEMENT OF REVENUES, EXPENSES

™~
( AND CHANGE IN NET POSITION
Year Ended Year Ended
March 31, 2019 December 31, 2018 March 31, 2019
Borough of Borough of Combined
Kane Authority Kane Sewer Fund  Eliminations Totals
OPERATING REVENUES
Charges for services $ - $ 1,426,380 $ - $ 1,426,380
Other operating income 1,173 6,425 - 7,598
Sewer system revenue from Borough of Kane 720,000 - (720,000) -
TOTAL OPERATING REVENUES 721,173 1,432,805 (720,000) 1,433,978
OPERATING EXPENSES
Depreciation 503,158 - - 503,158
Personnel expenses - 371,226 - 371,226
Operating expenses - 339,441 - 339,441
Maintenance 2,168 - - 2,168
Administrative expense 8,971 - - 8,971
Accounting and audit fees 6,650 - - 6,650
Engineering fees 4,441 - - 4,441
Regulatory fees 10,000 - - 10,000
Legal fees 3,813 - - 3,813
Office expense 2,438 - - 2,438
( Transfer to Authority - 720,000 (720,000) -
X TOTAL OPERATING EXPENSES 541,639 1,430,667 (720,000) 1,252,306
OPERATING INCOME 179,534 2,138 - 181,672
NON-OPERATING REVENUES (EXPENSES)
interest income 29,228 330 - 29,558
Realized loss on sale of investments - (896) - (896)
Investment expenses (1,204) - - (1,204)
Interest expense (129,744) - - (129,744)
Engineering and legal fees related to possible sale (28,014) - - (28,014)
TOTAL NON-OPERATING REVENUES
(EXPENSES) (129,734) (566) - (130,300)
CHANGE IN NET POSITION 49,800 1,572 - 51,372
NET POSITION, Beginning of year 6,507,799 (157,557) (7,643) 6,342,599
NET POSITION, End of year $ 6557599 § (155,985) $ (7643) $ 6,393,971
(\/dee accompanying notes to financial statements -17-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINING STATEMENT OF CASH FLOWS (\
Year Ended Year Ended
March 31, 2019 December 31, 2018 March 31, 2019
Borough of Borough of Combined
Kane Authority Kane Sewer Fund  Eliminations Totals

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $ 737,350 $ 1,425,530 $ (720,000) $ 1,442,880
Cash paid to component unit - (720,000) 720,000 -
Cash paid to employees - (341,521) - (341,521)
Cash paid to suppliers (36,563) (337,014) - (373,577)
Net cash provided by operating activities 700,787 26,995 - 727,782
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Purchase of fixed assets (25,118) (19,986) - (45,104)
Principal payments on long-term debt (290,962) - - (290,962)
Interest payments on debt (130,454) - - (130,454)
Engineering and legal fees related to possible sale (46,354) - - (46,354)
Net cash used for capital and related
financing activities (492,888) (19,986) - (512,874)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from interest earnings 902 330 - 1,232
Net transfers from investments (1,202,061) - - (1,202,061)
Net cash used by investing activities (1,201,159) 330 - (1,200,829) < )
NET DECREASE IN CASH (993,260) 7,339 - (985,921)
CASH, Beginning of year 1,228,658 107,367 - 1,336,025
CASH, End of year $ 235,398 $ 114,706 $ - $ 350,104
Reconciliation of operating income to net cash
provided by operating activities:
Operating income $ 179,534 §$ 2,138 $ - $ 181,672
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation 503,158 15,491 - 518,649
Decrease (increase) in accounts receivable - (7,275) - (7,275)
Decrease in due from other fund 15,377 (883) - 14,494
Increase in prepaid expenses - (9,737) - (9,737)
Decrease in inventory 2,168 - - 2,168
Decrease in note receivable 800 - - 800
Decrease in net pension asset - - - -
Increase in deferred outflows - pension - (50,694) - (50,694)
Increase (decrease) in accounts payable (250) (3,327) - (3,577)
Increase in accrued payroll and payroll taxes - 1,682 - 1,682
Increase in net pension liability . - 109,627 - 109,627
Decrease in deferred inflows - pension - (30,228) - (30,228)
Increase in liability for compensated absences - 301 - 301
Total adjustments 521,253 24,857 - 546,110
Net cash provided by operating activities 3 700,787 $ 26,995 $ - $ 727,782 U
See accompanying notes to financial statements. -18-
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HAINES & COMPANY

A PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

213 WEST THIRD AVENUE
P.O. BOX 767

WARREN, PENNSYLVANIA 16365 MEMBERS OF AMERICAN AND
814-723-7741 + FAX 814-723-9746 PENNSYLVANIA INSTITUTES OF
HAINES-CPAS.COM CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT

To the Members
Borough of Kane Authority
Kane, Pennsylvania

Report on the Financial Statements

We have audited the accompanying combined financial statements of the business-type
activities of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania, and the Borough of Kane Sewer Fund as of and for the year ended March
31, 2018, and the related notes to the financial statements, as listed in the table of

contents.
Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free from

material misstatement.

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

-
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statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the combined financial statements referred to above present fairly, in all
material respects, the financial position of the business-type activities of the Borough of
Kane Authority, a component unit of the Borough of Kane, Pennsylvania, and the Borough
of Kane Sewer Fund as of March 31, 2018, and the changes in financial position and cash
flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

Other Information

Our audit was conducted for the purpose of forming an opinion on the combined financial
statements of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania and the Borough of Kane Sewer Fund. The combining financial statements
are presented for purposes of additional analysis and are not a required part of the basic

financial statements.

The combining financial statements are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the combining financial statements are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.
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Emphasis of Matter

As discussed in Note B, the combined financial statements present only the Borough of
Kane Authority and the Borough of Kane Sewer Fund and do not purport to, and do not
present fairly the financial position of the Borough of Kane, Pennsylvania as of March 31,
2018, the changes in its financial position, or where applicable, its cash flows for the year
then ended in accordance with accounting principles generally accepted in the United
States of America. Our opinion is not modified with respect to this matter.

MT’W

Certified Public Accountants
Warren, Pennsylvania
June 25, 2018
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF NET POSITION

March 31, 2018

ASSETS

CURRENT ASSETS
Cash
Accounts receivable
Investments
interest receivable
Due from other funds
Prepaid expenses

TOTAL CURRENT ASSETS
NOTE RECEIVABLE FROM CUSTOMER
INVENTORY

CAPITAL ASSETS, NET
Equipment
Sewer System
TOTAL CAPITAL ASSETS
TOTAL ASSETS
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows related to pensions
LIABILITIES
CURRENT LIABILITIES
Accounts payable - trade
Accrued payroll and payroll taxes
Accrued interest payable

Liability for compensated absences
Current maturity of long-term debt

TOTAL CURRENT LIABILITIES
LONG-TERM LIABILITIES:
Long-term debt

Net pension liability
Liability for compensated absences

TOTAL LONG-TERM LIABILITIES
TOTAL LIABILITIES
DEFERRED INFLOWS OF RESOURCES
Deferred inflows related to pensions

NET POSITION
Invested in capital assets, net of related debt

Unrestricted
TOTAL NET POSITION

See accompanying notes to financial statements.
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$1,336,025
237,512
200,004
129

4,832

3,562

1,782,064

2,473
7,511

39,668

9,337,919
9,377,587
11,169,635

90,042

59,382

4,221
11,469
11,440

291,075
377,587

4,415,031
7,959

51,537
4,474,527
4,852,114

80,341

4,666,108

1,661,114
$6,327,222
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF REVENUES, EXPENSES AND

CHANGE IN NET POSITION
Year Ended March 31, 2018

OPERATING REVENUES
Charges for services
Other operating income

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Depreciation
Personnel expenses
Utilities
Operating expenses
Maintenance
Supplies
Administrative expense
Insurance
Engineering fees
Accounting and audit fees
Regulatory fees
Legal fees
Office expense

TOTAL OPERATING EXPENSES
OPERATING INCOME

NON-OPERATING REVENUES (EXPENSES)
Interest income
Realized loss on sale of investments
Investment expenses
Interest expense
Engineering assessment and appraisal fees

TOTAL NON-OPERATING REVENUES (EXPENSES)

CHANGE IN NET POSITION
NET POSITION, April 1, 2017, as restated, Note |

NET POSITION, March 31, 2018

See accompanying notes to financial statements.
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$1,440,478
1,317

1,441,795

512,824
364,843
121,556
98,286
62,182
39,138
14,699
14,301
7,994
7,400
6,250
5,641
1,571

1,256,685
185,110

10,039
(5,099)
(2,995)
(138,810)

(27,677)

(164,542)
20,568
6,306,654

$6,327,222
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF CASH FLOWS

Year Ended March 31, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers
Cash paid to employees
Cash paid to suppliers

Net cash provided by operating activities

$1,441,522

(342,555)

(376,131)
722,836

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Purchase of fixed assets

Principal payments on long-term debt
Interest payments on debt

Engineering fees related to possible sale

Net cash used for capital and related financing activities
CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from interest earnings
Net transfers from investments

Net cash provided by investing activities

NET INCREASE IN CASH
CASH, April 1, 2017

CASH, March 31, 2018

Reconciliation of operating income to net cash
provided by operating activities:
Operating income

Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation

Increase in accounts receivable

Increase in due from other fund

Increase in prepaid expenses

Decrease in note receivable

Decrease in net pension asset

Increase in deferred outflows - pension
Increase in accounts payable

Increase in accrued payroll and payroll taxes
Increase in net pension liability

Increase in deferred inflows - pension
‘Increase in liability for compensated absences

Total adjustments
Net cash provided by operating activities

See accompanying notes to financial statements.
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(47,612)
(282,767)
(139,499)

(9,337)
(479,215)

1,164
571,581

572,745

816,366
519,659

$1,336,025
$ 185,110

512,824
(727)
(2,335)
(448)
454
4,437
(46,842)
3,333
165
7,959
54,335
4,569

537,726
s 722,8%
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE A - DESCRIPTION OF OPERATIONS

Authority

The Borough of Kane Authority (the Authority) is a legal entity organized and existing
under the laws of the Commonwealth of Pennsylvania, pursuant to the Municipality
Authorities Act of 1945, approved May 2, 1945, P. L. 382, as amended, having been duly
organized by the Borough of Kane, McKean County, Pennsylvania. The Authority has
the right, privilege, franchise, and authority to lay, construct, maintain, repair, and replace
in the streets, roads, alleys, and rights of way of the Borough of Kane the necessary sewer

lines and related structures.

The articles of incorporation of the Authority were amended in 1994 to include by
application for joinder the Township of Wetmore, McKean County, Pennsylvania.

In accordance with the requirements of Statement No. 14, The Financial Reporting Entity,
of the Governmental Accounting Standards Board (GASB), the financial statements must
present the Authority (the primary government) and its component units. Pursuant to this
criterion, no component units were identified for inclusion in the accompanying financial

statements.

Sewer Fund

The Borough of Kane Sewer Fund accounts for the operation of the sewer system under
the management agreement described in Note G. This is a self-supporting activity, which
renders services on a user charge basis to residents and businesses in the Borough of

Kane and Wetmore Township, Pennsylvania.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Year End

The Authority has a March 31, 2018 year end and the Borough of Kane Sewer Fund has a
December 31, 2017 year end. Professional standards allow entities with year end differences up
to three months to present combined financial statements.

Basis of Presentation and Accounting

The accompanying combined financial statements have been prepared using the
economic resources measurement focus and the accrual basis of accounting and reflect
transactions on behalf of the Authority and the Borough of Kane Sewer Fund, the

-7-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of Presentation and Accounting (Continued)

reporting entity. The Authority and the Sewer Fund account for their operations as
enterprise funds. Operating revenues and expenses result from providing sewer facilities
to the Borough of Kane and Wetmore Township, Pennsylvania. All other revenues and
expenses are reported as non-operating revenues and expenses. Under GASB
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Government Funds that use Proprietary Fund Accounting, the Authority applies
Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict Governmental Accounting Standards Board
(GASB) pronouncements, in which case, GASB prevails.

Cash

The Authority and the Sewer Fund consider highly liquid investments (including restricted
assets) with an original maturity of three months or less when purchased to be cash

equivalents.
Investments
Investments are recorded at fair value.

Sewer System, Depreciation, and Project Costs

Assets are stated at cost less accumulated depreciation. Depreciation is computed using
the straight-line method over the estimated useful lives of the assets. Expenditures for
engineering fees and maintenance are capitalized when allocable to construction,

otherwise they are charged to expense as incurred.

Project costs are preliminary costs incurred to determine the feasibility or possibility of
obtaining funding for a significant expansion or upgrade of the sewer system. I[f the
project is successfully funded, these costs will be reclassified as sewer system and

depreciated over the useful life of the project.

Inventory

Inventories are valued at the lower of cost or market. Cost is determined by the first-in,
first-out (FIFO) method.
-8-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capital Grants and Contributions

The Authority receives capital grants from certain governmental agencies to be used for
various purposes connected with the planning, modernization, and expansion of sewer
facilities. Capital grants to the Authority are reported as capital contributions in the
Statement of Revenues, Expenses and Change in Net Position.

Deferred Outflows and Inflows of Resources

In addition to assets, the statement of net position or balance sheet reports a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position or fund balance
that applies to a future period(s) and so will not be recognized as an outflow of resources

(expensel/expenditure) until then.

In addition to liabilities, the statement of net position or balance sheet reports a separate
section for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position or fund balance
that applies to a future period(s) and so will not be recognized as an inflow of resources

(revenue) until that time.

Compensated Absences

All vested vacation and sick leave pay is accrued when incurred.

Fund Equity

The financial statements utilize a net position presentation. Net position is categorized
as invested in capital assets, net of related debt, restricted and unrestricted.

e Invested in Capital Assets, Net of Related Debt — This category groups all capital
assets, including infrastructure, into one component of net position. Accumulated
depreciation and the outstanding balances of debt that are attributable to the
acquisition, construction, or improvement of these assets reduce the balance in

this category.

e Restricted Net Position — This categor’y reflects net position that is subject to
constraints either by creditors (such as debt covenants), grantors, contributors, or
laws or regulations of other governments or imposed by law through constitutional

provisions or enabling legislation.
-9-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Equity (Continued)

e Unrestricted Net Position — This category represents net position not restricted for
any project or other purpose. Outstanding liabilities attributable to these assets

reduce the balance of this category.

Use of Estimates

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

estimates.
NOTE C - CASH DEPOSITS AND INVESTMENTS

Commonwealth of Pennsylvania Local Government Unit Debt Act, provides for the
investment of Authority and Sewer Fund funds in certain authorized investment types as

follows:
i) United States Treasury Bills;

ii.) Short-term obligations of the United States Government or its agencies or
instrumentalities;

ii.)  Deposits in savings accounts or time deposits or share accounts of institutions
insured by the Federal Deposit Insurance Corporation or the National Credit
Union Share Insurance Fund to the extent that such accounts are so insured,
and, for any amounts above the insured maximum, provided that approved
collateral as provided by law therefore shall be pledged by the depository,

iv.)  Obligations of the United States of America or any of its agencies or
instrumentalities backed by the full faith and credit of the United States of
America, the Commonwealth of Pennsylvania or any of its agencies or
instrumentalities backed by the full faith and credit of the Commonwealth, or of

any political subdivision of the Commonwealth of Pennsylvania or any of its |

agencies or instrumentalities backed by the full faith and credit of the political
subdivision.

-10-
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Borough of Kane Authority Financial 2013-2019

BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE C - CASH DEPOSITS AND INVESTMENTS (Continued)

The deposit and investment policies of the Authority and Sewer Fund adhere to the act
and prudent business practice. Deposits are maintained in demand deposits and are

captioned as cash in the Statement of Net Position.

Cash Deposits

As of March 31, 2018, the Authority had a bank checking account with a carrying amount
and a bank balance of $1,161,442 and $1,171,243, respectively. The balance was
covered by federal depository insurance up to $250,000. There was $921,243 of
uninsured cash on deposit as of March 31, 2018.

The Authority also has a checking account with a different bank for the purpose of funding
the monthly principal and interest payments of the revenue note. The carrying amount
and the bank balance of the account at March 31, 2018 was $67,216 and $67,216,
respectively. The entire balance of the account was covered by federal depository

insurance.

As of December 31, 2017, the Sewer Fund had bank checking accounts with a carrying
amount and bank balance of $107,367 and $121,673, respectively. The balance was
fully covered by federal depository insurance. i

Investments

As of March 31, 2018, investments consist of the following:

Investment Maturities Credit
Less than Quality
Fair Value 1 year 1-5 years  6-10 years Rating
Pennsylvania Local
Government Investment
Trust:
Prime Fund $ 4 9 4 % - $ - AAAM
Term Fund 200,000 200,000 - - AAAmM
$ 200,004 $ 200,004 $ - $ -

Investments are restricted for the maintenance, construction, and debt service of the
sewer system.

11-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE D - CAPITAL ASSETS - SEWER SYSTEM AND EQUIPMENT

The sewer system and equipment consist of:

March 31, March 31,
2017 Additions Dispositions 2018
Authority depreciable assets:
New sewer system 1994  § 18,021,786 $ - $ $ 18,021,786
Initial sewer system 1967 614,737 - 614,737
Sewer extension 2006 660,731 - 660,731
Equipment 638,817 46,871 685,688
Office equipment 32,950 - 32,950
Total capital assets being
depreciated 19,969,021 46,871 20,015,892
Less accumulated depreciation for:
New sewer system 1994 9,075,360 450,566 9,525,926
Initial sewer system 1967 376,079 15,368 391,447
Sewer extension 2006 160,263 17,098 177,361
Equipment 533,441 16,848 550,289
Office equipment 32,950 - 32,950
Total accumulated
depreciation 10,178,093 499,880 10,677,973
Authority net sewer system 9,790,928 (453,009) 9,337,919
Sewer Fund depreciable assets:
Equipment 253,051 6,114 259,165
Total capital assets being ,
depreciated 253,051 6,114 259,165
Less accumulated depreciation for:
Equipment 206,553 12,944 219,497
Total accumulated
depreciation 206,553 12,944 219,497
Sewer Fund net equipment 46,498 (6,830) 39,668
Total sewer system and
~ equipment $ 9,837,426 $ (459,839) § $ 9,377,587
The sewer system is pledged as collateral for long-term debt
-12-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE E - LONG-TERM DEBT

Long-term debt consists of:
Balance Balance
Outstanding Outstanding
March 31,2017 Additions Payments March 31,2018

Variable rate
Guaranteed Sewer
Revenue Note, Series
2013. Monthly
installments of
interest and principal
are due in the amount
of $35,188.83. The
note matures on June

1, 2033. $ 4988873 $ - $ (282,767) $ 4,706,106
Less current maturity 291,075
Long-term debt $ 4,415,031

The note described above is collateralized by all accounts and property of the Authority
including all the right, title and interest of the Authority in and to any and all receipts and
revenues derived from the sewer system.

The interest rate of the note is fixed for ten years at 2.83% and thereafter will float at 65%
of the bank’s prime rate with a floor of 2.0% and a ceiling of 6.0%. The 20 year note
matures on June 1, 2033 and payment is guaranteed by the Borough of Kane and
Wetmore Township in proportions of 65% and 35%, respectively.

For the purpose of presenting the Authority's schedule of principal and interest payments
that will be due in the future, the table below reflects the 2.83% interest rate until May

2023 at which time the rate is assumed for this purpose to reset at the 6.0% maximum
rate.

-13-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE E - LONG-TERM DEBT (Continued)

The schedule for principal maturity and annual debt service is as follows:

Year Ending Principal Total Total Debt
March 31, Amount Interest Service
2019 $ 291,075 $ 131,191 $ 422,266
2020 299,143 123,123 422,266
2021 308,166 114,100 422,266
2022 317,125 105,141 422,266
2023 326,345 95,921 422,266
2024-2028 1,360,211 751,119 2,111,330
2029-3033 1,804,041 290,884 2,094,925

$ 4,706,106 $ 1611479 §$ 6,317,585

NOTE F — NOTE RECEIVABLE

The Borough of Kane Authority loaned funds to a customer to help purchase a grinder
pump. The note is summarized below:

$5,057 note receivable dated March 21, 2016 paying 2.5% interest
annually. Payments to be received monthly in the amount of $216.24
through April 21, 2018. The note is collateralized by the grinder pump. $ 2 473

NOTE G - MANAGEMENT AGREEMENT

On September 21, 1994, the Authority and the Borough of Kane entered into a
management agreement for the operation of the Sewer System. Under the terms of the
agreement, the Barough agrees to operate the Sewer System, bill and collect all revenue
from the Sewer System, and return to the Authority periodically all excess funds not
required for the estimated operating costs of the next three months. The agreement may
be canceled by either party upon twelve months written notice. The Authority recognized
$720,000 of revenue during the year ended March 31, 2018 under this agreement. The
Authority had $474,520 included in accounts receivable under this agreement at March
31, 2018. This revenue and related expense has been eliminated from the accompanying

combined financial statements.

-14-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE H — RELATED PARTY TRANSACTIONS

An officer of the Authority provides accounting services to the Authority. Payments for
these services during the year ended March 31, 2018 totaled $8,921.

NOTE | - RETIREMENT PLAN

The Borough of Kane has a single-employer defined benefit plan that covers the
Borough’s non-uniformed employees. More information related to the pension fund can
be obtained from the financial statements of the Borough of Kane.

The Borough of Kane Sewer Fund reported a net pension liability of $7,959 at December
31, 2017.

The Borough of Kane Sewer Fund reported $90,042 of deferred outflows related to
actuarial changes of assumptions and differences between projected and actual

investment earnings.

The Borough of Kane Sewer Fund also reported $80,341 of deferred inflows related to
actuarial differences between expected and actual experience and differences between
projected and actual investment earnings.

NOTE J - PRIOR YEAR ADJUSTMENT

A prior period adjustment for deferred outflows of resources and deferred inflows of
resources were made as a correction to the previously issued financial statements. The
adjustment increased the 2016 sewer fund ending net position by $17,194. This
adjustment is necessary to properly present the previously unrecorded deferred outflows
and inflows of resources as of December 31, 2016.

Sewer
Authority Fund
Net position, as previously reported $ 6,488,763 $ (176,283)
Deferred outflows of resources - 43,200
Deferred inflows of resources - (26,006)
Net position, as restated $ 6,488,763 3 (159,089)

NOTE K- SUBSEQUENT EVENTS

The Authority has been approached by a prospective buyer to purchase the sewer

system.
-15-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINING STATEMENT OF NET POSITION

March 31, 2018 December 31, 2017

~

March 31, 2018

Borough of Borough of Combined
Kane Authority Kane Sewer Fund _ Eliminations Totals
ASSETS
CURRENT ASSETS
Cash $ 1,228,658 § 107,367 $ - $ 1,336,025
Accounts receivable 487,117 224,915 (474,520) 237,512
Investments 200,004 - - 200,004
Interest receivable 129 - - 129
Due from other funds - 4,832 - 4,832
Prepaid expenses - 3,562 - 3,662
TOTAL CURRENT ASSETS 1,915,908 340,676 (474,520) 1,782,064
NOTE RECEIVABLE FROM CUSTOMER 2,473 - - 2,473
INVENTORY 7,511 - - 7,511
CAPITAL ASSETS, NET
Equipment - 39,668 - 39,668
Sewer System 9,337,919 - - 9,337,919
TOTAL ASSETS 11,263,811 380,344 (474,520) 11,169,635
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows related to pensions - 90,042 - 90,042
LIABILITIES < y
CURRENT LIABILITIES o
Accounts payable 38,437 20,945 - 59,382
Accrued payroll and payroll taxes - 4,221 - 4,221
Accrued interest payable 11,469 - - 11,469
Liability for compensated absences - 11,440 - 11,440
Current maturity of long-term debt - 291,075 - - 291,075
Due to component unit - 451,500 (451,500) -
TOTAL CURRENT LIABILITIES 340,981 488,106 (451,500) 377,587
LONG-TERM LIABILITIES:
Long-term debt 4,415,031 - - 4,415,031
Net pension liability - 7,959 - 7,959
Liability for compensated absences - 51,5637 - 51,537
TOTAL LONG-TERM LIABILITIES 4,415,031 59,496 - 4,474,527
TOTAL LIABILITIES 4,756,012 547,602 (451,500) 4,852,114
DEFERRED INFLOWS OF RESOURCES .
Deferred inflows related to pensions - 80,341 - 80,341
NET POSITION
Invested in capital assets, net of related debt 4,626,440 39,668 - 4,666,108
Unrestricted 1,881,359 (197,225) (23,020) 1,661,114
TOTAL NET POSITION $ 6,507,799 § (157,557) § (23,020) $ 6,327,222 w
-16-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND
COMBINING STATEMENT OF REVENUES, EXPENSES

OPERATING REVENUES
Charges for services
Other operating income
Sewer system revenue from Borough of Kane

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Depreciation
Personnel expenses
Utilities
Operating expenses
Maintenance
Supplies
Administrative expense
Insurance
Accounting and audit fees
Engineering fees
Regulatory fees

</ Legal fees
Office expense
Transfer to Authority

TOTAL OPERATING EXPENSES
OPERATING INCOME
NON-OPERATING REVENUES (EXPENSES)
interest income
Realized loss on sale of investments
Investment expenses

Interest expense
Engineering assessment and appraisal fees

TOTAL NON-OPERATING REVENUES
(EXPENSES)

CHANGE IN NET POSITION
NET POSITION, Beginning of year, as restated, Note |

NET POSITION, End of year

/

~/S/ee accompanying notes to financial statements
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AND CHANGE IN NET POSITION

Year Ended Year Ended
March 31, 2018 December 31, 2017 March 31, 2018
Borough of Borough of Combined
Kane Authority Kane Sewer Fund  Eliminations Totals
$ - 1,440,478 $ - $ 1,440,478
1,317 - - 1,317
720,000 - (720,000) -
721,317 1,440,478 (720,000) 1,441,795
499,880 12,944 - 512,824
- 364,843 - 364,843
- 121,556 - 121,556
- 98,286 - 98,286
- 62,182 - 62,182
- 39,138 - 39,138
8,884 5,815 - 14,699
- 14,301 - 14,301
7,400 - - 7,400
7,994 - - 7,994
6,250 - - 6,250
5,641 - - 5,641
1,571 - - 1,571
- 720,000 (720,000) -
537,620 1,439,065 (720,000) 1,256,685
183,697 1,413 - 185,110
9,920 119 - 10,039
(5,099) - - (5,099)
(2,995) - - (2,995)
(138,810) - . (138,810)
(27,677) - - (27,677)
(164,661) 119 - (164,542)
19,036 1,532 - 20,568
6,488,763 (159,089) (23,020) 6,306,654
$ 6,507,799 §$ (157,557) $ (23,020) § 6,327,222
-17-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND
COMBINING STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers
Cash paid to component unit
Cash paid to employees

Cash paid to suppliers

Net cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Purchase of fixed assets

Principal payments on long-term debt

Interest payments on debt

Engineering fees related to possible sale
Net cash used for capital and related
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from interest earnings
Net transfers from investments

Net cash provided by investing activities

NET INCREASE IN CASH
CASH, Beginning of year

CASH, End of year

Reconciliation of operating income to net cash
provided by operating activities:
Operating income

Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation

Decrease (increase) in accounts receivable
Increase in due from other fund

Increase in prepaid expenses

Decrease in note receivable

Decrease in net pension asset

Increase in deferred outflows - pension
Increase (decrease) in accounts payable
Increase in accrued payroll and payroll taxes
increase in net pension liability

Increase in deferred inflows - pension
increase in liability for compensated absences

Total adjustments

Net cash provided by operating activities

See accompanying notes to financial statements.
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Year Ended Year Ended
March 31, 2018 December 31, 2017 March 31, 2018
Borough of Borough of Combined
Kane Authority Kane Sewer Fund _ Eliminations Totals
$ 722,073 $ 1,439,449 $ (720,000) $ 1,441,522
- (720,000) 720,000 -
- (342,555) - (342,555)
(39,770) (336,361) - (376,131)
682,303 40,533 - 722,836
(41,498) (6,114) - (47,612)
(282,767) - - (282,767)
(139,499) - - (139,499)
(9,337) - - (9,337}
(473,101) (6,114) - (479,215)
1,045 119 - 1,164
571,581 - - 571,581
572,626 119 - 572,745
781,828 34,538 - 816,366
446,830 72,829 - 519,659
$ 1,228,658 § 107,367 $ - $ 1,336,025
$ 183,697 § 1413 § - $ 185,110
499,880 12,944 - 512,824
302 (1,029) - (727)
- (2,335) - (2,335)
- (446) - (446)
454 - - 454
- 4,437 - 4,437
- (46,842) - (46,842)
(2,030) 5,363 - 3,333
- 165 - 165
- 7,959 - 7,959
- 54,335 - 54,335
- 4,569 - 4,569
498,606 39,120 - 537,726
$ 682,303 § 40,533 % - $ 722,836
-18-
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HAINES & COMPANY

A PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

213 WEST THIRD AVENUE
P.O. BOX 767

WARREN, PENNSYLVANIA 16365 MEMBERS OF AMERICAN AND
814-723-7741 » FAX 814-723-9746 PENNSYLVANIA INSTITUTES OF
HAINES-CPAS.COM CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Members
Borough of Kane Authority
Kane, Pennsylvania

Report on the Financial Statements

We have audited the accompanying combined financial statements of the business-type
activities of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania, and the Borough of Kane Sewer Fund as of and for the year ended March
31, 2017, and the related notes to the financial statements, as listed in the table of

contents.
Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free from

material misstatement.

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

-
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statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the combined financial statements referred to above present fairly, in all
material respects, the financial position of the business-type activities of the Borough of
Kane Authority, a component unit of the Borough of Kane, Pennsylvania, and the Borough
of Kane Sewer Fund as of March 31, 2017, and the changes in financial position and cash
flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Other Information

Our audit was conducted for the purpose of forming an opinion on the combined financial
statements of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania and the Borough of Kane Sewer Fund. The combining financial statements
are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The combining financial statements are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the combining financial statements are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.
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Emphasis of Matter

As discussed in Note B, the combined financial statements present only the Borough of
Kane Authority and the Borough of Kane Sewer Fund and do not purport to, and do not
present fairly the financial position of the Borough of Kane, Pennsylvania as of March 31,
2017, the changes in its financial position, or where applicable, its cash flows for the year
then ended in accordance with accounting principles generally accepted in the United
States of America. Our opinion is not modified with respect to this matter.

,/ —

Certified Public Accountants
Warren, Pennsylvania
July 6, 2017
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF NET POSITION
March 31, 2017

ASSETS

CURRENT ASSETS
Cash
Accounts receivable
Due from other funds
Prepaid expenses

TOTAL CURRENT ASSETS

RESTRICTED CASH

RESTRICTED INVESTMENTS

NOTE RECEIVABLE FROM CUSTOMER
INVENTORY

CAPITAL ASSETS, NET

' Equipment
Sewer System

NET PENSION ASSET

TOTAL ASSETS

LIABILITIES

CURRENT LIABILITIES
Accounts payable - trade
Accrued payroll and payroll taxes
Accrued interest payable
Accrued investment fees payable
Current maturity of long-term debt

TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES:
Long-term debt
Liability for compensated absences

TOTAL LONG-TERM LIABILITIES
TOTAL LIABILITIES

NET POSITION
Invested in capital assets, net of related debt
Restricted for debt service
Unrestricted

TOTAL NET POSITION

See accompanying notes to financial statements.
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$ 430,177

223,886
2,497

3,116

659,676

89,482
771,395
2,927
7,511

46,498
9,790,928
4437

11,372,854

19,739
4,056
12,158
462

282,834
319,249

4,706,039
58,408

4,764,447
5,083,696

4,848,553
422,266

1,018,339
$6,289,158

-4-
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3 BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND
( COMBINED STATEMENT OF REVENUES, EXPENSES AND
§ CHANGE IN NET POSITION
’ Year Ended March 31, 2017
OPERATING REVENUES
Charges for services $1,431,778
Other operating income , 835
TOTAL OPERATING REVENUES 1,432,613
OPERATING EXPENSES
Depreciation 506,586
Personnel expenses 351,353
Utilities 119,171
Operating expenses 118,939
Maintenance 55,847
Supplies 35,725
Bad debt expense 20,000
Administrative expense 15,204
Insurance 14,704
; Accounting and audit fees 5,850
< Engineering fees 5,308
Regulatory fees 5,000
Legal fees 2,973
Office expense 1,509
: TOTAL OPERATING EXPENSES 1,258,169
OPERAING INCOME 174,444
, NON-OPERATING REVENUES (EXPENSES)
Interest income 6,556
Realized gain on sale of investments 1,882
, Investment expenses (2,987)
i Net depreciation in the fair value of investments (19,215)
Interest expense (146,809)
TOTAL NON-OPERATING REVENUES (EXPENSES) (160,573)
CHANGE IN NET POSITION 13,871
NET POSITION, April 1, 2016 6,275,287
NET POSITION, March 31, 2017 $6,289,158
K See accompanying notes to financial statements. -5-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINED STATEMENT OF CASH FLOWS
Year Ended March 31, 2017

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $1,408,232
Cash paid to component unit (30,297)
Cash paid to employees (342,151)
Cash paid to suppliers (400,925)
Net cash provided by operating activities 634,859
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Purchase of fixed assets (75,233)
Principal payments on long-term debt (274,787)
Interest payments on debt (147,478)
Net cash used for capital and related financing activities (497,498)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from interest earnings 624
Net transfers from restricted cash for debt service 22,266
Net cash provided by investing activities 22,890
NET INCREASE IN CASH 160,251
CASH, April 1, 2016 269,926
CASH, March 31, 2017 $ 430,177

Reconciliation of operating income to net cash
provided by operating activities:
Operating income $ 174,444
Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation 506,586
Increase in accounts receivable (8,909)
Decrease in due from other fund 120
Increase in prepaid expenses (2,508)
Decrease in note receivable 2,130
Decrease in net pension asset 8,330
Decrease in accounts payable (18,186)
Increase in accrued payroll and payroll taxes 2,581
Decrease in due to component unit (27,900)
Decrease in liability for compensated absences (1,829)
Total adjustments 460,415
Net cash provided by operating activities $ 634,859
See accompanying notes to financial statements. -6-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE A — DESCRIPTION OF OPERATIONS

Authority

The Borough of Kane Authority (the Authority) is a legal entity organized and existing
under the laws of the Commonweaith of Pennsylvania, pursuant to the Municipality
Authorities Act of 1945, approved May 2, 1945, P. L. 382, as amended, having been duly
organized by the Borough of Kane, McKean County, Pennsylvania. The Authority has
the right, privilege, franchise, and authority to lay, construct, maintain, repair, and replace
in the streets, roads, alleys, and rights of way of the Borough of Kane the necessary sewer
lines and related structures.

The articles of incorporation of the Authority were amended in 1994 to include by
application for joinder the Township of Wetmore; McKean County, Pennsylvania.

In accordance with the requirements of Statement No. 14, The Financial Reporting Entity,
of the Governmental Accounting Standards Board (GASB), the financial statements must
present the Authority (the primary government) and its component units. Pursuant to this
criterion, no component units were identified for inclusion in the accompanying financial
statements. Additionally, the accompanying financial statements are incorporated into
the financial statements of the Borough of Kane because the Authority is a component
unit of the Borough.

Sewer Fund

The Borough of Kane Sewer Fund accounts for the operation of the sewer system under
the management agreement described in Note G. This is a self-supporting activity, which
renders services on a user charge basis to residents and businesses in the Borough of
Kane and Wetmore Township, Pennsylvania.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Accounting

The accompanying combined financial statements have been prepared using the
economic resources measurement focus and the accrual basis of accounting and reflect
transactions on behalf of the Authority and the Borough of Kane Sewer Fund, the
reporting entity. The Authority and the Sewer Fund account for their operations as
enterprise funds. Operating revenues and expenses result from providing sewer facilities
to the Borough of Kane and Wetmore Township, Pennsylvania. All other revenues and
expenses are reported as non-operating rcvcnucs and expenses. Under GASB
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other

7-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of Presentation and Accounting (Continued)

Government Funds that use Proprietary Fund Accounting, the Authority applies
Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict Governmental Accounting Standards Board
(GASB) pronouncements, in which case, GASB prevails. j

Due to the fact that the Authority operates under one proprietary fund, a statement of
revenues, expenses, and change in net position — proprietary funds has been omitted.
Rather, this information is reported in the Combined Statement of Revenues, Expenses
and Changes in Net Position and the Combining Statement of Revenues, Expenses and
Change in Net Position which is located in the Supplementary Information.

Cash

The Authority and the Sewer Fund consider highly liquid investments (including restricted
assets) with an original maturity of three months or less when purchased to be cash

equivalents.
Investments
Investments are recorded at fair value.

Sewer System, Depreciation, and Project Costs

Assets are stated at cost less accumulated depreciation. Depreciation is computed using
the straight-line method over the estimated useful lives of the assets. Expenditures for
engineering fees and maintenance are capitalized when allocable to construction,
otherwise they are charged to expense as incurred.

Project costs are preliminary costs incurred to determine the feasibility or possibility of
obtaining funding for a significant expansion or upgrade of the sewer system. If the
project is successfully funded, these costs will be reclassified as sewer system and
depreciated over the useful life of the project.

Inventory

Inventories are valued at the lower of cost or market. Cost is determined by the first-in,

first-out (FIFO) method.
-8-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capital Grants and Contributions

The Authority receives capital grants from certain governmental agencies to be used for
various purposes connected with the planning, modernization, and expansion of sewer
facilities. Capital grants to the Authority are reported as capital contributions in the
Statement of Revenues, Expenses and Change in Net Position.

Compensated Absences

All vested vacation and sick leave pay is accrued when incurred in the government-wide
and proprietary fund financial statements. A liability for these amounts is reported in
governmental funds only if they have matured, for example, as a result of employee
resignations and retirements, and are payable with expendable resources.

Fund Equity

The financial statements utilize a net position presentation. Net position is categorized
as invested in capital assets, net of related debt, restricted and unrestricted.

e Invested in Capital Assets, Net of Related Debt — This category groups all capital
assets, including infrastructure, into one component of net position. Accumulated
depreciation and the outstanding balances of debt that are attributable to the
acquisition, construction, or improvement of these assets reduce the balance in
this category.

e Restricted Net Position — This category reflects net position that is subject to
constraints either by creditors (such as debt covenants), grantors, contributors, or
laws or regulations of other governments or imposed by law through constitutional
provisions or enabling legislation.

e Unrestricted Net Position — This category represents net position of the Borough
not restricted for any project or other purpose. Outstanding liabilities attributable
to these assets reduce the balance of this category.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and

A _9_
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Use of Estimates (Continued)

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.
NOTE C - CASH DEPOSITS AND RESTRICTED INVESTMENTS

Commonwealth of Pennsylvania Local Government Unit Debt Act, provides for the
investment of Authority Sewer Fund funds in certain authorized investment types as
follows:

i) United States Treasury Bills;

ii.) Short-term obligations of the United States Government or its agencies or
instrumentalities;

ii.)  Deposits in savings accounts or time deposits or share accounts of institutions
insured by the Federal Deposit Insurance Corporation or the National Credit
Union Share Insurance Fund to the extent that such accounts are so insured,
and, for any amounts above the insured maximum, provided that approved
collateral as provided by law therefore shall be pledged by the depository;

iv.)  Obligations of the United States of America or any of its agencies or
instrumentalities backed by the full faith and credit of the United States of
America, the Commonwealth of Pennsylvania or any of its agencies or
instrumentalities backed by the full faith and credit of the Commonwealth, or of
any political subdivision of the Commonwealth of Pennsylvania or any of its
agencies or instrumentalities backed by the full faith and credit of the political
subdivision.

The deposit and investment policies of the Authority and Sewer Fund adhere to the act
and prudent business practice. /Deposits are maintained in demand deposits and are
captioned as cash in the Statement of Net Position.

-10-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE C - CASH DEPOSITS AND RESTRICTED INVESTMENTS (Continued)

Cash Deposits

As of March 31, 2017, the Authority had a bank checking account with a carrying amount
and a bank balance of $357,348 and $362,348, respectively. The balance was covered
by federal depository insurance up to $250,000. There was $112,348 of uninsured cash
on deposit as of March 31, 2017.

The Authority also has a checking account with a different bank for the purpose of funding
the monthly principal and interest payments of the revenue note. Both the carrying
amount and the bank balance of the account at March 31, 2017 were $89,482. The entire
balance of the account was covered by federal depository insurance.

Restricted Investments

As of March 31, 2017, investments consist of the following:

Investment Maturities Credit
Less than Quality
Fair Value 1 year 1-5 years 6-10 years Rating
U.S. Agency bonds $ 730567 $ - $730,567 $ - Aaa
Money market fund 37,786 37,786 - - N/A
Accrued income 3,042 3,042 - -

$ 771,395 $ 40,828 $730,567 $

Investments are restricted for the maintenance, construction, and debt service of the
sewer system.

The Authority is required to maintain a minimum balance in its investments of $422,266,
which represents one year's debt service.

11-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE D - CAPITAL ASSETS - SEWER SYSTEM AND EQUIPMENT

The sewer system and equipment consist of;

March 31, March 31,
2016 Additions Dispositions 2017
Authority depreciable assets:
New sewersystem 1994 § 17,997,643 $ 24143  § - $ 18,021,786
Initial sewer system 1967 614,737 - - 614,737
Sewer extension 2006 660,731 - - 660,731
Equipment 616,724 26,293 (4,200) 638,817
Office equipment 32,950 - - 32,950
Total capital assets being
depreciated 19,922,785 50,436 (4,200) 19,969,021
Less accumulated depreciation for:
New sewer system 1994 8,624,950 450,410 - 9,075,360
Initial sewer system 1967 360,711 15,368 - 376,079
Sewer extension 2006 143,165 17,098 - 160,263
Equipment 523,447 14,194 (4,200) 533 441
Office equipment 32,950 - - 32,950
Total accumulated
depreciation 9,685,223 497,070 (4,200) 10,178,093
Authority net sewer system 10,237,562 (446,634) - 9,790,928
Sewer Fund depreciable assets;
Equipment 228,254 24,797 - 253,051
Total capital assets being
depreciated 228,254 24,797 - 253,051
Less accumulated depreciation for;
Equipment 197,037 9,516 - 206,553 -
Total accumulated
depreciation 197,037 9,516 - 206,553
Sewer Fund net equipment 31,217 15,281 - 46,498
Total sewer system and
equipment $ 10,268,779 $ (431,353) § - $ 9,837426
The sewer system is pledged as collateral for long-term debt
-12-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE E - LONG-TERM DEBT ¢

Long-term debt consists of:
Balance Balance
Outstanding Outstanding
March 31, 2016 Additions Payments March 31, 2017

Variable rate
Guaranteed Sewer
Revenue Note, Series
2013. Monthly
installments of
interest and principal
are due in the amount
of $35,188.83. The
note matures on June

1,2033. $ 5263660 § - $ (274,787) $ 4,988,873
Less current maturity 282,834
Long-term debt $ 4,706,039

The note described above is collateralized by all accounts and property of the Authority
including all the right, title and interest of the Authority in and to any and all receipts and
revenues derived from the sewer system. ‘

The interest rate of the note is fixed for ten years at 2.83% and thereafter will float at 65%
of the bank’s prime rate with a floor of 2.0% and a ceiling of 6.0%. The 20 year note
matures on June 1, 2033 and payment is guaranteed by the Borough of Kane and
Wetmore Township in proportions of 65% and 35%, respectively.

For the purpose of presenting the Authority’s schedule of principal and interest payments
that will be due in the future, the table below reflects the 2.83% interest rate until May
2023 at which time the rate is assumed for this purpose to reset at the 6.0% maximum
rate.

13-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE E - LONG-TERM DEBT (Continued)

The schedule for principal maturity and annual debt service is as follows:

Year Ending Principal Total Total Debt
March 31, : Amount Interest Service
2018 $ 282834 $ 139432 $ 422,266
2019 291,008 131,258 422,266
2020 299,143 123,123 422 266
2021 308,166 114,100 422,266
2022 317,125 105,141 422,266
2023-2027 1,384,452 726,878 2,111,330
2028-3032 1,712,979 398,351 2,111,330
2033 393,166 12,696 405,862

$ 4988873 $ 1,750,979 $ 6,739,852

NOTE F - NOTE RECEIVABLE

The Borough of Kane Authority loaned funds to a customer to help purchase a grinder
pump. The note is summarized below:

$5,057 note receivable dated March 21, 2016 paying 2.5% interest
annually. Payments to be received monthly in the amount of $216.24
through April 21, 2018. The note is collateralized by the grinder pump. $ 2 927

NOTE G - MANAGEMENT AGREEMENT

On September 21, 1994, the Authority and the Borough of Kane entered into a
management agreement for the operation of the Sewer System. Under the terms of the
agreement, the Borough agrees to operate the Sewer System, bill and collect all revenue
from the Sewer System, and return to the Authority periodically all excess funds not
required for the estimated operating costs of the next three months. The agreement may
be canceled by either party upon twelve months written notice. The Authority recognized
$720,000 of revenue during the year ended March 31, 2017 under this agreement, of
which $474,822 was included in accounts receivable at March 31, 2017. This revenue
and related expense has been eliminated from the accompanying combined financial
slalements.

-14-
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BOROUGH OF KANE AUTHORITY
AND BOROUGH OF KANE SEWER FUND

NOTES TO FINANCIAL STATEMENTS

NOTE H - RELATED PARTY TRANSACTIONS

An officer of the Authority provides accounting services to the Authority. Payments for
these services during the year ended March 31, 2017 totaled $6,221.

NOTE | - SUBSEQUENT EVENTS

The Authority has been approached by a prospective buyer to purchase the sewer
system.

-15-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

COMBINING STATEMENT OF NET POSITION

March 31, 2017 December 31, 2016

March 31, 2017

Borough of Borough of Combined
Kane Authority Kane Sewer Fund  Eliminations Totals
ASSETS
CURRENT ASSETS
Cash $ 357,348 $ 72,829 $ - $ 430,177
Accounts receivable - 223,886 - 223,886
Due from other funds : 474,822 2,497 (474,822) 2,497
Prepaid expenses - 3,116 - 3,116
TOTAL CURRENT ASSETS 832,170 302,328 (474,822) 659,676
RESTRICTED CASH 89,482 - - 89,482
RESTRICTED INVESTMENTS 771,395 - - 771,395
NOTE RECEIVABLE FRQM CUSTOMER 2,927 - - 2,927
INVENTORY 7,511 - - 7,511
CAPITAL ASSETS, NET
Equipment - 46,498 - 46,498
Sewer System 9,790,928 S - - 9,790,928
NET PENSION ASSET - 4,437 - 4,437
TOTAL ASSETS 11,494,413 ° 353,263 (474,822) 11,372,854
LIABILITIES
CURRENT LIABILITIES
Accounts payable - trade 4,157 16,582 - 19,739
Accrued payroll and payroll taxes - 4,056 - 4,056
Accrued interest payable 12,158 - - 12,158
Accrued investment fees payable 462 - - 462
Current maturity of long-term debt 282,834 - - 282,834
Due to component unit - 451,500 (451,500) -
TOTAL CURRENT LIABILITIES 299,611 471,138 (451,500) 319,249
LONG-TERM LIABILITIES:
Long-term debt 4,706,039 - - 4,706,039
Liability for compensated absences - 58,408 - 58,408
TOTAL LONG-TERM LIABILITIES 4,706,039 58,408 - 4,764,447
TOTAL LIABILITIES 5,005,650 529,546 (451,500) 5,083,696
NET POSITION _
Invested in capital assets, net of related debt 4,802,055 46,498 - 4,848,553
Restricted for debt service 422,266 - - 422,266
Unrestricted 1,264,442 (222,781) (23,322) 1,018,339
TOTAL NET POSITION $ 6,488,763 § (176,283) § (23,322) § 6,289,158
-16-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND

OPERATING REVENUES
Charges for services
Other operating income
Sewer system revenue from Borough of Kane

TOTAL OPERATING REVENUES

OPERATING EXPENSES
K Depreciation
Personnel expenses
Utilities
Operating expenses
Maintenance
Supplies
Bad debt expense
Administrative expense
Insurance
Accounting and audit fees
Engineeéring fees
] Regulatory fees
< Legal fees
N Office expense
Transfer to Authority

i TOTAL OPERATING EXPENSES
OPERATING INCOME (LOSS)
NON-OPERATING REVENUES (EXPENSES)
Interest income

Realized gain on sale of investments
; Investment expenses

Net depreciation in the fair value of investments

Interest expense

! TOTAL NON-OPERATING REVENUES
(EXPENSES)

CHANGE IN NET POSITION

NET POSITION, Beginning of year

NET POSITION, End of year

( See accompanying notes to financial statements
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COMBINING STATEMENT OF REVENUES, EXPENSES
L AND CHANGE IN NET POSITION

Year Ended Year Ended
March 31, 2017 December 31, 2016 March 31, 2017
Borough of Borough of Combined
Kane Authority Kane Sewer Fund  Eliminations Totals
$ - $ 1,431,778 § - $ 1,431,778
835 - - 835
720,000 - (720,000) -
720,835 1,431,778 (720,000) 1,432,613
497,070 9,516 - 506,586
- 351,353 - 351,353
- 119,171 - 119,171
- 118,939 - 118,939
1,484 54,363 - 55,847
- 35,725 - 35,725
“ 20,000 - 20,000
6,221 8,983 - 15,204
. 14,704 - 14,704
5,850 - - 5,850
5,308 - - 5,308
5,000 - - 5,000
2,973 - - 2,973
1,509 - - 1,609
- 720,000 (720,000) -
525,415 1,452,754 (720,000) 1,258,169
195,420 (20,976) - 174,444
6,449 107 - 6,556
1,882 - - 1,882
(2,987) . - (2,987)
(19,215) - - (19,215)
(146,809) - - (146,809)
(160,680) 107 - (160,573)
34,740 (20,869) - 13.871
6,454,023 (155,414) (23,322) 6,275,287
$ 6,488,763 $ (176,283) $ (23,322) $ 6,289,158
-17-
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BOROUGH OF KANE AUTHORITY AND BOROUGH OF KANE SEWER FUND
COMBINING STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers
Cash paid to component unit
Cash paid to employees

Cash paid to suppliers

Net cash provided (used) by operating activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Purchase of fixed assets
Principal payments on long-term debt
Interest payments on debt

Net cash used for capital and related
financing activities
CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from interest earnings
Net transfers from restricted cash for debt service

Net cash provided by investing activities

NET INCREASE (DECREASE) IN CASH
CASH, Beginning of year

CASH, End of year

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

Adjustments to reconcile operating income (loss) to
net cash provided (used) by operating activities:

Depreciation

Increase in accounts receivable

Decrease in due from other fund

Increase in prepaid expenses

Decrease in note receivable

Decrease in net pension asset

Decrease in accounts payable

Increase in accrued payroll and payroll taxes
Decrease in due to component unit

Decrease in liability for compensated absences

Total adjustments

Net cash provided (used) by operating activities

See accompanying notes to financial statements.
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Year Ended Year Ended
March 31, 2017 December 31, 2016 March 31, 2017
Borough of Borough of Combined
Kane Authority Kane Sewer Fund _ Eliminations Totals

$ 721,568 $ 1,404,267 $ (717,603) & 1,408,232
- (747,900) 717,603 (30,297)

. (342,151) - (342,151)

(29,797) (371,128) - (400,925)
691,771 (56,912) - 634,859
(50,436) (24,797) - (75,233)
(274,787) - - (274,787)
(147,478) - - (147,478)
(472,701) (24,797) - (497,498)

517 107 - 624

22,266 - - 22,266

22,783 107 - 22,890
241,853 (81,602) - 160,251
115,495 154,431 - 269,926

$ 357,348 § 72,829 $ - $ 430,177
$ 195420 % (20,976) $ - $ 174,444
497,070 9,516 - 506,586
(1,398) (7,511) - (8,909)

- 120 - 120

- (2,508) - (2,508)

2,130 - - 2,130

- 8,330 - 8,330

(1,451) (16,735) - (18,186)

- 2,581 - 2,581

- (27,900) - (27,900)

- (1,829) - (1,829)

. 496,351 (35,936) - 460,415

$ 691,771 $ (56,912) $ - 3 634,859
18-
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INDEPENDENT AUDITOR’S REPORT

To the Members
Borough of Kane Authority
Kane, Pennsylvania

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities
of the Borough of Kane Authority, a component unit of the Borough of Kane,
Pennsylvania, as of and for the year ended March 31, 2016, and the related notes to the
financial statements, which collectively comprise the Authority’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our
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 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

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

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the business-type activities of the Borough of Kane
Authority, a component unit of the Borough of Kane, Pennsylvania, as of March 31, 2016,
and the changes in financial position, and cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of
America.

Other Matters
Other Information

Management has omitted management’s discussion and analysis that accounting
principles generally accepted in the United States of America require to be presented to
supplement the basic financial statements. Such missing 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. Our
opinion on the basic financial statements is not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
June 30, 2016, on our consideration of the Borough of Kane Authority’s internal control
over financial reporting and on 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 internal
control over financial reporting or on compliance. That report is an integral part of an audit

2.
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performed in accordance with Government Auditing Standards in considering the
Borough of Kane Authority’s internal control over financial reporting and compliance.

Certified Public Accountants
Warren, Pennsylvania
June 30, 2016
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BOROUGH OF KANE AUTHORITY

STATEMENT OF NET POSITION
March 31, 2016

ASSETS
CURRENT ASSETS
Cash 3 115,495
Accounts receivable 473,425
TOTAL CURRENT ASSETS 588,920
RESTRICTED CASH 111,748
RESTRICTED INVESTMENTS 785,796
NOTES RECEIVABLE FROM CUSTOMER 5,057
INVENTORY 7,511
CAPITAL ASSETS
Sewer system 10,237,561
TOTAL ASSETS 11,736,593
LIABILITIES
CURRENT LIABILITIES
Accounts payable - trade 5,608
Accrued interest payable 12,827
Accrued investment fees payable 475
Current maturities of long-term debt 274,834
TOTAL CURRENT LIABILITIES 293,744
LONG-TERM DEBT 4,988,826
TOTAL LIABILITIES 5,282,570
NET POSITION
Invested in capital assets, net of related debt 4,973,901
Restricted for debt service 422,266
Unrestricted 1,057,856
TOTAL NET POSITION $ 6,454,023
See accompanying notes to financial statements. -4-
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(\ BOROUGH OF KANE AUTHORITY

STATEMENT OF REVENUES, EXPENSES AND CHANGE IN NET POSITION

Year Ended March 31, 2016

OPERATING REVENUES
Sewer system revenue from Borough of Kane
Other operating income

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Depreciation
Sewer system maintenance
Engineering fees
Administrative expense
Regulatory fees
Accounting and audit fees
Legal fees
Office expense

TOTAL OPERATING EXPENSES
OPERATING INCOME

@ NON-OPERATING REVENUES (EXPENSES)
Interest income
Net appreciation in the fair value of investments
é Realized gain on sale of investments
o Investment expenses
Interest expense

TOTAL NON-OPERATING REVENUES (EXPENSES)

CHANGE IN NET POSITION

NET POSITION, April 1, 2015

NET POSITION, March 31, 2016

See accompanying notes to financial statements.
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720,000
1,085

721,085

493,528
17,201
30,072

5,899
6,250
5,848
2,160
1,707

562,665

158,420

5,900
20,628
263
(2,548)

(155,434)

(131,191)

27,229

6,426,794

6,454,023
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BOROUGH OF KANE AUTHORITY

STATEMENT OF CASH FLOWS
Year Ended March 31, 2016

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers
Cash paid to suppliers

Net cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Purchase of fixed assets
Principal payments on long-term debt
Interest payments on debt

Net cash used for capital and related financing activities
CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from interest earnings
Net transfers to restricted cash for debt service

Net cash used by investing activities

NET INCREASE IN CASH
CASH, April 1, 2015

CASH, March 31, 2016

Reconciliation of operating income to net cash
provided by operating activities:

Operating income

Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation

Increase in inventory

Decrease in accounts receivable
Increase in note receivable
Decrease in accounts payable

Total adjustments
Net cash provided by operating activities

See accompanying notes to financial statements.
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779,603
(112,496)

667,107

115,446)

155,649)

(
(266,617)
(
(537,712)

75
(57,734)

(57,659)

71,736
43,759

115,495

158,420

493,528
(2,517)
63,575
(5,057)

(40,842)

508,687

667,107

6-
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BOROUGH OF KANE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE A — DESCRIPTION OF MUNICIPALITY

The Borough of Kane Authority (the Authority) is a legal entity organized and existing
under the laws of the Commonwealth of Pennsylvania, pursuant to the Municipality
Authorities Act of 1945, approved May 2, 1945, P. L. 382, as amended, having been duly
organized by the Borough of Kane, McKean County, Pennsylvania. The Authority has
the right, privilege, franchise, and authority to lay, construct, maintain, repair, and replace
in the streets, roads, alleys, and rights of way of the Borough of Kane the necessary sewer
lines and related structures.

The articles of incorporation of the Authority were amended in 1994 to include by
application for joinder the Township of Wetmore, McKean County, Pennsylvania.

In accordance with the requirements of Statement No. 14, The Financial Reporting Entity,
of the Governmental Accounting Standards Board (GASB), the financial statements must
present the Authority (the primary government) and its component units. Pursuant to this
criterion, no component units were identified for inclusion in the accompanying financial
statements. Additionally, the accompanying financial statements are incorporated into
the financial statements of the Borough of Kane because the Authority is a component
unit of the Borough.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis. of Presentation and Accounting

The accompanying financial statements have been prepared using the economic
resources measurement focus and the accrual basis of accounting and reflect
transactions on behalf of the Authority, the reporting entity. The Authority accounts for its
operations as an enterprise fund. Operating revenues and expenses result from providing
sewer facilities to the Borough of Kane and Wetmore Township, Pennsylvania. All other
revenues and expenses are reported as non-operating revenues and expenses. Under
GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and
Other Government Funds that use Proprietary Fund Accounting, the Authority applies
Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict Governmental Accounting Standards Board
(GASB) pronouncements, in which case, GASB prevails.

Due to the fact that the Authority operates under one proprietary fund, a statement of
revenues, expenses, and change in net position — proprietary funds has been omitted.
This information is reported in the Statement of Revenues, Expenses and Change in Net
Position.
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BOROUGH OF KANE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash

The Authority considers highly liquid investments (including restricted assets) with an
original maturity of three months or less when purchased to be cash equivalents.

Investments

Investments are recorded at fair value.

Sewer System, Depreciation, and Proiect Costs

Assets are stated at cost less accumulated depreciation. Depreciation is computed using
the straight-line method over the estimated useful lives of the assets. Expenditures for
engineering fees and maintenance are capitalized when allocable to construction,
otherwise they are charged to expense as incurred.

Project costs are preliminary costs incurred to determine the feasibility or possibility of
obtaining funding for a significant expansion or upgrade of the sewer system. If the
project is successfully funded, these costs will be reclassified as sewer system and
depreciated over the useful life of the project.

Inventory

Inventories are valued at the lower of cost or market. Cost is determined by the first-in,
first-out (FIFO) method.

Capital Grants and Contributions

The Authority receives capital grants from certain governmental agencies to be used for
various purposes connected with the planning, modernization, and expansion of sewer
facilities. Capital grants to the Authority are reported as capital contributions in the
Statement of Revenues, Expenses and Change in Net Position.

Use of Estimates

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

estimates.
8-
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BOROUGH OF KANE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE C - CASH DEPOSITS AND RESTRICTED INVESTMENTS

Commonwealth of Pennsylvania Local Government Unit Debt Act, provides for the
investment of Authority funds in certain authorized investment types as follows:

i.) United States Treasury Bills;

ii.) Short-term obligations of the United States Government or its agencies or
instrumentalities;

ii.)  Deposits in savings accounts or time deposits or share accounts of institutions
insured by the Federal Deposit Insurance Corporation or the National Credit
Union Share Insurance Fund to the extent that such accounts are so insured,
and, for any amounts above the insured maximum, provided that approved
collateral as provided by law therefore shall be pledged by the depository;

iv.)  Obligations of the United States of America or any of its agencies or
instrumentalities backed by the full faith and credit of the United States of
America, the Commonwealth of Pennsylvania or any of its agencies or
instrumentalities backed by the full faith and credit of the Commonwealth, or of
any political subdivision of the Commonwealth of Pennsylvania or any of its
agencies or instrumentalities backed by the full faith and credit of the political
subdivision.

The deposit and investment policy of the Authority adheres to the act and prudent
business practice. Deposits are maintained in demand deposits and are captioned as
cash in the Statement of Net Position.

Cash Deposits

As of March 31, 2016, the Authority had a bank checking account with a carrying amount
and a bank balance of $115,495 and $153,184, respectively. The entire deposit was
covered by federal depository insurance.

The Authority also has a checking account with a different bank for the purpose of funding
the monthly principal and interest payments of the revenue note. The carrying amount
and the bank balance of the account at March 31, 2016 was $111,748 and $111,748. The
entire balance of the account was covered by federal depository insurance.
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BOROUGH OF KANE AUTHORITY

NOTES TO FINANCIAL STATEMENTS (\/

NOTE C - CASH DEPOSITS AND RESTRICTED INVESTMENTS (Continued)

Restricted Investments

As of March 31, 2016, investments consist of the following:

Investment Maturities Credit
Less than Quality
Fair Value 1 year 1-5years 6-10 years Rating
U.S. Agency bonds $ 740554 $ - $740,554 $ - Aaa
Money market fund 43,042 43,042 - - N/A
Accrued income 2,200 2,200 - -

$ 785796 $ 45242 $740,554 $

Investments are restricted for the maintenance, construction, and debt service of the
sewer system.

The Authority is required to maintain a minimum balance in its investrents of $422,266,
which represents one year's debt service.

NOTE D - SEWER SYSTEM

The sewer system and equipment consist of.

March 31, ‘ March 31,
2015 Additions Dispositions 2016

Depreciable assets:

New sewer system 1994  $ 17,927,977 $ 69,664 $ - $17,997,641

Initial sewer system 1967 614,737 - - 614,737

Sewer extension 2006 660,731 - - 660,731

Equipment 570,941 45782 - 616,723

Office equipment 32,950 - - 32,950
Total capital assets being

depreciated 19,807,336 115,446 - 19,922,782

A0

Borough of Kane Authority Financial 2013-2019 Page 78 of 144

J






