KENT COUNTY WATER AUTHORITY

STATEMENTS OF NET ASSETS
JUNE 30, 2012 AND 2011

ASSETS

Current assels:
Cash and cash equivalents

Accounts receivable, less allowance of $180,962 in 2012

and $147,385 in 2011
Materials and supplies inventory
Other assats

Restricted cash held by trusiee for current portion of fong term debt

Totai current assets

Noncurrent assels:

Restricted cash and cash sguivalenis held by trustee {Nole 3)
Restricted investiment held by rustes-Infrasiructure raplacement {Note 3)

Capital asssty:

Depreciable, net (Note 43
Nondepreciable (Note 4)
Deferred bond issuance costs, nat
Total noncurrent assets

TOTAL ASBETS

Current liabifities:
Accounts payable
Aocrued interest expenss
Accrued labiilties

Water quality profection charges payable (Note 8)

Other liabilities
Long-term debl due within ons year (Nofe 5)
Total current liabilities

HMoncurrent liabiiities:
Accrued arbilrage rebats liability
Long-term debt, net (Note 5)
OPEB cbligation, net (Note 7}
Total long-term fiabiiities

Total liabilities

et assets:
invested in capital assets, net of related debt
Restricted for debt service
Rastricted for infrastructure replacement
Unrestricted net assels
Total net assets

TOTAL LIABILITIES AND NET ASSETS

SEE NOTES TO FINANCIAL STATEMENTS.

2012 2011
$ 434,085 $ 503,758
2,815,657 2,575,878
454,479 407,991
62,127 52,878
2,700,000 2,595,000
5,466,348 6,135,505
10,019,141 25,894,008
9,853,572 8,734,218
99,275,674 91,255,759
13,170,220 11,126,649
278,996 19,934
142,097 603 137,330,658
$ 148,763,951 $ 143466, 163
$ 1,278,773 $ 881,648
585,176 613,551
674,211 992,273
89,885 59,527
13,613 -
2,700,000 2,595,000
5,321,658 5,141,809
33,531 -
23,630,938 28,307,201
1,685,003 1,223 506
25 350,372 27,530,707
30,872,030 32,672,706

100,151,378
3,701,837
8,653,572
4 585 336

©3,068,190
3,701,837
8,734,218
5,258 403

118,091,921

110,703,457

$ 148,763,851

£¢%

143,466,163




KENT COUNTY WATER AUTHORITY

STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS
YEARS ENDED JUNE 30, 2012 AND 2011

Operating revenues:
Waler
Hydrant rantals
Other
Total operating revenues

Operating expenses:
Source of supply
Pumping
Transmission and distribution fines
Water treatment
Customer accounts and salaries and supplies
Administrative and general
Depreciation
Taxes other than income
Amortization

Total operating expenses

Operating income
Non-operating income (expenses) :
interest income
interest expense
Arbitrage rebate provision
Net non-operating income (expense)
Increase in nel assels

Net asseis at beginning of year

Het assels af end of year

2012 2011
$ 18,392,381 $ 19,097,536
1,299,570 1,300,267
245,452 322,411
19,937 683 20,720,214
4,865,247 4,882,196
499,927 537,850
1,358,735 1,331,725
275,480 296,326
348,990 407,909
2,706,786 2,458,279
1,763,928 1,617,170
159,229 182,161
120,375 120,375
12,006,697 11,833,001
7,840,986 8,886,223
29,991 36,597
(538,982) (787 615)
(33,531) -
{542.522) (751,018
7,298,464 8,135,205
110,793,457 102,658,252

$ 118,091,921

$ 110,793,457

SEE NOTES TO FINANCIAL STATEMENTS.
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STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2012 AND 2011

Cash flows from operating activities:
Cash received from customers

Operaiing income
Adjustments to reconcile operating income 1o net cash
provided by operating activities:

Cash flows from investing activities:
interest income received

Cash fiows from capital and related financing activities:
Payments on debt
Capital additions
Interest expanse

Reconcifiation of operating income o net cash
provided by operaling activities:

Changes in operaling assets and liabilities:

2012 2041

$ 18,697 505 5 21,062,883
Cash paid to employees for services {1,332,102) {1,141,178)
Cash paid 1o suppliers for goods and services {7,064 463) (8,276,158
Net cash provided by operating activities 10,371,340 11,845,552
29,891 36,5497

Net cash provided by investing activities 28,991 38,597
(2,585,000 £2,500,000)

(12,183,549) (2,207,234)

(843,058) §88,439)

Net cash used for capital and refated financing activities {15,421 807} (5.595,673)

Net increase (decrease) in cash and cash equlvalents {8,020,276) 8,088 478
Cash and cash squivalents, beginning of year 37,727,074 31,840,598
Cash and cash equivalents, end of year & 32,708,798 $ 37777074
$ 7,840,886 $ 8,888,223

Depreciation and amortization of bond issuance costs 1,884,303 1,737 545
{Increase) decrease in accounts receivable, net (238,778} 342,558
(increase) decrease in material, supplies and inventory {46,488) (14,480)
{Increase) decrease in other assels (8,248 (82.878)
Increase (decrease) in accounts payable 387,125 313,804
increase (decrease) in acoruad fiabilities 38,073 24,097
increase (decrease) in water quality protection charges payable 30,358 {10,827
increase {decrease) in other labilites 476,010 ’ 419,400

Net cash provided by operating activities $ 10,371,340 $ 11,645,552

SEE NOTES TO FINANCIAL STATEMENTS.
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NOTES TO FINANCIAL STATEMENTS
JUNE 38, 2012 AND 2011

1.

ORGANRIZATION

a}

b)

Primary Government

The Kent County Water Authority {the Authority) was created by General Assembly of the State of
Rhode Island on April 24, 1946, and was organized on July 8, 1946. The Authority serves as the
governing body of the Kent County Water District, a political subdivision of the State of Rhode Island.

The Authority is subject to the regulations of the Public Utility Commission {PUC) of the State of
Rhode Island.

The Authority provides water supply services through metered sales in the communities of
Warwick, West Warwick, Coventry, East Greenwich, North Kingstown, Cranston, Scituate and West
Greenwich. The Authority is also responsible for acquiring, constructing, improving, operating, and
maintaining the water supply system. The Authority's source of water supply is principally through
purchases of water from the Providence Water Supply Board and Warwick Water Department with
the remaining amount produced from its own wells.

Component Units

Component Units are included in the Authority’s reporting entity if their operational and financial
relationships with the Authority are significant. Pursuant to the criteria established by the
Governmental Accounting Standards Board (GASB), no component units were identified for inclusion
in the accompanying financial statemenis

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Authority conform to U.S. generally accepted accounting principles

{GAAP) as applicable to governmental units. The GASB is the accepled standard-setting body for
establishing governmental accounting and financial reporting principles. The following is 2 summary of
the more significant accounting policies followed by the Authority:

a)

Basig of Preserntation

The operations of the Authority are accounted for on a Propristary Fund Type {Enterprise Fund)
basis.

Enterprise funds are used o account for operations (@) that are financed and operated in a
manner similar o private business enterprises where the intent of the governing body is that the costs
{including depreciation) of providing goods and services to the general public on a continuing basis be
financed or recovered primarily through user charges; or (b) where the govemning body has decided
that periodic determination of revenuss earned, expenses incurred, and/or net income is appropriate
for capital maintenance, public policy, management control, accountability, or other purposes.

Proprietary fund revenues and expenses are recognized on the accrual basis. Revenues are

recognized in the accounting period in which they are earned and become measurable; expanses are
recoghized in the period incurred, ¥ measurable.

(CONTINUED)




KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2041

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)
b} Operating and Nonoperating Revenue

Revenues include amounts billed to all customers. All billed charges are basad on rates approved
by the PUC. Revenues for unbilled amounts to general customers are estimated based on bifling
amounts subsequent o yvear-end. The Authority distinguishes operating revenues and expensas from
non-operating. Operating revenues result from charges to customers for water and related services.
Operating expenses include the cost of operations, maintenance, sales and service, administrative
expenses and depreciation. Al revenues and expenses not meeting this definition are reported as
hon-operating or capital contributions.

¢} Utility Plant

Property, plant, and equipment is stated at cost, The Authority provides for depreciation of capital
assets based on a composite rate of 1.5% of depreciable capital assets as required by the Public
Utility Commission, Depreciation expense is not reflected for construction in progress untit i is placed

in service. The Authority capitalizes interast costs as part of the cost of constructing transmission and
distribution facilities.

d} Capital Contributions

Capital contributions consist of property, plant, and equipment paid for by customers for waler
installations. Once the instaliation is complete, the property, plant, and equipment framsfer o the
Authority.

e} Materials and Supplies inventory

Materials and supnlies inventory is stated at the lowsr of cost {average cost method) or market,
f}  Proprietary Activity Accounting and Financial Reporting

The Authority has elected to apply accounting standards applicable 1o the privale sector issued on

or before November 30, 1989 unless those standards conflict with or contradict pronouncements of
GASE.

g} Cash and Cazh Equivalents

Cash and cash equivalents and restricted cash (held by trustee) include righby fiouid mvgsj;%m%ﬂ%s
with @ maturity of three months or less when purchased. Restricted cash has bﬁéﬁ c%as§xﬁ%d as
noncurrent as it primarily represents unspent bond proceeds restricted for future capital spending.

B} Use of Estimates

The preparation of financial slatements in conformity with U S, generally accepted accounting
principles requires managemant 1o make astimates and assumptions that affect the reported amounts
of assets and Habilities, and disclosure of contingent assets and liabilities, at the date of the financial
statements and the reported amounts of revenuss and expenses during the reporting period. Actual
results could differ from those estimates,

i} Bond Issue Costs

Expenses related to the issuance of Bonds are amortized on a straightline basis over the ife of
the bonds, which approximates the effective interest method.

(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)}
i} Recently Issued Accounting Standards
The Authority has implemented the foliowing new accounting pronouncements:

v GASB Statement No. 64 -~ Derivative instruments: Application of Hedge Accounting
Termination Provisions ~ an amendment of GASRE Statement No. 53, effective for the
Authority's fiscal year ending June 30, 2012. The adoption of this Statement did not have
an impact on the Authority's financial position or results of operation.

The Authority will adopt the following new accounting pronouncement in future years:
v GASB Statement No. 60 — Accounting and Financial Reporting for Service Concession
Arrangement, effective for the Authority’s fiscal year ending June 30, 2013,

v GASB Statement No. 81 ~ The Financial Reporting entity: Omnibus an amendmery of

GASE Statements No. 14 and No. 34, effective for the Authority’s fiscal year ending June
30, 2013,

¥ GASB Statement No. 62 ~ Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncemenis, effective for
the Authority’s fiscal year ending June 30, 2013.

Y GASB Statement No. 63 - Financial Reporting of Deferred Cutfiows of Resources,
Deferred Inflows of Resources, and Net Position, effective for the Authority's fiscal vear
ending June 30, 2043,

¥ GASE Statement No. 85 ~ ltems Previously Reporied as Assels and Liabilities, effactive
for the Corporation’s fiscal year ending June 30, 2014,

¥ GASE Statement No. 66 — Technical Corrections — an amendment of GASB Siatemenis
Ne. 10 and No 62, effective for the Corporation’s fiscal year ending June 30, 2014,

v GASE Statement No. 67 — Financial Reporting of Pension Pians - and amendment of
GASE Statement No. 25, effective for the Corporation’s fiscal vear ending June 30, 2014,

v GASB Statement No. 88 - Accounting and Financial Reporiing for Pensions —~ an
amendment of GASB Statement No. 27, effective for the Corporation’s fiscal year ending
June 30, 2045,

The impact of these pronouncements on the Authority’s financial statements for fulure vears has
vet to be determined.

{(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CASH, CASH EQUIVALENTS AND INVESTMENTS

Essential risk information regarding the Authority’s deposits and investments is presented below.

a) Custodial Credit Risk

Custodial credit risk is the risk that in the event of bank failure, the Authority’s deposits may not be
returned.  As of June 30, 2012 and 201 1, bank balances totaling $618,022 and %544 889,
respeclively, are fully FDIC insured, and $0 is uninsured and uncoliateralized,

b} interest Rate Risk

g

in connection with the issuances of $10 million general revenue bonds in July 2001, $24.4 mition
of general revenue bonds in December 2002, and $10.4 million of general revenue in Al 2004, the
proceeds from the bonds along with subsequent deb!l payments by the Authorlty and unspent
operaling income are maintained in cash accounts held in trust by the trustee.

The Authority’s investment policy is governed by the general bond resolution ang the series
resolution for ali transactions covered by bond funding of the Authority. All investments are managed
through the trustes of the Authority and invested as allowed.

Investments are valued at fair value. All of the Authority's debt investments have maturities of less

than one year from the end of the reporting peried. The componants and fair values of the Authority's
investments are presented below:

Fair value
Investment type 2012 2079
Money Market Treasury
Obligation Fund $ 30,969,739 § 35,920,326
.8 Treasuries 1,302,874 1,302,687

Tolal investments $ 32,272,713 § 37,223316

The Authority established an “Infrastructurs Replacemnent Fund® in conformity with all applicable
provisions of state and faderal laws including the federal Safe Drinking Water Act (42 USC Section
3001 et seq.); Chapter 46-13 of the General Laws of Rhode Island, Public Drinking Water Supply. The
dedicated fund for infrastructure replacement was $8,653,572 and $8,734,218 as of June 20, 2012
and 2011, respectively.

Credit Risk

The Authority follows the credit risk policy associated with the Authority's general bond
resolutions. The Authority's credit ratings for investments are as foliows:

Credit Rating
Money Market Treasury obligation fund Aaz (Moody's)
US. Treasuries Aaa (Moody's)

(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CAPITAL ASSETS

The cost and activity of water capital assets in service and related accumulated depreciation for

the year ended June 30, 2012 is as follows

Capiial assats, not being depraciated:
Construction in progress
Land

Total copital assets, not
being deprecisted
Capital assets, baing depraciated:
Buildings and impravements
Machinery and squipment
infrastruciurs

Total capits! assets,
being depraciated

Less sccumulated depreciation

Total capital assets,
being depreciated, net

Capital assets, net

Balance at Balance at
June 38, 2014 increases Decreases June 30, 2012
g 8250804 5% 11554835 § 8511284 5§ 11332475

1,836,045 - - 1,836,045
11,126 648 11,554,835 9,511,284 13,170,220
2,847,123 - - 2,817,123
15,805,058 272,579 - 18,077 837
89,188,178 9.511,264 - 88,760 240
107,811,357 9,783,843 “ 117,585,200
16,555,508 1,763,928 18,318 528
51,258,750 B018.915 - 98275874

102382408 % 19574750 % 9511284  § 117445804

The cost and activity of water capital assets in service and related accumulated depreciation for
the year ended June 30, 2011 is as follows:

Capital assats, not being depreciated:

Construction in Drogress
Land
Total capital assets, not
baing depreciated

Capital assets, being depreciated;
Buildings and improvements
Machinery and eguipment
Infrastructure

Total capital assets,
being depreciated

Less accumulated depraciation

Total capital assets,
being deprecizied, net

Capital assats, net

Balance at Balance at
June 30, 2010 Increases Decreases Juns 30, 20114

§ 14085081 § 2257171 $ 7051658 & 9,280,804

1,836,045 - - 1,836,045
15,921,136 2257 171 7081658 11,126,649
2,817,123 - - 2817123
15,776,518 28,540 - 15,805,058
82,137 518 7051658 - 89,188,178
100,731,159 7,080,198 - 107,811,387
14,838 425 1,617,172 - 16,555 598
85,792,734 5,463,025 - 891.255789

$ 101713870 § 7720196 $ 7051858 $102.382, 408

(CONTINUED)




KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CAPITAL ASSETS ( Continued)

Interest costs of $642 827 and $499,442, offset by interest income of $21,832 and $38 970,
were capitalized in 2012 and 2011, respectively.

LONG-TERM OBLIGATIONS

The Authority issues revenue bonds 1o support various projecis. The foll

owing is @2 summary of
the bond activity for the vears ended June 30,2012 and 2011

Amounis
Balance Balance due within
Description June 30, 2611 Additions Reductions June 30, 2042 one year
Revenue bondg
July 2001 Series A bearing
interesi gt 3.5%-5% and
maturing In 2022 % 8800000 % - g (485000 8 6135000 3 490 000
December 2002 Seres A
bearing intered at 2%-5%
and maturng in 2024 17,710,000 - {1,030,000) 16,680,000 176,000
April 2004 Series A bearing
interest al 2%-4% and
maturing in 2014 4 480 000 - (1,100,000 3,390,000 140 000
28,800,000 - {2,595 000 28,208 000 2,706,000
Add {lass): : .
Unamortized discourt {12,063 - 1,205 {10,848 -
Unamortized premium 332,670 - {56,805) 275,765 -
Unamontized ioss on refunding {218,418} - 79,437 {13887 -
2,201 - 23,737 125,888 -
¥ ZBR02201 3 - § (2571263 § 26330838 2 2,700,000
{Q{}N?ENQ‘E%}
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KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

LONG-TERM OBLIGATIONS {Continued)

Armounts
Balance Balance due within
Description Jung 30, 2010 Additions Reductions June 38, 201 4 one year
Revanue bonds:
July 2001 Series A bearing
irterest ot 3.5%-5% and
maluring in 2022 $ 7045000 8 - § (4450007 8 8B000GO & 485 000
December 2007 Seriss A
bearing imerest at 2%-5%
and maturing in 2024 18,700,000 - {980,000} 17,710,000 1,030,000
April 2004 Series A bearing
irterest &t 2%-4% and
maturing in 2014 5 555000 - {1,085,000) 4480000 1,100,000
31,300,000 - {2.500,000) 28 800,000 2,598 000
. 23tk
Add fless):
Unamortized discount {13,258} - 1.208 (12,053) -
Unamortized pramium 388,575 - (58,905 332870 -
Unamortized loss on refunding {297 853 - 73,437 {218.4185) .
73,464 - 23737 102201
§ 31378484 8 - $ 2472631 % 28902204 % 2,585 000

The annual debt service requirements of the general long-term bonds payable as of June 30,
2012 are ag follows:

Principal interest Total
Fiscal year ended June 30:
2013 § 2700000 % 1477888 % 3877888
2014 2,800,000 1,068,686 3,868,684
2018 2,760,000 961,310 3724340
2018 1,770,000 851,662 2631682
2017 1.B55.000 771,037 2828037
20718-2022 10,825,000 2,285,268 13,110,288
20232024 3,495 000 176,209 3,671,208

$ 25205000 3% 7303061 % 33,508,081

Borrowings are secured by the Authority’s pledge of all revenues, monies, securities, receivables,
and other funds of the Authority as well as the proceeds of the sale of the Authority's real property
pursuant 1o a mortgage on its water supply, freatment and distribution facilities, exclusive of monies
collectad as water quality protection charges.

The Authority must meet ceriain financial covenants. The Authority was in compliance with all
such covenants at June 30, 2012 and 201 1.

(CONTINUED)
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KENT COUNTY WA TER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

8,

PENSION PLAN

&) Plan Description

The Authority maintains a single employer, noncontributory defined benefit pension pian {the Plan}
covering substantially all employees. To participate in the Plan, employees must be a! teast twerty-
one years of age and be employed by the Authority for a minimum of 12 months. The Plan provides
retirement, disabllity, and death benefits ‘o plan members based upon the average of the highest
conseculive five years of compensation of the last 10 years of participation. The Authority s
responsible for making all contributions to the Plan. The benefits provisions armd all other

requirements under the Plan are established by the Authority’s board of directors. A copy of the Plan
statermnents may be obtained by cordacting the Authority.

At June 30, 2012 and 2011, the Plan membership consisted of the following:

June 30, 2012 June 340, 2014
Retirees and beneficiaries receiving bensfits 25

24

Terminated vested participants 8 a8
Active with vestad beneafits 31 32
Total membership £5 64

b} Funding Status and Funding Progress

The funded status of the Plan as of January 1, 2012, the most recent actuarial valuation, is as
ioliows:

Actuarially accrued liability (AAL) 3 5,351,828
Actuarial value of plan assets 3,580,253
Unfunded acluarial accrued liabilities {UAAL) % 1,371,673
Funded ratio (actuarial vaiue of plan assets/AAL) 74.4%
Covered payroll {active plan members) % 1,721,275
UAAL as a percentage of covered payrolf 79.7%

in the January 1, 2012 actuariel valuation, the Authority utilized the aggregate actuarial method fo
determine the annual required employer contributions. This method does not identify or separately
amortize unfunded actuarial liabifitles. Therefore, the entry age method was used 10 prepare the
funded status of the Plan. The actuarial assumplions included 7.25% investment rate of return,
projected salary increases of 3.0%, and no cost-of-living adjustments. The acluarial value of assets
was determined using the fair value of investments. The Plan's unfunded actuarial accrued liability is
being amortized to approximate the level percent of aggregate compensation,

The schedule of funding progress presented as required supplementary information presents
multiyear trend information about whether the actuarial value of plan assets is increasing or
decreasing over time relalive to the actuarial acerued liability for benefits.

(CONTINUED)




KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

7.

PENSION PLAN {Continued)

¢} Funding Policy

The Authority's funding policy provides for employer contributions at actuarizlly determined rates
that, expressed as percentages of annual covered payroll, are adequate to accumulate sufficient
assels 1o pay benefils when due. The contribution requirements of the Authority are estmblished and
may be amended by the Authority’s board of directors.

The schedule of employer contributions are 2s follows:

Flan Year Minimum Actual
Ended Requirad Annugl Percentage
December 31, Contritbution Contributions  Contributed

2008 $ 1938619 § 183619 100.0%
2010 $ 258302 % 260,000 100.68%
2011 § 214028 § 214,028 100.0%
2012 § 256,556 ¢ 256556 100.0%

OTHER POST EMPLOYMENT BENEFITS

&} Plan Description

b)

The Authority's Post-Employment Medical Benefit Plan is a single-employer defined benefir
postretirement health and iife insurance program. All full-time employees are eligible to receive haalth
and life insurance coverage after retirement Retirerment eligibility for continued health insurance
coverage Is age 62 with at least 20 years of service. Employees are eligible for life insurance
coverage if they retire on or after age 52. Spousal and/or family health coverage is not provided for
under the postretirement program.  The Authority will provide eligibie retirees continued individual
health and dental insurance comparable o the active employee plans. Retiress age 65 and older are
eligible for an individual Medicare Supplement Plan as well as continued dental coverags, The full
cost of postretirement medical and dental coverage is provided by the Authority. Eligible retireas
receive lerm life insurance in the amount of $2,000. The Authority provides the full cost of this

insurance. Prior to the adoption of GASE 45, the Authority funded these post retirement benefits as a
pay as you go basls.

Funding Policy

The Authority’s funding policy provides for actuarially determined periodic contributions (o ¢ 8

Plans af rates that, increase gradually over time so that sufficient assets will be available to pay
bensfils when due.

The following is summary of the actuarial assumptions and cost methods used to determine Plan
liabllities:

Fiscal Year Beginning 7171 Falaie
Discount rate 4.00% 4.00%
Census Date 7112014 71172008
Mortality IR8-2008 IR8-2008

(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

OTHER POST EMPLOYMENT BENEFITS {Continued)
b) Funding Policy {Continued)

Medical coverage costs are assumed to increase B.5% in fisca
0.5% each year fo an ultimate rate of 5.0% per year in fisca

are assumed 1o increase 5.25% in fiscal 2012 with trend rates decreasing
ultimate rate of 3.5% per vear in fiscal 2019 and beyond.

Three - Year Trand information

Fiscal Anrual

1 2012 with trend rates decreasing
1 2019 and beyond. Danial

Cowerage cosls
0.25% each year to an

Actual Perceniage Net
Year OPER Plan of OPER cost OPEB
Ending Cost Contributions  Contributed Obligation
June 30, 2012 $ 572805 $ 110408 18.27% § 1,885,903
June 30, 2011 8 517585 $ 988195 18.87% $ 1,223,508
June 30, 2010 § 501,083 $ 87,753 17.51% § 804108

The Authority's annual OPEB cost and net OPER obl
2011 was as foliows:

June 30, 2012

igation for the year ended June 30, 2012 and

dung 30 20114

Annual required contribution

$ 591,809 $ 530,144
interest on net OPEB obiigation 48,540 32,1864
Adjustment to annual required contribution {68,034} {44,713y
Annual OPEB cost{expense) 572,805 517,585
Contributions mads {110,408 {98,185}
Increase in net OPEB obligation 482 387 419,400
Net OPEB obligation-beginning of vear 1,223,508 804,108
Net OPEB obligation-end of year $ 1685903 § 1223508

Scheduie of Funding Progress

The unfunded actuarial accrued liability was

determined using the level
amortization basis.

doflar thirty-year open

UAlL as a
Actuarial Actuarial Unfunded AVAasa Percant of
Value of Accrued AAL percent Coverad
Actuarial Assets Lighility {UAALY of AAL Caovered payroll
Valuaton {AVA) {AALY {291} {1¥(2} Payroll {3%5
Date i 2 &) (4 5) (8)
712011 NIA $5,077 560 58,077 568 NiA 51,671,141 303.84%
71172008 NiA $5,004 885 $5,004 885 M $ 1,688,117 305.24%
{%QN‘?‘%&UE{E}
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

15,

71

WATER QUALITY PROTECTION CHARGES PAYABLE

Pursuant to the rules and procedures of the Public Drinking Water Protection Program as
promulgated by the Rhode Island Water Resources Board, the Authority has imposed a water quality
protection charge on its customers. Pricr to June 30, 1892, the Authority accounted for all water guality
protection charges imposed as a liability due to the Authority’s position that the rules and procedures
regarding the imposition of the waster quality protection charge did not adequalely address the
Authority’s status as both a purchaser and supplier of water. The law governing the implementation of
the water quality protection charge was amended on July 1, 1982, At June 30, 2012 and 2011, water
quality protection charges payable of $88,885 and $59,527, respectively, represented funds collectad
from customers that are required to be paid to the Rhode island Water Resources Board.

COMMITMENTS AND CONTINGENCIES

During the ordinary course of its operations, the Authority is a party to various claims, legal actions
and complaints, and adequately provides for losses and accrues liabilities for losses when they are both
probable and can be reasonably estimated.

REGULATORY MATTERS

The Authority periodically submits rate and compliance fillings with the PUC to receive rate relief

for amounts equal to rate increases awarded by the PUC to the Providence Water Supply Board, the
Authority's supplier.

RISK MMANAGEMENT

insurance Held

The Authority is exposed to various risks of loss related to general liability, property and casualty,
workers' compensation, unemployment and amploves health and life insurance claims.

Buildings are fully insured against fire, theft, and natural disaster 10 the extent that losses excesd
$1,000 per incident. Directors, officers, and Board members are insured for 2 maximum of $5,000,000
per occurrence and annual aggregate.

The Authority is 2 member of the Rhode Island Workers' Compensaticn Association public entity
risk pool (the pocl) currently Cperating as a common risk management and insurance program for

workers' compensation benefits for all empioyees. The Pool assesses premiums which are paid by the
Authority,

The Pool is self-sustaining through member premiums and reinsures through commercial
companies for slop loss insurancs.

The Authority has a third-party insured health cars program for its employees for which the
Authority pays 100% of the premium costs.

Long-term disability is covered by the State’s temporary disability insurance for the first 26 weeks
of medical coverage and lost wages. Thereafter, the Authority maintains a third-party insured employes
disability program that provides for longer-term disability,

(CONTINUED)
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KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

12. SUBSEQUENT EVENTS

Subsequent o June 30, 2012, the Authority entered inic a refunding bond agreement, to pay off

the 2001 Series 2 and 2002 Series A bonds. This agreement, effective July 18, 2012, created a new bond

obligation of $17,450,000, which retired $23,505,000 in existing bonded debt.

(CONCLUDED)

SO
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KENT COUNTY WATER AUTHORITY

SCHEDULING OF FUNDING PROGRESS FOR PENSION PLAN AND
OTHER POST EMPLOYEMENT BENEFITS
JUNE 30, 2092

Required supplementary information

Kent County Water Authority’s Schedule of Funding Progress for the Pension Plan is as follows:

Under
Actuarial {over)
Actuarial Accrued AAL UAAL as %
Plan Year Value of Liability {URALY Funded Coverad of Covered
Ended Assets {AAL) {B)- (2} Ratic Payroli Fayroll
December 31 {2} {3 {c) {(a¥{b) {d} {{b-ayd)
2008 $ 3528601 $5073463 $ 1,544,862 68.8% 31,719,191 89.8%
2010 $39268,333 $4898203 $ 1,069,870 78.6% 51,883,231 84.3%
2014 $3.976358 $5061493 $1,085135 78.6% 51,750,853 82.0%
2012 $3980,253 $5351926 § 1371673 74.4% §14.721.275 79.7%

Kent County Water Author
as follows:

Actuarial
Yalue of
Actuarial Assets
Valuation {(AVA)
Date )
7201 Nia,
7172008 MNIA

Actuarial
Accrued
Lighility
(AAL)
(2}

$5,077,569
$5,004,885

Unfunded
AAL
{UAAL)
(2)-(1)
3}

$5,077 580
$5,004,885

AVA as a

percent

of AAL

(1012
4

NiA
A

SEE REPORT OF INDEPENDENT AUDITORS

2

1

Covered
Payroll
(51

$ 1,671,141
§ 1,669,117

ty's Schedule of Funding Progress for the Other Post Employment Benefits js

UAAL as g
Percan of
Covered
payroll
(33
15}

303.84%
308.24%



L Accountants & Advisors

REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL $ TATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Kent County Walter Authority
West Warwick, Rhodes island

We have audited ths basic financial statements of the Kent County Water Authority {the Authority) as of
and for the year ended June 30, 2012, and have issued our report therson daled September 25, 2012 We
conducted our audit in accordance with auditing standards generally accepled 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,

internal Control over Financial Reporting

Management of the Authority is responsible for establishing and maintaining effective internal control over
financial reporting. in planning and performing our audit, we considered the Authority's internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purposs of expressing an opinion on the effectiveness of the Authority’s
imtemal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Authority’s internal contrel over financial reporting.

A deficiency in internal contro! exists when the design or operation of 2 control does not allow
management or employees, in the nomal course of performing their assigned functions, 1o prevent, or detect and
correct, misstatemanis on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the Authority’s financial
statements will not be prevented, or detected and corrected, on a limsly basis.

Our consideration of internal control over financial reporting was for limited purpose described in the first
paragraph of this section and was not designed 1o identify all deficiencies in internal control over financiat reporting
that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any deficiencies in
intemal control over financia! reporting that we consider to be material weakngesses, as defined previously,

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority's financial statements are free of

material misstatement, we performed lests of its compliance with certain provisions of laws, regulations, contracls
and grant agreements, noncompliance with which could have 3 dirsct and material effect on the determination of

financial statement amounts. However, providing an opinion on compliance with those provisions was notgRanem
objective of our audit and, accordingly, wa do not express such an opinion. The results of our tests disclosed nioston
instances of noncompliance or other matters that are required to be reported under Government AUdIting cor

m g%éﬁgﬁ;&f&g,
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We noted cerlain matiers that we reported to the Board of Directors and management of Fent County
Water Authority, in a separate letter dated September 25, 2012,

This report is intended solely for the information and use of the Board of Directors and marsagement of
Kent County Water Authority and is not intended o be and should not be used by anyone other than these
specifisd parties.

E%M pcC.

Providence, Rhode Island
September 25, 2012
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| Accountants & Advisors

REPORT OF INDEPENDENT AUDITORS
ON AGREED-UPON PROCEDURES

The Members of the Board of
Kent County Water Authority:

We have performed the procedures enumerated below which were agreed to by management of
Kent County Water Authority (the Authority) based on their understanding of the Rhode Island
Water Resources Board Public Drinking Water Protection program (the Program) solely to assist
you in evaluating compliance with Section 2.4(g) of the Program from July 1, 2011 through June
30,2012, The Authority’s management is responsible for compliance with Section 2.4{g) of the
Program.  This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants. The
sufficiency of these procedures is solely the responsibility of the Authority and the Rhode Island
Water Resources Board specified in this report. Consequently, we make no representation
regarding the sufficiency of the procedures described below either for the purpose for which this

report has been requested or for any other purpose. The procedures performed and our findings
are as follows:

1. Read the Rhode Island Water Resources Board — Rhode Island Public Drinking Water
Protection Program {Program).

® Braver PC read the rules and procedures required by the Program as it relates to
the water quality protection charges.

2. From selected sample trace invoices 2nd or cancelled checks to billing records.

e Braver PC selected a sample of 40 invoices and traced to the billing records; no
exceplions were found as a result of applying the procedure to the applicable
samples tested.

3. Inspect records and list the number of metered accounts,

® Based on records supplied by management, there were 26,793 metered accounis
as of June 30, 2012,

4. Inspect records for an estimate of water delivered to unmetered accounts other than

public fire protection.

s Based on records supplied by management, one unmelered account was identified

in the contract provided by management.

Heedham
Boston

Taunton
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The Members of the Board of
Kent County Water Authority

W

September 25, 2012

Page 2
5. Inspect the number of exemptions.
® Based on records supplied by management, there were 3,014 exempt accorents,
6. Inquire if a program is in place at the Kent County Water Authority for the prevention

and elimination of unmetered and unaccounted water,

® As a result of inquiry of management as of June 30, 2012 the following was noted:

Kent County has a program in place to eliminate water unaccounted for,
principally through the insiallation of new residential meters and improvements
to the distribution system. In addition, the Authority estimates 25% of systems are
checked each year utilizing a Leak Detection System,

o

Recalculate the total water consumed versus the total water billed and determine the
nonaccount factor, based on the requirements of the Program.

e Based on the records prepared and supplied by management, we traced the
gallons used to the 2011-2012 Providence and Warwick Water Pumping report
and the Quaker Lane report and traced the gallons charged to the Water
Statistics report. We recalculated the total water consumed versus the water
billed and determined the nonaccount Sactor. See Exhibit I attached,

We were not engaged to, and did not, conduct an examination, the objective of which would be
the expression of an opinion on the Authority’s compliance with Section 2.4(g) of the Rhode
Island Water Resources Board Public Drinking Water Protection Program for the vear ended
June 30, 2012, Accordingly, we do not express such an opinion. Had we performed additional
procedures, other matters might have come to our attention that would have been reported,

This report is intended solely for the information and use of the Members of the Board and

management of the Authority, and is not intended to be and should not be used by anyone other
than these specified parties.

Very truly yours,
F.c.

raver PC

Providence, Rhode Island
September 25, 2012

Pt



Exhibit ¥

KENT COUNTY WATER AUTHORITY
Water Resources Board Surcharge

Year ended June 30, 2012

Actual Clinton Avenue water billed 1,891,649,1 6% gallons
Actual Quaker Lane water billed 770,855,000 gallons
Actual Oaklawn Avenue water billed 186,050,040 gallons
Total Providence Water Supply Board 2,848,554,208 gallons
Actual Kent County Water Authority produced 195,110,000 gallons
Total water usage 3,043,664,208 Gallons
Providence Kent County
Water Supply Water
Board Authority
Total water protection charges billed $ 690,439 $ 690,439
% of supply 93.6% 6.4%
$ 646,179 $ 44,260

% due to the Water Resources Board, as
required by Title 46-153.9 36.10% 36.10%

$ 233271 $ 15,978
Amount remitted $ 196,417 $ 52,831
Amount due (prepaid) $ 36,854 $ {36,854
Total water usage 3,043,664,208 gallons
Total water billed 2,483,736,539 gallons
Unmetered water usage 17,597,896 gallons
2,501,334,435 gallons
Difference in water produced versus billed 542,328,773 gallons

Thus, approximately 94% of the water billed by Providence Water Supply Board is sold to
Kent County Water Authority customers. :

See accompanying report of independent auditors on agreed upon procedures
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Exhibit 11

KENT COUNTY WATER AUTHORITY
Selected Customer Invoices Tested

Year ended June 10, 2012

Customer Recorded
Number Revenue

1 102014 $ 142.40

2 102148 % 13003

3 102225 § 59.28

4 102245 $ 81854

& 102584 ] 86 48

B 102745 % 1445 00

7 1035848 $ 81.83

8 104184 g 364 .22

o 104876 g 221.7¢
10 105855 § 24018
14 108880 $ 72,96
12 110187 % 116.43
i3 111234 k4 91.83
14 112248 $ 41 .61
i5 118811 & 4358
18 114807 & B 82
17 1157558 £ 284 68
18 206280 8 13475
14 313870 & 3804
20 113315 % 1,465 78
2% 102002 g 84.70
22 102076 g 200.81
23 102183 s 36.38
24 103318 & 143,58
25 103627 % 2115
28 104271 k3 156.56
27 104477 k4 8575
28 104685 kS 58256
28 1045838 $ 37.48
30 105621 § 10.268
31 108192 % 2860
3z 108193 8 104,11
33 107082 & 74.53
34 107858 & 148.48
35 108077 g 97.38
38 115435 $ 35880862
37 116652 & 12.47
38 308835 % 123.28
39 311705 k3 13161
40 305533 & 108.81

See accompanying report of independent auditors on agreed upon procedures
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| Accountants & Advisors

COMMUNICATION OF MATTERS PRESCRIBED
BY STATEMENT ON AUDITING STANDARD #114

September 25, 2012

To the Audit Commitiee
Kent County Water Authority
Waest Warwick, Rhode Island

We have audited the basic financial statements of the business-type activities of the Kent County
Water Authority for the year ended June 30, 2012, Professional standards require thal we provide you
with information about our responsibilities under generally accepted auditing standards and Government
Auditing Standards as well as certain information related to the planned scope and timing of our audit,
We have communicated such information in our lefter to you dated May 3, 2012. Professional standards
also require that we communicate fo you the following information related o our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by Kent County Water Authority are described in Note 2 to the
financial statements. No new accounting policies issued were adopted and the application of existing
policies was not changed during 2012, We noted no transactions entered into by the Authority during the
year for which there is a lack of authoritative guidance or consensus. All significant fransactions have
been recognized in the financial statements for the proper period,

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because of
their significance to the financial statements and because of the possibility that future events affecting
them differ significantly from those expected. The most sensitive estimates affecting the financial
statements were related to the reserve for finance charges, depreciation expense, the allowance for
doubtful accounts, net pension obligation and net OPEB obligation. We evaluated the key factors and

assumptions used to develop the allowances in determining that they are reasonable in relation to the
financial statements taken as a whole.

Difficulties Encountered in Performing the Audit

Needham

We encountered no significant difficulties in dealing with management in performing ar
completing our audit,

mg 2}
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Corrected and Uncorrected Misstaternents

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are tivial, and communicate them 1o the appropriate level of
management. Management has corrected all such misstatements. The attached fisting includes all
material misstatements detectad as a result of audit procedures and were corrected by managament,

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whather or not resolved fo our satisfaction, that could
be significant fo the financial statements or the auditor's report. We are pleasad fo report that no such
disagreements arose during the course of our audit ‘

Manzgement Representstions

We have requested certain representations from management that are included in the
management represeniation lefter dated September 25, 2012.

Meanagement Consultations with Other independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on cerain situations. f a consultation
involves application of an accounting principal fo the Authority's financial statements or a determination
of the type of auditor's opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountants.

Other Audit Findings or issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Authority’s auditors. However,

these discussions occurred in the normal course of our professional relationship and our responses
were not a condition to our retention.

Other Information

With respect to the supplementary information accompanying the financial statements, we made
certain inquiries of management and evaluated the form, content, and methods of preparing the
information fo determine that the information complies with accounting principles generally accepted in
the United States of America, the method of preparing it has not changed from the prior period, and the
information is appropriate and complete in relation 1o our audit of the financial statements. We compared

and reconciled the supplementary information to the underlying accounting records used to prepare the
financial statements or the financizal staterments themselves.



This information is intended solely for the use of the Audit Commities, Board of Directors and

management of Kent County Water Authority and is not intended to be and should not be used by
anyone other than these specified parties,

Very truly yours,

Buw b,

BRAVER PC

Providence, Rhode Island



Kent County Water Authority
Year Ended June 30, 2012

The below listing includes a material adjustment detected as a result of our audit procedures
This adjustment has been corrected by management,

&

Ta record additions to construction in progress as of June 30, 2012 - $533,134.

The below listing includes reoccurring year end closing adjusting entries that were expecied (o be
calculated by Braver P.C. and reviewad with management in connection with the annual audit.

« Torecord increase in depreciation expense as of June 30, 2012 - $803,928.
» To record capitalization of interest for construction in progress as of June 30, 2012 - $642 827



Braver.

- Accountants & Advisors

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE
WITH PROVISIONS OF TRUST INDENTURE

To the Board of Directors
Kent County Water Authority
Warwick, Rhods igland

This certificate is provided as required under Sections 603(4) and 609 of the Trust
Indenture by and between the Kent County Water Authority (the “Authority”) and the Bank of
New York Mellon (the "Trustes™), as supplemented by the First Supplemental Indenture by and
between the Autherity and the Trustee dated as of June 1, 2001, the Second Supplemeantal
Indenture by and between the Authority and the Trustee dated as of November 1 , 2002, and the
Third Supplemental indenture by and between the Authority and Trustee dated as of April 1,
2004 (collectively, the “Indenture”). The undersigned, Braver PC, independent certified public
accountants regularly auditing the books of the Kent County Water Authority in accordance with
Section 608 of the Indenture, certifies that the Net Revenues of the Kent County Water Authority
for the Fiscal Year ended June 30, 2012 are $9,755,281. The attached schedule compuies the
Net Revenues and applies the 125% Debt Service Requirement calculation as described in
Section 609 of the Trust Indenture. The undersigned further certifies that in the course of and
within the scope of examination of the Kent County Water Authority’s financial statements,
nothing came fo our attention that would tead us o believe that an Event of Default has
occurred under the indenture.

This report is intended solely for the use of the Authority and Bank of New York Mellon
(the "Trustee”) and should not be used for any other purpose.

Providence, Rhode Isiand %W g2
September 25, 2012 Needham
Boston
Concord
Taurion

]
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Coverage Coverage - FY 2012

D&M Costs

FY 12 Costs

Less Depreciation

Less Debt nterest

Less Arbitrage Rebate interest
Less Amortization of Debt Disc
SUBTOTAL C&M

TOTAL REVENUES

Rates & Charges

Misc /Other income

interest Income to Revenues
From Stabilization Fund
TOTAL REVENUES

Less Oam
Mot Revenues

Debt Service

Existing 2004 (refinanced 1994)
Existing (2001 Series)
New (2002 Series)

Debt Service Requirement

Additional PUC Restricted Amount

Annual Coverage - Actual Debt
Annual Coverage - PUC Requirement

12,669,210
(1,763,928)
(538,983)
(33,531)
(120,375)

10,212,393

19,692,231
245,452
28,991

19,867,674

{10,212,393)

9,755,281

1,242,062
77T7AT77
1,861,645

3,880,884

3,880,884

251.4%
251.4%
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Kent Courty Water Authorily

cenue Account Cash Flow Pro

EVEW G 3

Seie)

it to Checking
General Treasuyer
B&R Reserve for Capital ¥

)
5
Uperating Revenue Allowance - Unrestricted  May, 2000- October, 2012{24 304 75°29 months) & 729,143
Bitling

RIRg % AA68.279

91- days and over

Total
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
Kenl County Water Authority
West Warwick, Rhode Island

We have audiled the accompanying financial statements of the Kent County Water Authority (the
Authority) as of and for the years ended June 30, 2012 and 204 1, 85 listed in the iable of contents. These financial

statements are the responsibility of the Authority’s management. Our responsibility is to express an opinion on
these financial statements based on our audits,

We conducted our audits in accordance with audiling standards generally ascepted in the Uniled Siales of
America and the standards applicable to the financial audits in Government Auditing Standards, issued by ths
Complrdlier General of the United States. Those standards require that we plan and perform the audils o oblain
reasonable assurance sbout whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and the significant estimates made by

management, as well as evaluating the overall basic financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions,

i our opinfon, the financial statements refarred o previousty present {airly, In all material respects, the
respective financial position of the Authority as of June 30, 2012 and 2011 and the respective changes in financial
position and, where applicable, cash fows theraof for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated Seplember 25,
2012 on our consideration of the Authority's internal control over financial reporting and on our lests of is
compliance with certain provisions of laws, regulations, contracts, and grant agreemenis and other matters, The
purpose of that report is 10 describe the scope of our testing of internal control over financial reporting and
compiiance and the results of that testing, and not to provide an opinion on internal control over financil reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit,

Accounting principles generally accepied in the United States of America require that the management’s
discussion and analysis and schedule of funding progress for pension plan and other post-employment benefits on
Pages 2 through 5 and Page 21 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board
who considers it to be an essential part of financial reporting for placing the basic financizl statemenis in an
appropriate operational, economic, or historical context. We have applied certain limited procedures (o the require
supplerneniary information in accordance with auditing standards generally accepled in the United States of
America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management's responses {o our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements, We do not
SXDress an opinion of provide any assurance on the information because the iimited procedures do not provide us
with sufficient evidencs 1o supress an opinion or provide any assurance. Neednam
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KENT COUNTY WATER AUTHORITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

REQUIRED SUPPLEMENTARY INFORMATION - UNAUDITED

JUNE 30, 2012 AND 2011

The Kent County Water Authority (the Authority) is a public benefit corporation created
pursuant to and existing under Chapter 1740 of the Public Laws of 1948, at Chapter 16 of Title

39 of the Rhode Island General Laws (1956), as amended. and is subject to the su

regulatory powers of the State Public Utilities Commission (PUCH.

The Authority provides water supply services through metered sales in the

Warwick, West Warwick, East Greenwich, West Greenwich, and in

supply system.

pervisory and

communities of Coventry,

smaller sections of Cransion,
Scituate, and North Kingstown. The Authority is responsible for operating and maintaining the water

The operations of the Authority are accounted for on a Proprietary Fund Type {Enterprise Fund) basis.

The Authority operates in a manner similar o private

providing goods or services 1o the general public, support of a Capital |
funding of an Infrastructure Replacement Program are financed or reco

approved by the PLUC,

business enterprises where the costs of
mprovement Program, and
vered through user charges

Condensed financial information from the statements of net assets and operations is presented below.
The statement of net assets provides information on the assets and liabilities of the Authority, with net
assets reported as the difference between assets and liabilities. The statement of operations of the

Authority reflects all revenues earned and all expenses incurred for each fiscal year:

Condensed Financial Information

2012 2011 2010

Current Assets 3 5,466,348 $ 6,135,505 § 3,387,177
Capital assets, net 112,445 804 102,382 408 101,713,870
Other noncument assets 29,851,708 34,948,250 31,826,350
Total assels 148,763,654 143,466,163 137,027 5357
Current Hiabilities 5,324,658 5,141,998 4,685 575
Nencurrent liabiiities 25,350,872 27,530,707 28,882 570
Total liabilities 30,872,030 32,872,708 34,389,145

Net assets:
Invested in capital assets, net of related dabt 100,151,378 93,008,198 93,844,501
Restricted for debt service 3,701 837 3,701,837 3,701 837
Restricted for infrastructure replacement 9,653,572 8,734,248 3,674,857
Unrestricied net assets 4,585,336 5,259,403 1,431 857
Totsl net assels 118,091,921 110,783,457 102,658,252
Total liabitities and net assets $ 148783 551 § 143,488,463 5 137027307




KENT COUNTY WATER AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS
REQUIRED SUPPLEMENTARY INFORMATION - UNAUDITED

JUNE 30, 2012 AND 2011
2012 2011 2010
Operating revenue:
Water sales § 18,392,361 ¥ 18087538 $ 18270820
Hydrant rentals 1,286,870 1,300,267 1,225,471
Other 245,452 322,411 300 067
Total operating revenue 19,837 883 20,720,214 17,798,188
Cperating expenses:
Source of supply 4,868 247 4,882,196 4,125,314
Pumping 489,927 537,850 555,840
Transmission and distribution 1,358,735 1,331,725 1,047 654
Water Treatment 275,480 298,326 282,047
Customer accounting 346,900 407,808 318,573
Administrative and general 2,708,786 2.458.27¢ 2577 843
Dapreciation 1,783,828 1,617,170 1,510,967
Taxas other than income 158,226 182,161 148,881
Amortization 120,375 120,375 120,375
Total operating expenses 12,096,857 11,833,991 10,887,038
Operating income 7,840,986 8,688,223 7,108,150
Nonoperating income:
Capital contributions - - 4,356
Interest income (expense) {508,881 {751,018 {898,007
Arbitrage rebate provision (33,5317
Change in net assetls $ 7208484 $  B1357205 $ 6,217 499

In FY12, the Authority's net assets totaled $118.5 million, an increase of $7.6 million or 6% from the
previous year. Total assets in FY12 were $148.6 million, an increase of $5.1 million or 3.6% from last
year. Total liabilities decreased by $2.5 million or 7.8% as a result of continuing debt service
payments. The Authority's major capital expendilures included Capital Improvement Projects {funded
by revenus bonds) and Infrastructure Projects (funded by water rates). In FY11, the Authority's net
assets totaled $110.8 million, an increase of $8.1 million or 7.9% from the previous year. Tolal assets
in FY11 were $143.5 million, an increase of $6.4 million or 4.7% from last year. Total liabilities
decreased by $1.7 million or 4.9% as a result of continuing debt service payments.

Water and fire protection charges for FY12 represented 98.8% of operating revenues. The remaining
1.2% includes inspection and turn-on fees, and late payment penalties. The operating revenue
totaled $19.9 million or 3.8% less than the prior year's revenue. This decrease can be attributed io
conservation, closed businesses and foreciosed homes. Water and fire protection charges for FY11
represented 98.4% of operating revenues. The remaining 1.6% includes inspection and turn-on fees,
and late payment penalties. The operating revenue totaled $20.7 million or 16.4% more than prior
year's revenue. This increase can be attributed to pass through rate increases approved by the PUC,



KENT COUNTY WATER AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS
REQUIRED SUPPLEMENTARY INFORMATION — UNAUDITED
JUNE 30, 2012 AND 2011

Total operating expenses for FY12 totaled $12.1 million, which was $263 thousand or 2.5% more than
the operating expenses for the previous year. The increase is the result of an increase general and
administrative costs compared to prior year. Total operating expenses for FY11 totaled $11 8 million,
which was $1.1 million or 11% more than the operating expenses for the previous year. The increase
is the result of an increase in water purchases compared to prior vear.

The operating income for FY12 totaled $7.8 million, representing a decrease of 11% from the previous
year. This decrease is a result of the changes discussed above.

Capital Asseots

In FY12, the Authority’s project additions financed with bond proceeds totaled approximately $335
thousand and included 2 storage tank and additional transmission lines, infrastructure projects
funded by rates totaled $9.2 million, which was used primarily for water main installation.

in FY11, the Authority's project additions financed with bond proceeds totaled approximately $6.6
million and inciuded a primary pump station upgrade, wellfield storage treatment, and additional
transmission lines. Infrastructure projects funded by rates totaled $450 thousand, which was used
primarily for water main installation.

The Authority’s capital budget includes projected expenditures of $11.3 million. Infrastructure proiects

under a state-mandated plan to replace ofd plant in service included projecied expenditures of $18.9
milfion over the same period.

Debt Plan

Currently the Authority has three series of General Revenue Bonds outstanding at the end of Fy12,
totaling $28.8 million at par value.

2001 Series "A” $ 8,600,000
2002 Series “A” 17,710,000
2004 Series "A” 4,480,000



KENT COUNTY WATER AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
REQUIRED SUPPLEMENTARY INFORMATION - UNAUDITED
JUNE 30, 2012 AND 2011

During FY12, the Authority paid approximately $2.5 million in principal on outstanding issuances and
$1.2 million of interest on outstanding issuances.

The Authority is required to establish and maintain rates and charges at levels sufficient so that total
net revenues in each year during which bonds are outstanding will equal at least 125% of the bond
debt service requirement during such year less the amount, if any, of bond proceeds available io pay
interest becoming due in such year on bonds outstanding as of the first day of such year. The

Authority has exceeded the 125% debt service coverage requirement of the Resolution in each year
since the 2001 issue.

FY13 Budget and Rates

For FY13, the budget for cperating revenues will increase by 2.0%. A 6% increase is projected for
operation and maintenance expenses.

Request for Information

This financial report is intended to provide an overview of the financial picture of the Kent County
Water Authority. Any further questions regarding any of the information contained within this report
may be directed to the General Manager or the Treasurer at P.O. Box 192, West Warwick, R} 02893,



KENT COUNTY WATER AUTHORITY

STATEMENTS OF NET ASSETS
JUNE 30, 2032 AND 2071

ASSETS
2012 2011
Current asseis:
Cash and cash equivalenis % 434,085 503,758
Accounts receivable, less allowance of $180,862 in 2012
and §147,385 in 20114 2,815,857 2,575,878
Materials and supplies inventory 454,479 407,991
Other assels 62,127 52,8768
Hestriciad cash held by trustes for current portion of long term dabt 2,700,000 2,585 000
Total current assets 8,468 348 8,135 505
Honcurrent assets:
Restricted cash and cash squivalents held by trustee (Note 3} 19,818,141 25,804 008
Restricted investrment held by rustes-Infrastruciure replacement {Note 3) 8,653,572 8734218
Capital assets:
Dapreciable, net {Nofe 4) 99,275,874 91,255,759
Nondepreciable {(Note 43 13,170,220 11,126,848
Deferrad bond issuance costs, nat 278,698 319,934
Totaf noncusrent assets 142,247 603 137,330,888
TOTAL ABBETS $ 148,783 951 143,465,163
Carrent labilities:
Accounts payable $ 1278773 881,648
Accrued interest expense 565,176 813,551
Accrued Habilities 674,211 §92,273
Water quality protection charges payable (Note &) 89,885 59,527
Other liabilities 13,813 -
Long-term debi due within one year (Note 5) 2,700,000 2,595,000
Total current liabilities 5,321,658 5,141,998
Noncurrent labilities:
Accrued arbifrage rebate liability 33,531 .
Long-term debt, net {(Nole 5} 23,630,638 28,307,204
OPEB obligation, net {Note 7) 1,685,903 1,223,508
Total long-term liabjiities 25,350,372 27 530,707
FTotal Habilities 30,872,030 32,672,708
Het assets:
nvested in capital assals, net of related debt 100,151,378 93,098,180
Hestricted for debt service 3,701,637 3,701 837
Restricted for infrastructure replacement 9,655,572 8734218
Unraestricted net assels 4,585 336 5,250 403
Total net assets 118,091,901 110,793,457
TOTAL LIABHLITIES AND NET ASBETS $ 148,783,051 143,486,183

SEE NOTES TO FINANCIAL STATEMENTS.
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KENT COUNTY WATER AUTHORITY

STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS
YEARS ENDED JUNE 30, 2012 AND 2011

2012 2017
Operating revenues:
Water § 18,392,381 5 19,097,536
Hydrant rentals 1,298,870 1,300,267
Other 245 452 322 411
Total operating revenues 19,837 683 20,720,214
Operating expenses:
Source of supply 4 885 247 4,682,198
Pumiping 408,927 537,850
Transmission and distribution lines 1,358,735 1,331,725
Water treatment 275,480 296,326
Customer accounts and salaries and supplies 348,890 467 909
Administrative and general 2,708,786 2,458,27%
Depreciation 1,763,828 1817370
Taxes other than income 168,229 182,181
Armortization 120,375 120,375
Total operating expenses 12,086,697 11,833,991
Operating income 7,840,988 8,886,223
Non-operating income (expenses) :
interast income 25,991 36,597
interest expense {538,882 (787 815}
Arbitrage rebate provision (33,831 -
Net non-operating income {expense) {542 522) (751,018)
Increase in net assets 7,298,484 8,135,205
Net assets at beginning of year 110,793,457 102,658,252
Net assets at end of year $ 118,091,821 $ 110,793,457

SEE NOTES TO FINANCIAL STATEMENTS.
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KENT COUNTY WATER AUTHORITY

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2012 AND 2011

Operating income
Adjustments to reconcile operating inceme to net cash
provided by oparating activities:

Cash flows from operating activities:
Cash recetved from customers

Cash fiows from investing activities:
Interest income recsived

Cash flows from capital and reiated financing activities:
Payments on debt

Capital additions
Interest expanse

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

Changes in operating assets and fiabilities:

2012 2011
$ 19,697,905 §  21,0862883
Cash paid to employees for services (1,332,102} 1,141,178
Cash paid to suppliers for goods and services (7,994 ,483) {8,276,155)
Net cash provided by operating activities 10,371,340 11,845 552
29,691 38,597
Net cash provided by Investing activities 29,961 38,597
{2.595,000) {2,500,000)
{12,183,549) (2,207,234)
{643,058} (888 ,430)
Net cash used for capital and refated financing activities {15,421 807) {5,585 673)
Net increase (decrease) in cash and cash eqguivalents {5,020,278) 8,088,478
Cash and cash equivalents, beginning of year 37,727,074 31,640,598
Cash and cash equivalents, end of year 5 32706798 $ 37,727,074
% 7,840,586 $ 8,886,223
Depreciation and amortization of bond issuance costs 1,884,303 1,737 545
{Increase) decrease in accounts receivable, net (239,778) 342,668
(Increase) decrease in material, supplies and inventory {46,488 {14,480
{increase) decrease in other assats {9,249) (52,878)
Increase {decrease) in accounts payable 397,125 313,804
nerease (Cecrease) in acorued Habilities 38,073 24,097
ncrease (decrease) in waler quality protection charges payable 30,358 {10,827
ncrease {decrease) in other lisbilities 476,010 419,400
Net cash provided by operating activities $ 10,371,340 § 11,645,552

SEE NOTES TO FINANCIAL STATEMENTS,
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KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

1.

ORGANIZATION

a)

b)

Primary Government

The Kent County Water Authority (the Authority) was created by General Assembly of the State of
Rhode Island on April 24, 1848, and was organized on July 8 1948, The Authority serves as the
governing body of the Kent County Water District, a political subdivision of the State of Rhode islang.

The Authority is subject to the regulations of the Public Utility Commission (PUCY of the Siate of
Rhode Island,

The Authority provides water supply services through metered sales in the communities of
Warwick, West Warwick, Coventry, East Greenwich, North Kingstown, Cranston, Scituate and West
Greenwich. The Authority is also responsible for acquiring, constructing, improving, oierating, and
maintaining the water supply system. The Authority's source of water supply is principally through
purchases of water from the Providence Water Supply Board and Warwick Water Depariment with
the remaining amount produced from its own wells.

Component Units

Component Units are included in the Authority’s reporting entity if their operational and financial
relationships with the Authority are significant. Pursuant to the criteria established by the
Governmental Accounting Standards Board {GASB), no component units were identified for inclusion
in the accompanying financial stalements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Authority conform to U.S. generally accepted accounting principlas

(CAAP) as applicable to governmental units. The GASB is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The following is 3 summary of
the more significant accounting policies followed by the Authority:

a}

Basis of Presentation

The operations of the Authority are accounted for on a Proprietary Fund Type (Enterprise Fund)
basis,

Enterprise funds are used to account for operations {a) that are financed and opersted in 2
manner similar {0 private business enterprises where the intent of the governing body is that the cosis
(including depreciation) of providing goods and services to the general public on a continuing basis be
financed or recovered primarily through user charges; or (b} where the governing body has decided
that periodic determination of revenues earned, expenses incurred, andlor net income is appropriate
for capital maintenance, public policy, management control, accountability, or other purposes.

Proprietary fund revenues and expenses are recognized on the acorual basis. Revenues are

recognized in the accounting period in which they are earned and become measurable: expenses are
recognized in the period incurred, # measurable.

{CONTINUED)




NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 201

2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

b} Operating and Nonoperating Revenue

c)

dj

e}

g)

h}

g

Revenues include amounts billed to all customers. All billed charges are based on rates approved
by the PUC. Revenues for unbilled amounts to general customers are estimated based on bifling
arnounts subsequent (o vear-end. The Authority distinguishes operating revenues and expenses from
nor-operating.  Operating revenues result from charges 1o customers for water and related services.
Operating expenses include the cost of operations, maintenance, sales and service, administrative
expenses and depreciation. Al revenues and expenses nol meeting this definilion are reported as
non-operating or capita!l confributions.

Utility Pilant

Property, plant, and equipment is stated at cost. The Authority provides for depreciation of capital
assels based on & composite rate of 1.5% of depreciable capital assets as required by the Public
Utility Commission. Depreciation expense is not reflected for construction in progress untll itis placed
in service. The Authority capitalizes interest costs as part of the cost of constructing ransmission and
distribution faciiities.

Capital Contributions

Capital contributions consist of property, plant, and equipment paid for by customers for water
installations. Once the installation is complete, the property, plant, and equipment fransfer 1o the
Authority.

Materials and Supplies Inventory

Materials and supplies inveniory is stated at the lower of cost {averaga cost method) or market,
Proprietary Activity Accounting and Financial Reporting

The Authority has elected to apply accounting standards applicable 1o the private sector issued on

or before November 30, 1989 uniess those standards conflict with or contradict pronouncements of
GASE.

Cash and Cash Equivalents

Cash and cash equivalents and restricted cash (held by rustes) include highly liguid investmanis
with @ maturity of three months or less when purchased. Restricted cash has been classified a8
noncurrent as it primarily represents unspent bond proceeds restricted for future capital spending.

Use of Estimates

The preparation of financial siztements in sonformity with U8, generally accepted accounting
principies requires managemant to make estimates and assumptions that affect the reporied amounts
of assets and liabilities, and disclosure of contingent assets and liabilities, at the date of the financial
stalements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Bond issve Costs

Expenses related to the issuance of Bonds are amortized on a straight-ling basis over the e of
the bonds, which approximates the effective interest method.

{CONTINUED)

10



NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
i) Recenily Issued Accounting Standards
The Authority has implemented the following new accounting pronouncements:
v GASB Statement No. 84 — Derivative Instruments: Application of Hedge Accounting
Termination Provisions ~ an amendment of GASB Statement No. 53, effective for the
Authority's fiscal year ending June 30, 2012. The adoption of this Statement did not have
an impact on the Authority's financial position or results of operation,

The Authority will adopt the following new accounting pronouncement in future years:

¥ GASB Statement No. 80 Accounting and Financial Reporting for Service Concession
Arrangement, effective for the Authority’s fiscal vear ending June 30, 2013,
¥ GASE Statement No. 81 - The Financial Reporting entity: Omnibus an amendmeny of

GASE Statements No. 14 and No. 34, effective for the Authority's fiscal year ending June
30, 2013,

#  GASB Statement No. 62 ~ Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, effective for
the Authority’s fiscal year ending June 30, 2013,

v GASB Statement No. 63 - Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position, effective for the Authority's fiscal vear
ending June 30, 2013

v GASB Statement No. 85 ~ ltems Previously Reporied as Assets and Ligbilities, effectve
for the Corporation's fiscal year ending June 30, 2014,

v GASE Statement No. 86 — Technical Corrections — an amendmant of GASE Biatements
No. 10 and No 82, effective for the Corporation’s fiscal year ending June 30, 2014,

v GASE Statement No. 67 - Financial Reporting of Pension Plans ~ and amendment of
GASE Statement No. 25, effective for the Corporation's fiscal year ending June 30, 2014,

v GASB Statement No. 68 — Accounting and Financial Reporting for Pensions — an
amendment of GASE Statement No. 27, effective for the Corporation’s fiscal year ending
June 30, 2015,

The impact of these pronouncements on the Authiority's financial statements for future yvears has
yel o be determined.

(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CASH, CASH EQUIVALENTS AND INVESTMENTS

Essential risk information regarding the Authority's deposits and investments is preseryted below.

a} Custodial Credit Risk

Custodial credit risk is the risk that in the event of bank failure, the Authority's deposits may not be
retumned.  As of June 30, 2012 and 201 1, bank balances totaling 8818,027 and $544 864,
respactively, are fully FDIC insured, and $C is uninsured and uncollateralized.

bj Interest Rate Risk

in connection with the issuances of $10 million general revenue bonds in July 2001, $24.4 milion
of general revenue bonds in December 2002, and $10.4 million of general reverue in April 2004, the
proceeds from the bonds along with subsequent debt payments by the Authority znd unspent
operating income are maintained in cash accounts hetd in trust by the frustes,

The Authority’s investment policy is governed by the general bond resolution and the series
resolution for all transactions covered by bond funding of the Authority. All investments are managed
through the frustee of the Authority and invested as allowed,

Investments are valued at fair value. All of the Authority's debt investmenis have maturities of less

than one year from the end of the reporting period. The components and fair values of the Authority's
investments are presented below:

Fair value
Investment type 2012 20119
Money Market Treasury
Cbligation Fund $ 30,968,739  § 35,920,329
U.S Treasuries 1,302,874 1,302,887

Total investmenis $ 32272713 % 37223318

The Authority established an “Infrastructure Replacement Fund” in conformity with all applicable
provisions of state and federa! laws including the federal Safe Drinking Water Act (42 USC Section
300f ef seq.); Chapter 46-13 of the General Laws of Rhode Island, Public Drinking Water Supply. The

dedicated fund for infrastructure replacement was $9,653,572 and $8,734,218 as of June 30, 2012
and 2011, respectively. '

¢} Credit Risk

The Authority follows the credit risk policy associated with the Authority's general bond
resolutions. The Authority’s credit ratings for investments are as foliows

Credit Rating
Money Market Treasury obligation fund Aaza (Moody's)
U.S. Treasuries Aaa (Moody's)

{CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CAPITAL ASSETS

The cost and activity of water capital assets in service and related
the year ended June 30, 2012 is as foliows:

Capital assats, not baing deprecisted:
Construction in progress
Land

Total capital assets, not
being depreciated

Capital assets, heing depreciated:
Buildings and improvements
Machinery and squipment
Infrastructure

Total capital assets,
being depreciated

Less acoumulated depraciation

Total capiial assets,
being depracisted, net

Capital asseis, net

The cost and activity of water capital
the year ended June 30, 2011 is as follows:

Capital assets, not being daprecisted:

Construction in progress
Land

Total capital assets, not
being depreciaied

Capital assets, being depreciated;
Buildings and improvements
Machinery and eguipment
Infrastructure

Tolal capital zssets,
being depreciated

Less accumulated depracistion

Total capiial agsers,
being depreciated, net

Capital assets, net

accumuizled depreciation for

Balance 1 Balance at
June 39, 2014 Increases Decreases June 30, 2042
z 9200804 3 11554835 § 9,511,264 & 11334478

1,836,045 - - 1.838045
11,126,648 11,554 835 8,511,264 13,170,220
2,817,123 - - 2,817,123
15,805,088 272,579 16,077 637
89,180 178 8511264 - 88,700 440
157,811 357 8,783,843 - 147,585 200
16,5585 508 1,783,628 18,218 528
91,285,750 8,018,415 - 98,275 874

$ 102382408 3 19874750 % 95112684 § 117 445854

Balance at

assels in service and related accumulated depreciation for

Balance at
June 30, 2010 incressss Decreases June 36, 2014
$ 14088081 % 22571471 %8 7051858 3 9,280,804
1,836,045 - - 1,836 045
15,821,136 2,257,171 7,051 658 14,126,844
2817123 - - 28171423
158.778,518 28,540 - 15,808,088
82,137 518 7,051,658 - 88 188 178
100,731,158 7,080,168 - 107811857
14,938 425 1.617,173 - 16,855 508
A85792,734 5463025 - 591,255 758
§ 10173870 % 7720188 S5 7081658 & 102,382 408

{Qﬁ?@?méﬁi’?{}}




KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

4. CAPITAL ASSETS ( Continued)

Interest costs of $642 827 and $489,442, offset by interest income of $21,832 and $38,970,
were capilalized in 2012 and 2011, respectively.

& LONG-TERM OBLIGATIONS

The Authority issues revenue bonds 1o supporl various projects. The o8

owing is @ summary of
the bond activity for the years ended June 30, 2012 and 2011

Amounts
Balance Balance due within
Description Sure 30, 2044 Additions Reductions June 30, 2012 one year
Revenue bonds
July 2001 Series A bearing
interest at 3.5%-5% and
maturing In 2022 % 8800000 ¢ - g (4850007 & 6,135000 & 480,000
December 2002 Series A
bearing interad at 2%-5%
and maturing in 2024 17,710,000 - (1,030,000} 18,680,000 1,076,000
April 2004 Series A bearing
interest al 2%-4% andg
maturing in 2014 4 490,000 - (1,100,000 3,290,000 1,140,000
28,800,000 - (2,595,000 28,205.000 2,700,000
Add {ess):
Uramortized discount {12,053} - 1,208 {10,848 -
Unamortized premium 3az670 - {56,805} 275,765 -
Unarmortized foss on refunding {218,418} - 789 437 {128,979, -
102,207 - 23,737 125,838 -
& 28802201 % - § . [25717263) % 25330838 3 2,700,000
{CONTINUED)
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BENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2041

LONG-TERM OBLIGATIONS ( Continued)

Amncurits
Balance Balance due within
Description Juna 30, 2010 Additions Reductions June 30, 204 4 one year

Revenue bonds:
July 2001 Series A bearing
interest at 3.5%-5% and
maturing in 2022 % 7045000 % - 3 {445000) § 5800000 3 485 000
Decamber 2002 Seras A
bearing interest at 2%-5%

and maturing in 2024 18,700,000 - {890,000} 17,710,000 1.030,000
April 2004 Series A bearing
interast at 2%-4% and
maturing in 2014 5585000 - (1,065,000 4,480,000 1100000
31,300,000 - {2.500,000 28800000 2,585 000
Add {less):
Unamortized discount {13,258} - 1,208 {12,053} -
Unamortized premium 389575 - (56,805 332870 -
Unamortized loss on refunding {287,853 - 79,437 (218418 .
78464 - 23737 102,201 .
§ 31378484 3 - § (2478283) § 28302201 & 2,585 000

The annual debl service requirements of the general long-term bonds payable as of June 30,
2012 are as foliows:

Printipal Interast Total
Fiscal vear ended June 30
2013 % 2700000 3% 1,177,888 & 3,877 888
2014 2,800,000 1,068,686 3,869,888
2015 2,760,000 981,310 3,721,310
20186 1,770,000 881,662 2831682
2097 1,855,000 771,037 2,628,037
2018-2022 10,825,000 2,285,288 13,110,288
2023-2024 3,495,000 178,209 3,671,208

3 26205000 § 7303061 3 33,508,081

Borrowings are secured by the Authority's pledge of all revenues, monies, securities, receivables,
and other funds of tha Authority as well as the proceeds of the sale of the Authority's real property

pursuant 1o a mortgage on its water supply, treatment and distribution facilities, exclusive of monies
coliected as water quality protection charges.

The Authority must meel certain financial covenants. The Authority was in compliance with all
such covenants at June 30, 2012 and 2014,

{CONTINUED)




KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

&,

PENSION PLAN

a} Plan Description

The Authority maintains a single employer, noncontributory defined benefit pension plan {the Plam
covering substantially all employees. To participate in the Plan, employees must be al least twenty-
one years of age and be employed by the Authority for a minimum of 12 months. The Plan provides
retirement, disability, and death benefils to plan members based upon the average of the highest
consecutive five years of compensation of the last 10 years of participation, The Authority is
responsible for making all contributions to the Plan.  The benefits provisions arsd all other
requirements under the Plan are established by the Authority's board of directors. A copy of the Plan
statements may be obtained by contacting the Authority.

At June 30, 2012 and 2011, the Plan membearship consisted of the following:

June 30, 2012 June 30, 2014

Retirees and beneficiaries receiving benefits 25 24
Terminated vested participants 9 2
Active with vested benefils 3 32

Total membership 85 64

b} Funding Status and Funding Progress

The funded status of the Plan as of January 1, 2012, the most recent actuarial valuation, s as
follows:

Actuarially accrued liability (AAL) $ 5351028
Actuarial valug of olan assels 3,880,253
Untunded actuarial accrued liabilities {UAAL) & 1371873
Funded ratio (actuarial value of plan assets/AAL) 74.4%
Covered payroll (active plan members) 3 1,721,275
UAAL as a percentage of covered payroll 79.7%

in the January 1, 2012 actuarial valuation, the Authority utilized the aggregale acluarial method to
determine the annual required employer contributions. This method does not identify or separately
amortize unfunded acluarial liabilities. Therefore, the entry age method was used 1o prepare the
funded status of the Plan. The actuarial assumplions included 7.25% investment rate of return,
projected salary increases of 3.0%, and no cost-of-living adjustments. The actuarial value of assels
was determined using the fair value of investmenis. The Plan's unfunded actuarial accrued liability is
being amortized to approximate the level percent of aggregate compensation.

The schedule of funding progress presented as reguired supplementary information presents
multiyear trend information about whether the actuarial value of plan assels is increasing or
decreasing over time relative to the acluarial accrued Hability for benefils.

{CONTINUED)




KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

PENSION PLAN (Continued)
¢} Funding Policy

The Authority's funding policy provides for empioyer coniributions at actuarially determined rates
that, expressed as percentages of annual covered payroll, are adequate to accumulate sufficient
assels 1o pay benefits when due. The contribution requirements of the Authority are established and
may be amended by the Authority’s board of directors.

The schedule of employer contributions are as follows:

Plan Year Minimum Actual
Ended Requirad Annual Percaentage
December 31, Confribution Contribution  Contributed

2008 § 193813 § 193819 100.0%
2010 $ 258392 % 260,000 100.8%
2011 $ 214028 § 214,028 100.0%
2042 $ 256556 § 256556 100.0%

OTHER POST EMPLOYMENT BENEFITS

a} Plan Description

The Authority's Post-Employment Medical Benefit Plan is a single-employer defined henefit
postretirement health and life insurance program. Al full-time employees are eligible (o receive heaith
and life insurance coverage after retirement. Retirerent eligibllity for continued health Insurance
coverage is age 62 with at least 20 years of service. Employees are eligible for ife insurance
coverage if they retire on or after age 62. Spousal and/or family health coverage is not provided for
under the postretirement program. The Authority will provide eligible retirees continued individual
health and dental insurance comparable o the active employee plans. Relirees age 65 and older are
eligible for an individua! Medicare Supplement Plan as well as continued dental coverage, The il
cost of postretirement medical and dental coverage is provided by the Authority. Eligible retirees
recaive lerm life insurance in the amount of $2,000. The Authority provides the full cost of this

insurance. Prior fo the adoption of GASB 45, the Authority funded these post refirement benefits as
pay as you go basis,

b} Funding Poiicy

The Authority’s funding policy provides for actuarially determined periodic contributions to the
Plans at rates that, increase gradually over time so that sufficient assets will be available o pay
benefits when due,

The following Is summary of the actuarial assumptions and cost methods used 1o determing Dlan

liabilities:

Fiscal Year Beginning FEatan! 7110
Discount rate £.00% 4.00%
Census Date 7112044 TI72008
Mortality IRE-2008 IRS-2008

(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

OTHER POST EMPLOYMENT BENEFITS (Continued)

bj Funding Policy {Continued)

Medical coverage costs are assumed to increase 8.5% in fiscal 2012 with trend rates decreasing
0.5% each year to an ultimate rate of 5.0% per year in fiscal 2019 and beyond. Dental coverage costs
are assumed lo increase 5.25% in fiscal 2012 with trend rates decreasing 0.25% each year {0 an
ultimate rate of 3.5% per year in fisca! 2019 and beyond.

Three - Year Trend Information

Fiscal Annigal Actual Percentage MNet
Year OPEB Plan of OPERB cost OPEB
Ending Cost Contributions _ Contributed Obligation
June 30, 2012 $ 572805 $ 110,408 18.27% $ 1,685,903
June 30, 2011 § 517588 § 98185 18.897% % 1,223508
June 30, 2010 $ 501,083 § 877583 17.51% § 804,108

The Authority’s annual OPEB cost and net OPER obligation for the yaar anded June 30, 2012 and
2011 was as Iollows:

June 30, 2012 Juns 30, 2011

Annual required coniribution $ 591,809 $ 530,144
interes! on net OPER obligation 48,940 32,164
Adjustment 1o annugl required contribution {68,034 {44,713
Annual OPEB cost{expenss) 72,805 517,505
Contributions made {110,408) {98,195)
Increase in net OPEB obligation 462,397 415,400
Net OPEB obligation-beginning of year 1,223,508 804,108
Negt OPER obligation-end of year 3 1,685,003 $ 1,223,508

Schedule of Funding Progress

The unfunded actuarial accrued liabllity was determined using the level dollar thirty-year open
amortization basis.

UAAL as a

Actuarial Actuarial Unfunded AVAasa Percent of

Value of Accrued AAL parcant Covarad
Actuarial Assals Liability {UAALY of AAL Covered payroll
Vatuation {AVAY {(AAL} 241 {(1¥{2} Payroll (35}

Date {1 2) 3 (4) (5) (6)

77172011 RN $5,077 565 $5,077 569 A $ 1,871,141 303.84%

7112008 MiA $5,004 685 $5,084,865 WA 51,889,117 305.24%
{CONTINUED)




NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 ARD 2011

4.

18,

11,

WATER QUALITY PROTECTION CHARGES PAYABLE

Pursuant to the rules and procedures of the Public Drinking Water Protection Program as
promulgated by the Rhode Island Water Resources Board, the Authority has imposed a water quality
protection charge on its customers. Prior to June 30, 1982, the Authority accounted for all wwater quaiity
protection charges imposed as a liability due to the Authority’s position thal the rules and procedures
regarding the imposition of the waster quality protection charge did not adequately @ddress the
Authority’s status as both a purchaser and supplier of water. The law governing the implermentation of
the water quality protection charge was amended on July 1, 1882, At June 30, 2012 and 2011, water
quality protection charges payable of $89,885 and $59,527, respectively, represented funds collected
from customers that are required to be paid o the Rhode Island Water Resources Board.

COMMITMENTS AND CONTINGENCIES

During the ordinary course of its operations, the Authority is & party to various claims, fegal actions
and complaints, and adequately provides for lesses and accrues liabilities for losses when they are both
probable and can be reasonably estimated.

REGULATORY MATTERS

The Authority periodically submits rate and compliance fillings with the PUC o receive rate relisf

for amounts equal o rate increases awarded by the PUC o the Providence Water Supply Board, the
Authority's supplier.

RISK MANAGENMENT

Insurance Held

The Authority is exposed to various risks of ioss related to general liability, property and casualty,
workers' compensation, unemployment and smployee health and iife insurance claims.

Buildings are fully insured against fire, theft, and natural disaster {0 the extent that losses exceed
$1,000 per incident. Directors, officers, and Board members are insured for 2 maximum of 35,000,000
per oCourrence and annual aggregatle.

The Authority is 3 member of the Rhode Istand Workers' Compensation Association public entity
risk pool {the pool} currently operating as & common risk management and insurance program for

workers' compensation benefits for all smployees. The Pool assesses premiums which are paid by the
Authority,

The Pool is self-sustaining through member premiums and reinsures through commergial
comparnias for stop loss insurance.

The Authority has 3 third-party insured health care program for its empioyees for which the
Authority pays 100% of the premium costs,

Long-term disability is covered by the State’s temporary disability insurance for the first 26 weeks
of medical coverage and lost wages. Thereafter, the Authority maintains 2 third-party Insured employes

disability program that provides for longer-term disability,

{CONTINUED)
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KENT COUNTY WATER AUTHORITY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

1Z. SUBSEQUENT EVENTS

Subsequent to June 30, 2012, the Authority entered into 2 refunding bond agreement, to pay off
the 2001 Series 2 and 2002 Series A bonds. This agreement. effective July 18, 2012, created a new bond
obligation of $17,480,000, which retired $23,505,000 in existing bonded debt.

(CONCLUDED)
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KENT COUNTY WATER AUTHORITY

SCHEDULING OF FUNDING PROGRESS FOR PENSION PLAN AND
OTHER POST EMPLOYEMENT BENEFITS
JUNE 30, 2012

Reguired supplementary information

Kent County Water Authority’

Plan Year
Ended
December 31

2008
2010
2014
2012

Kent County Water Authority’

as follows:

Actuarial
Yaluation
Date

TH2014
7112608

Actuarial
Value of
Assels
{3}

$ 3,528,601
$ 3,928,333
$ 3,978,358
$ 3,980,253

Actuaria
Yalue of

Assets
{AVA)
(&8

N/A
MN/A

i

s Scheduie of Funding Progress for the Pension Plan is as follows:

Actuarial
Accrued
Liability
(AAL)
b}

$ 5,073,463
$ 4,998,203
$ 5,081,483
$ 5,351,926

Under
{over)
AAL
(UAAL)
(b)-(a)
{c}

$ 1,544,862
$ 1,069,870
§ 1,085,135
$ 1,371,673

Funded

Ratio

(2¥/(b)

69.8%
78E%
78.6%
74.4%

Covered
Payroll
{d}

§ 1,719,191
% 1,863,231
51,750,853
§1,721,275

UAAL a8 %
of Coverad

Payroll
{{b-aid)

89.9%
84.3%
82.0%
79.7%

s Schedule of Funding Progress for the Other Post Employment Benefits is

Actuarial Unfunded
Accrued
Liability (UAALY
{AAL) (2-(1)
2]
$5,077 569 $5,077 569
$5,084,885 $5,004 885

AVA as a

percent
of AAL

(112
4

MiA
MR

SEE REPORT OF INDEPENDENT AUDITORS
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Payroll
(53

$ 1,671,141
$ 1,660,117

UAAL as a
Parcent of
Covered
payroll
{3)(5)
8}

303.84%
308.24%
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| Accountants & Advisors

REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Kent County Waler Authority
West Warwick, Rhode Isiand

We have audited the basic financial statements of the Kent County Water Authority {the Agthorityy az of
and for the year ended June 30, 2012, and have issued our report thereon dated September 25, 2012, We
conducted our audit in accordance with auditing standards generally accepted in the United States of America and

the standards applicable to financial audits contalned in Government Auditing Standards, issusd by the
Compirofler General of the United Siates,

internal Control over Financizl Reporting

Management of the Authority is responsible for establishing and maintaining effective internal control over
financial reporting. In plarning and performing our audit, we considered the Authority's intemal conirol over
financial reporting as 2 basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing an opinion on the sffectiveness of the Authority's

intemal control over financial reporting. Accordingly, we do not EXpress an opinion on the effectiveness of the
Authority’s internal control over fina ncial reporting.

A deficiency in internal conirol exists when the design or operation of 2 conirol does not allow
management or employess, in the normal course of performing their assigned functions, to prevent, or detect and
correct, misstatements on timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the Authority’s financial
statements will not be prevented, or detected and corrected, on a timely basis.

Qur consideration of internal controy over financial reporting was for limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined previously,

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements, noncompliance with which could have = direct and material effect on the d@ze:minazéﬁsg of
financial statement amounts. However, providing an opinion on compliance with those provisions was not"gRdneT
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosad nBoston
instances of noncompliance or other matters that are required to be reported under Governmens Auditing.
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We noted ceriain matters that we feported 1o the Board of Directors and management of ¥ent County
Waler Authority, in a Separate letter dated September 25, 2012,

This report is intended solely for the information and use of the Board of Directors and managsment of
Kent County Water Authority and is not intended 1o be and should not be used by anyone other than these
specified parties,

34%1 pC.

Providence, Rhode leiand
September 28, 2012
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| Accountants & Advisors

REPORT OF INDEPENDENT AUDITORS
ON AGREED-UPON PROCEDURES

The Members of the Board of
Kent County Water Authority:

We have performed the procedures enumerated below which were agreed to by management of
Kent County Water Authority (the Authority) based on their understanding of the Rhode Isiand
Water Resources Board Public Drinking Water Protection program (the Program) solely to assist
you in evaluating compliance with Section 2.4(g) of the Program from July 1, 2011 through June
30, 20612, The Authority’s management is responsible for compliance with Section 2.4(g) of the
Program. This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants. The
sufficiency of these procedures is solely the responsibility of the Authonty and the Rhode Island
Water Resources Board specified in this report. Consequently, we make no representation
regarding the sufficiency of the procedures described below either for the purpose for which this

report has been requested or for any other purpose. The procedures performed and our findings
are as follows:

i, Read the Rhode Island Water Resources Board — Rhode Island Public Drinking Water
Protection Program {Program).

@ Braver PC read the rules and procedures required by the Program as it relates to
the water quality protection charges.

2. From selected sample trace invoices and or cancelled checks to billing records.

o Braver PC selected a sample of 40 invoices and traced 1o the billing records; no
exceptions were found as a result of applying the procedure to the applicable
samples tested,

3. Inspect records and list the number of metered accounts.

® Based on records supplied by management, there were 26,793 metered accounts
as of June 30, 2012,

4. Inspect records for an estimate of water delivered to unmetered accounts other than
public fire protection.

® Based on records supplied by management, one unmetered account was identified
in the contract provided by management.

SEE D gk Cvrpet o 1050
155 Stk Main Street, Suie 100
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The Members of the Board of
Kent County Water Authority
September 25, 2012

Page 2
3. Inspect the number of exemptions.
® Based on records supplied by management, there were 3,014 exempt accorants,
6. Inquire if a program is in place at the Kent County Water Authority for the prevention

and elimination of unmetered and unaccounted water,

» As a result of inguiry of management as of June 30, 2012 the following was noted:

Kent County has a program in place to eliminate water unaccounzed Jor,
principally through the installation of new residential meters and improvements
to the distribution system. In addition, the Authority estimates 25% of systems are
checked each year utilizing a Leak Detection System.

e

Recalculate the total water consumed versus the total water billed and determine the
nonaccount factor, based on the requirements of the Pro gram.

e Based on the records prepared and supplied by management, we traced the
gallons used to the 2011-2012 Providence and Warwick Water Pumping report
and the Quaker Lane report and traced the gallons charged to the Water
Statistics report. We recalculated the total water consumed versus the waiter
billed and determined the nonaccount Sactor. See Exhibit ] atiached,

We were not engaged to, and did not, conduct an examination, the objective of which would be
the expression of an opinion on the Authority’s compliance with Section 2.4(g) of the Rhode
Island Water Resources Board Public Drinking Water Protection Program for the year ended
June 30, 2012. Accordingly, we do not express such an opinion. Had we performed additional
procedures, other matters might have come to our attention that would have been reported.

This report is intended solely for the information and use of the Members of the Board and

management of the Authority, and is not intended to be and should not be used by anyone other
than these specified parties.

Very truly yours,

orer P.C.

raver PC

Providence, Rhode Island
September 25, 2012



Exhibit ¥

KENT COUNTY WATER AUTHORITY
Water Resources Board Surcharge

Year ended June 30, 2012

Actual Clinton Avenue water billed 1,891,649,1 68 gallons
Actual Quaker Lane water billed 770,855,000 gallons
Actual Oaklawn Avenue water billed 186,050,040 gallons
Total Providence Water Supply Board 2,848,554,208 gallons
Actual Kent County Water Authority produced 195,110,000 gailons
Total water usage 3,043,664,208 Gallons
Providence Kent County
Water Supply Water
Board Authority
Total water protection charges billed m $ 690,439
% of supply 93.6% 6.4%
§ 646,179 $ 44260
% due to the Water Resources Board, as
required by Title 46-153.9 36.10% 36.10%
§ 2337271 $ 15,978
Amount remitted $ 196,417 3 52,831
Amount due (prepaid) $ 36854 $ {36,854
Total water usage 3,043,664,208 gallons
Total water billed 2,483,736,539 gallons
Unmetered water usage 17,597,896 gallons
2,501,334 435 gallons
Difference in water produced versus billed 542,329,773 gallons

Thus, approximately 94% of the water billed by Providence Water Supply Board is sold to
Kent County Water Authority customers.

See accompanying report of independent auditors on agreed upon procedures
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Exhibit {1

KENT COUNTY WATER AUTHORITY
Selected Customer Invoices Tested

Year ended June 30, 2012

Customer Recorded
Number Revenus

1 102014 5 142 40

2 102148 $ 130,03

3 102225 E 5426

4 102245 $ 818.54

5 102584 % a6 48

8 102745 % 1,445 88

7 103548 Z 8183

g 104184 3 364.22

g 104579 k3 22478
10 1058855 $ 24098
19 108880 b3 72.95
12 110187 s 116.43
13 111234 k3 91.93
14 112218 5 41.61
15 118811 ) 4358
16 194807 g BEEZ
17 115755 g 284 B8
18 266250 ks 13475
19 31387¢ & 3884
20 113315 $ 1,485.78
21 102002 % 64,70
22 102076 § 20084
23 102183 5 36.38
24 103318 & 143.58
25 103627 5 21,15
26 104271 % 156.56
27 104477 $ 6575
28 104685 & 58.26
28 104836 g 37.49
30 105621 & 10.28
31 106162 g 28.80
32 108183 b3 104,11
a3z 167082 $ 71.53
34 107858 § 148.48
a5 108077 $ 897.38
385 115435 % 3,5680862
37 146852 % 12.47
38 309835 kS 123.26
338 4705 $ 131.81
40 305533 z 108.84

See accompanying report of independent auditors on agreed upon procedures
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COMMUNICATION OF MATTERS PRESCRIBED
BY STATEMENT ON AUDITING STANDARD #114

Saptember 25, 2012

To the Audit Commities
Kent County Water Authority
West Warwick, Rhods Istand

We have audited the basic financial statements of the business-type activities of the Kent County
Water Authority for the year ended June 30, 2012, Professional standards require that we provide you
with information about our responsibilities under generally accepted auditing standards and Government
Audfting Standards as well as certain information related to the planned scope and timing of our audit.
We have communicated such information in our letter to you dated May 3, 2012. Professional standards
also require that we communicate to you the following information related to our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by Kent County Water Authority are described in Note 2 to the
financial statements. No new accounting policies issued were adopted and the application of existing
policies was not changed during 2012. We noted no transactions entered into by the Authority during the
year for which there is a lack of authoritative guidance or consensus. All significant transactions have
been recognized in the financial statements for the proper period,

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumplions about future events. Certain accounting estimates are particularly sensitive because of
their significance to the financial statements and because of the possibility that future events affecting
them differ significantly from those expected. The most sensitive estimates affscling the financial
statements were related (o the reserve for finance charges, depreciation expense, the allowance for
doubtful accounts, net pension obligation and net OPEB cbligation. We evaluated the key factors and

assumptions used to develop the allowances in determining that they are reasonable in relation to the
financial statements taken as a whole.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulies in dealing with management in performing apd
completing cur audit.

mgi) -
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Corrected and Uncorrected Misstaterments

Professional standards require Us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level of
management. Management has corected all such misstatements. The attached listing inciudes all
material misstatements detected as a result of audit procedures and were corrected by management.

Disagresments with Manacement

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resoived to our satisfaction, that could
be significant o the financial statements or the auditor's report. We are pleased to report that no such
disagreements arose during the course of our audit. )

Management Represeniations

We have requested certain representations from management that are included in the
management representation letter dated September 25, 2012.

Management Consultations with Other independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar 1o obtaining a “second opinion” on cerain situations. If a consultation
involves application of an accounting principal 1o the Authority's financial statements or a determination
of the type of auditor's opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountanis,

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Authority’s auditors. However,
these discussions occurred in the normal course of our professional relationship and our responses
were not a condition to our retention.

Other Information

With respect to the supplementary information accompanying the financial statements, we made
certain inquiries of management and evaluated the form, content, and methods of praparing the
information to determine that the information complies with accounting principles generally accepted in
the United States of America, the method of preparing it has not changed from the prior period, and the
information is appropriate and complete in relation to our audit of the financial statements. We compared
and reconciled the supplementary information to the underlying accounting records used to prepare the
financial statements or the financial statements themselves.



This information is intended solely for the use of the Audit Committee, Board of Drirectors and
management of Kent County Water Authority and is not intended to be and should not be used by
anyone other than these specified parties,

Very truly yours,

Buw HC,

BRAVER PC

Providence, Rhode Island



Kent County Water Authority
Year Ended June 30, 2012

The below listing includes a material adjustment detected as a resul

t of our audit procedures.
This adjustment has been correcied by management.

®

To record additions to construction in progress as of June 30, 2012 - $533,134.

The below listing includes reoccurring year end closing adjusting entries that were expected 1o be
calculated by Braver P.C. and reviewed with management in connection with the annual audit

¢ Torecord increase in depreciation expense as of June 30, 2012 - $603,928.
¢ To record capitalization of interest for construction in progress as of June 30, 2012 - $642,827.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE
WITH PROVISIONS OF TRUST INDENTURE

To the Board of Directors
Kent County Water Authority
Warwick, Rhode island

This certificate is provided as required under Sections 603(4) and 609 of the Trust
indenturs by and betwsen the Kent County Water Authority (the “Authority”) and the Bank of
New York Mellon (the “Trustea”), as supplemented by the First Supplemental indenture by and
between the Authority and the Trustee dated as of June 4, 2001, the Second Supplemental
Indenture by and between the Authority and the Trustee dated as of November 1, 2002, and the
Third Supplemental Indenture by and between the Authority and Trustee dated as of April 1,
2004 {collectively, the “Indenture”). The undersigned, Braver PC, independent certified public
accountants regularly auditing the books of the Kent County Water Authorily in accordance with
Section 609 of the indenture, certifies that the Net Revenues of the Kent County Water Authority
for the Fiscal Year ended June 30, 2012 are $9,755,281. The attached schedule computes the
Net Revenues and applies the 125% Debt Service Requirement calculation as described in
Section 609 of the Trust indenture. The undersigned further certifies that in the course of and
within the scope of examination of the Kent County Water Authority’s financial statements,
nothing came to our atilention that would fead us to believe that an Event of Default has
occurred under the indenture,

This report is intended solely for the use of the Authority and Bank of New York Mellon
{the "Trustee") and should not be used for any other purpose.

Providencea, Rhode isiand B”M F.c.
September 25, 2012 Needham
Boston
Concord

Tauntan
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Coverage Coverage - FY 2012

O&M Costs

FY 12 Costs

Less Depreciation

Less Debt nterest

Less Arbirage Rebate nterest
Less Amortization of Debt Disc
SUBTOTAL O&M

TOTAL REVENUES

Rates & Charges

Msc /Other Income

interest income to Revenues
From Stabilization Fund
TOTAL REVENUES

Less O&M
Met Revenues

Debt SBervics

Existing 2004 (refinanced 1994)
Existing (2001 Series)
New (2002 Series)

Debt Service Requirement

Additional PUC Restricted Amount

Annual Coverage - Actual Debt
Annual Coverage - PUC Requirement

12,669,210
(1,763,928)
(538,983)
(33,531)
(120,375)

10,212,393

19,682,231
245,452
29,991

19,667,674

(10,212,393)

9,755,281

1,242,062
777477
1,861,645

3,880,884

3,860,884

251.4%
251.4%



