
Karegnondi Water Authority
Financial Report

September 30, 2019



Karegnondi Water Authority

Contents

Independent Auditor's Report 1-2

Management's Discussion and Analysis 3-9

Basic Financial Statements

Statement of Net Position 10
Statement of Revenue, Expenses, and Changes in Net Position 11
Statement of Cash Flows 12
Notes to Financial Statements 13-20



Independent Auditor's Report

To the Board of Directors 
Karegnondi Water Authority

Report on the Financial Statements

We have audited the accompanying basic financial statements of Karegnondi Water Authority (the "Authority"), a
component unit of Genesee County Water and Waste Services, as of and for the years ended September 30,
2019 and 2018 and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Opinions

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the financial
position of Karegnondi Water Authority as of September 30, 2019 and 2018 and the changes in its financial
position and its cash flows thereof for the years then ended in accordance with accounting principles generally
accepted in the United States of America.
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To the Board of Directors 
Karegnondi Water Authority

Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis, as identified in the table of contents, 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, which considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplemental information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of
the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

January 21, 2020
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Karegnondi  Water  Authority  (KWA  or  the  “Authority”)  was  incorporated  in  October  2010 
pursuant  to Act  233,  Public Acts of Michigan,  1955,  as  amended, by  the County of Genesee, 
Michigan (Genesee Co.), the County of Lapeer, Michigan, the County of Sanilac, Michigan, the 
City of Flint, Michigan (Flint), and the City of Lapeer, Michigan for the purpose of providing its 
member communities with a new source of water for treatment and distribution. This new water 
source comes from a Water Supply System (the “System”) which was completed in 2017. The 
System delivers Lake Huron water to its customers. 

The System is currently providing untreated water to the Genesee County Drain Commissioner 
(the  “County Agency”)  as  its  primary water  source pursuant  to  the Genesee Water Purchase 
Contract. Under a contract with Flint (the “Flint Water Purchase Contract”), Flint has the right to 
the delivery and use of up to 18 million gallons per day of untreated water. Under a long‐term 
water supply contract entered into by Flint and the Great Lakes Water Authority (GLWA) as of 
December 1, 2017 (the “GLWA Water Service Contract”), GLWA is supplying Flint with treated 
water as its primary water source for an initial period of 30 years. Pursuant to the terms of the 
GLWA Water Service Contract, Flint has granted to GLWA certain rights of Flint under the Flint 
Water Purchase Contract to untreated water from the System.  

The System 

To supply water to its contracting members, KWA constructed two lake intakes in Lake Huron, 
approximately 63 miles of pipe  from the  intake  to  the City of Flint, and  three pump stations. 
These  facilities  collectively  constitute  the  System  and  were  completed  in  2016.  The  System 
withdraws water from Lake Huron and pumps it to a holding tank in Lynn Township in St. Clair 
County,  and  from  there,  repumps  the water  to  a  site  in Oregon  Township  in  Lapeer  County, 
approximately 14 miles east of Flint. That site features a 125 million gallon reservoir (also known 
as an impoundment) which was also completed in 2016, along with the County Agency’s new 
water treatment plant which was completed in June 2017. 

The impoundment and new treatment plant are owned and operated by the County Agency. A 
third pump station is capable to pump untreated water from the County Agency’s site to Flint’s 
water  treatment  plant.  Figure  1  shows  the  location  of  the  System’s  facilities,  the  Flint water 
treatment plant, and the County Agency treatment plant and impoundment. 
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Figure 1 
 

 
The  intake  facility  and property were  financed  through  the  issuance of  bonds by  the County 
Agency in the principal amount of $35,000,000 in October 2013, with the understanding that the 
County Agency would make the intake and property available to KWA for use by KWA as part of 
the System. The County Agency is solely responsible for paying the principal of and interest on 
these bonds from the net revenue derived from its users. Genesee County has pledged its limited 
tax full faith and credit as additional security for the bonds. The County Agency has entered into 
an agreement which calls  for the ownership of the  intake to be transferred to KWA once the 
intake debt has been retired. 
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KWA retained the services of the County Agency to administer the design and construction of the 
System. The County Agency provided these services at no cost to KWA through September 2014. 
In October 2014, KWA began paying the County Agency $3,000.00 monthly for these services. 
Then in June 2017, after the system was completed and operational, KWA contracted with the 
County Agency for operation and maintenance of the System at a monthly cost of $26,596. The 
County  Agency  has  significant  experience  in  planning,  operating,  and  managing  water  and 
wastewater  systems,  having been  responsible  for  planning,  operating,  and managing  its  own 
system  since  1966.  The  County  Agency  currently  employs  approximately  160  people  in 
connection with  the  operation  and management  of  its  current  system,  and  from  this  group, 
approximately  five  full‐time‐equivalent  employees  are  involved  in  the  operation  and 
maintenance of the System. KWA does not have any employees. 

Objectives 

The main objectives of KWA were to build and maintain a high‐quality water delivery system at 
rates which would be fair and cost effective to all concerned. And in accordance with its bylaws, 
KWA maintains a yearly budget of income and expenses. The budget is reviewed and approved 
yearly by the KWA board. 

Using this Annual Report 

This annual report consists of a series of financial statements. The statement of net position, the 
statement of revenue, expenses, and changes in net position, and the statement of cash flows 
provide information about the activities of KWA as a whole and assist in presenting a longer‐term 
view of its finances. 

 

   



Karegnondi Water Authority 

Management’s Discussion and Analysis (Continued) 
 

6 

Condensed Financial Information 

The  following  tables  present  condensed  information  about  the  Authority’s  financial  position 
compared to the prior two years: 

2017 2018 2019

(Decrease) 

Increase

Percent 

Change
Assets

Current assets 6,197,784$          8,076,804$          9,382,116$          1,305,312$          16%
Restricted assets 39,968,773          36,314,386          36,213,405          (100,981)              -0.3%
Capital assets 331,427,489        326,178,422        321,232,343        (4,946,079)           -2%

Total assets 377,594,046        370,569,612        366,827,864        (3,741,748)           -1%

Liabilities   
Current liabilities 68,943,071          129,327                111,484                (17,843)                 -14%
Liabilities payable from restricted assets 21,105,256          13,783,666          13,676,217          (107,449)              -1%
Other noncurrent liabilities 5,258,648            5,258,648            5,258,648            -                             0%
Long-term debt 260,770,138        326,555,780        319,307,502        (7,248,278)           -2%

Total liabilities 356,077,113        345,727,421        338,353,851        (7,373,570)           -2%

Net Position
Net investment in capital assets 14,802,771          13,970,685          15,842,344          1,871,659            13%
Restricted for debt service 7,514,028            8,182,677            8,619,685            437,008                5%
Unrestricted (799,866)              2,688,829            4,011,984            1,323,155            49%

Total net position 21,516,933$     24,842,191$     28,474,013$     3,631,822$       15%

September 30

 

 

2017 2018 2019 Change

Percent 

Change

Operating Revenue - Sale of water 441,074$             3,484,113$          2,691,231$          (792,882)$            -23%

Operating Expenses
Office supplies and insurance 69,222                  84,204                  13,541                  (70,663)                 -84%
Utilities 289,743                869,156                763,857                (105,299)              -12%
Repairs and maintenance 17,002                  85,721                  296,441                210,720                246%
Contractual and professional services 1,216,017            475,064                435,540                (39,524)                 -8%
Other expenses 4,854                    29,772                  18,937                  (10,835)                 -36%
Depreciation -                         5,528,448            5,538,489            10,041                  0%

Total operating expenses 1,596,838            7,072,365            7,066,805            (15,601)                 0%

Operating Loss (1,155,764)           (3,588,252)           (4,375,574)           (777,281)              22%

Nonoperating Revenue (Expenses)
Capacity/Debt service fee 17,760,242          22,027,212          22,177,126          149,914                1%
Investment income 52,116                  570,260                814,007                243,747                43%
Interest & fiscal charges -                         (15,116,988)         (14,983,737)         133,251                
Bond issuance costs -                         (566,974)              -                         566,974                -100%

   Total nonoperating revenue 17,812,358          6,913,510            8,007,396            1,093,886            16%

Change in Net Position 16,656,594$     3,325,258$       3,631,822$       306,564$         9%

Year Ended September 30
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Major Capital Assets and Debt Activity 

KWA and the local units entered into a contract whereby KWA was authorized to issue bonds 
with a total par value not to exceed $300,000,000 (collectively, the “System Bonds”) to finance 
the facilities for the System in anticipation of the contractual payments to be made by the local 
units as provided therein. The contract is contemplated in the water purchase contracts and sets 
forth the manner in which the capital costs of the System’s facilities would be allocated. Under 
the contracts, Flint and the County Agency are responsible for paying approximately 34 percent 
and 66 percent, respectively, of the debt service on the System Bonds. This allocation takes into 
account and credits the County Agency for financing and being responsible for the payment of 
100 percent of the costs of the intake. In addition, Genesee County, Michigan pledged its limited 
tax full faith and credit to 100 percent of the debt service on the System Bonds. 

KWA sold $220,500,000 par value in water system supply bonds in April 2014. Sources and uses 
of funds were as follows: 

Sources of Funds 

Par amount of bonds ‐ $220,500,000.00 
Net original issue premium/discount ‐ $11,815,544.05 
Total sources ‐ $232,315,544.05 

Use of Funds 

Deposit to construction fund ‐ Initial ‐ $187,137,367.59 
Deposit to construction fund ‐ Subsequent ‐ $8,606.00 
Capitalized interest ‐ $28,282,364.06 
Deposit to debt service reserve account ‐ $15,237,437.50 
Costs of issuance ‐ $703,394.00 
Underwriters’ discount ‐ $946,374.90 
Total uses ‐ $232,315,544.05 

 

KWA sold $74,370,000 par value in water system supply bonds in June 2016.  

Sources and uses of funds were as follows: 

Sources of Funds 

Par amount of bonds ‐ $74,370,000 
Net original issue premium/discount ‐ $0.00 
Total sources ‐ $74,370,000.00 
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Use of Funds 

Deposit to construction fund ‐ $61,999,332.18 
Capitalized interest ‐ $4,878,159.88 
Deposit to debt service reserve account ‐ $6,954,939.94 
Costs of issuance ‐ $223,680.50 
Purchaser’s fee ‐ $313,887.50 
Total uses ‐ $74,370,000.00 

 

KWA sold $65,735,000 par value in water system supply bonds in March 2018.  

Sources and uses of funds were as follows: 

Sources of Funds 

Par amount of bonds ‐ $65,735,000 
Net original issue premium ‐ $6,983,918.70 
Reserve Fund Release ‐ $5,224,828.81 
Total sources ‐ $77,943,747.51 

Use of Funds 

Refund 2016 Bonds ‐ $74,370,000 
Deposit to construction fund ‐ $3,006,773.11 
Costs of issuance ‐ $232,383.25 
Underwriters’ discount ‐ $334,591.15 
Total uses ‐ $77,943,747.51 

 

Financial Review 

A discussion of the significant financial activity during the current year is as follows: 

Statement of Net Position 

 Operating cash and cash equivalents increased from $7,766,606 to $9,035,985 primarily due 
to the continued positive operating cash flow. 

 Capital assets decreased $4,946,079 primarily due to depreciation. 

 Both  current  liabilities  and  liabilities  payable  from  restricted  assets  were  essentially 
unchanged from 2018 levels.  Long‐term debt decreased by over $7 million due to scheduled 
debt service principal payments. 

 The overall result of operations and debt service was an increase in total net position from 
approximately $24,800,000 in 2018 to $28,500,000 at the end of 2019.   
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Statement of Revenue, Expenses, and Changes in Net Position 

 2019 was the second year with a full 12 months of operating revenue.  Raw water sales to 
the County Agency decreased from $3,484,113 to $2,691,231 but were actually slightly higher 
than  the  $2,524,500  which  was  originally  budgeted  for  2019.  Due  to  continued  lower 
operating costs in 2019 and similar projections for 2020, the raw water rate charged by KWA 
to  the County Agency was  lowered  from $4.50/MCF  (Thousand Cubic Feet)  to $4.00/MCF 
beginning  October  1,  2019.    As  a  result,  raw water  sales  are  budgeted  at  approximately 
$2,440,000 for fiscal 2020. 

 Excluding depreciation, 2019 operating expenses decreased slightly to $1,528,316.  Operating 
expenses are budgeted at approximately $2,061,000 for fiscal year 2020. 

 KWA  continues  to  invoice  the County Agency  and  Flint  for  full  yearly  debt  service, which 
amounted to $22,177,125 of nonoperating capacity/debt service fee revenue.  This figure will 
essentially remain flat at $22,173,175 for fiscal 2020 and will match the KWA debt service 
expense. 

 

Contacting Management 

This financial report is intended to provide our constituents, future water users, and bondholders 
with a general overview of Karegnondi Water Authority’s accountability for the money it receives. 
If  there  are  questions  about  this  report  or  if  additional  information  is  needed, we welcome 
anyone to contact the CEO. 

 



Karegnondi Water Authority

Statement of Net Position

September 30, 2019 and 2018

2019 2018

Assets
Current assets:

Cash and cash equivalents (Note 2) $ 9,035,985 $ 7,766,606
Receivables:

Accrued interest receivable 96,202 -
Due from other governmental units 249,929 310,198

Total current assets 9,382,116 8,076,804

Noncurrent assets:
Restricted assets (Note 3) 36,213,405 36,314,386
Capital assets - Assets subject to depreciation - Net (Note 4) 321,232,343 326,178,422

Total noncurrent assets 357,445,748 362,492,808

Total assets 366,827,864 370,569,612

Liabilities
Current liabilities - Accounts payable - Operations 111,484 129,327

Noncurrent liabilities:
Payable from restricted assets (Note 1) 13,676,217 13,783,666
Lease interest payable 5,258,648 5,258,648
Long-term debt (Note 5) 319,307,502 326,555,780

Total noncurrent liabilities 338,242,367 345,598,094

Total liabilities 338,353,851 345,727,421

Net Position
Net investment in capital assets 15,842,344 13,970,685
Restricted for debt service 8,619,685 8,182,677
Unrestricted 4,011,984 2,688,829

Total net position $ 28,474,013 $ 24,842,191

See notes to financial statements. 10



Karegnondi Water Authority

Statement of Revenue, Expenses, and Changes in Net Position

Years Ended September 30, 2019 and 2018

2019 2018

Operating Revenue - Charges for sales and services - Sale of water $ 2,691,231 $ 3,484,113

Operating Expenses
Insurance expense 13,541 84,204
Repairs and maintenance 296,441 85,721
Utilities 763,857 869,156
Contractual and professional services 435,540 475,064
Other expenses 18,937 29,772
Depreciation 5,538,489 5,528,448

Total operating expenses 7,066,805 7,072,365

Operating Loss (4,375,574) (3,588,252)

Nonoperating Revenue (Expense)
Investment income 814,007 570,260
Capacity/Debt service fee 22,177,126 22,027,212
Interest and fiscal charges (14,983,737) (15,116,988)
Bond issuance costs - (566,974)

Total nonoperating revenue 8,007,396 6,913,510

Change in Net Position 3,631,822 3,325,258

Net Position - Beginning of year 24,842,191 21,516,933

Net Position - End of year $ 28,474,013 $ 24,842,191

See notes to financial statements. 11



Karegnondi Water Authority

Statement of Cash Flows

Years Ended September 30, 2019 and 2018

2019 2018

Cash Flows from Operating Activities
Receipts from customers $ 2,751,500 $ 3,412,623
Payments to suppliers (1,546,159) (1,534,341)

Net cash and cash equivalents provided by operating
activities 1,205,341 1,878,282

Cash Flows from Capital and Related Financing Activities
Bond proceeds received - 72,718,919
Bonds refunded - (74,370,000)
Capacity/Debt service fee 22,177,126 22,027,212
Purchase of capital assets (744,168) (3,467,668)
Principal and interest paid on capital debt (22,187,705) (20,555,479)
Bond issuance costs - (566,974)

Net cash and cash equivalents used in capital and related
financing activities (754,747) (4,213,990)

Cash Flows from Investing Activities
Investment income 682,421 540,583
Purchases of investment securities/proceeds of maturity (603,221) 3,225,547

Net cash and cash equivalents provided by investing
activities 79,200 3,766,130

Net Increase in Cash and Cash Equivalents 529,794 1,430,422

Total Cash and Cash Equivalents - Beginning of year 9,693,123 8,262,701

Total Cash and Cash Equivalents - End of year $ 10,222,917 $ 9,693,123

Classification of Cash and Cash Equivalents
Cash and cash equivalents $ 9,035,985 $ 7,766,606
Restricted cash 36,148,344 36,284,709
Less amounts classified as investments (34,961,412) (34,358,192)

Total cash and cash equivalents $ 10,222,917 $ 9,693,123

Reconciliation of Operating Loss to Net Cash from Operating Activities
Operating loss $ (4,375,574) $ (3,588,252)
Adjustments to reconcile operating loss to net cash from operating

activities:
Depreciation 5,538,489 5,528,448
Changes in assets and liabilities:

Due from other governmental units 60,269 (71,490)
Accounts payable (17,843) 9,576

Net cash and cash equivalents provided by operating
activities $ 1,205,341 $ 1,878,282

Noncash Investing, Capital, and Financing Activities - During the years ended September 30, 2019 and 2018,
there were no significant noncash activities.  

See notes to financial statements. 12



Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 1 - Significant Accounting Policies

Reporting Entity 

Karegnondi Water Authority (the "Authority" or KWA) is governed by an appointed 15-member board and
was created pursuant to Act 233, Michigan Public Act of 1955. Its purpose is to acquire and operate a
water pipeline that provides water to its customers. The Genesee County Drain Commissioner has
financial accountability for KWA. This is subject to change based upon redistribution of capacity units.
KWA began full operations in November 2017. 

Accounting and Reporting Principles 

The Authority follows accounting principles generally accepted in the United States of America (GAAP)
applicable to governmental units. Accounting and financial reporting pronouncements are promulgated by
the Governmental Accounting Standards Board (GASB). The following is a summary of the significant
accounting policies used by the Authority:

Fund Accounting 

The Authority accounts for its various activities in an enterprise fund in order to demonstrate
accountability for how we have spent certain resources.

Proprietary Fund

The proprietary fund includes an enterprise fund, which provides goods or services to users in exchange
for charges or fees. The Authority only has one fund, the Water Fund, which provides water to customers
through a pipeline constructed from Lake Huron. All activities necessary to provide such services are
accounted for in this fund, including, but not limited to, administration, maintenance, billing, and collection.

Basis of Accounting 

Proprietary funds use the economic resources measurement focus and the full accrual basis of
accounting. Revenue is recorded when earned, and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows.

Report Presentation 

This report includes the fund-based statements of the Authority. In accordance with government
accounting principles, a government-wide presentation with program and general revenue is not
applicable to special purpose governments engaged only in business-type activities. 

Specific Balances and Transactions 

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, demand deposits, and short-term investments with a
maturity of three months or less when acquired. 

Investments

Investments are reported at fair value or estimated fair value. Short-term investments are reported at
cost, which approximates fair value. Securities traded on a national or international exchange are valued
at the last reported sale price at current exchange rates.  

Prepaid Items

Certain payments to vendors reflect costs applicable to future fiscal years and are recorded as prepaid
items in the fund financial statements. 
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Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 1 - Significant Accounting Policies (Continued)

Restricted Assets

The Authority's bond indenture requires amounts to be set aside in a construction account and in debt
service reserve accounts. These amounts have been classified as restricted assets, as well as amounts
on deposit at the county being held for the construction or debt service of Karegnondi Water Authority
water lines. 

Liabilities Payable from Restricted Assets

The current accrued interest due and principal due on the capital lease, the 2014A Water Supply System
Bonds, and the 2018 Water Supply System Bonds will be paid from these restricted assets and,
therefore, have been reported as a noncurrent liability to the extent of restricted assets available. The
construction accounts payable will be liquidated from unspent bond proceeds and have also been
reported in this category to the extent of restricted assets available. At September 30, 2019 and 2018, the
liabilities payable from restricted assets are composed of $6,605,000 and $6,290,000 of principal,
$6,488,385 and $6,759,076 of interest, and $582,832 and $734,590 of construction accounts payable,
respectively.

Capital Assets

Capital assets are defined by the Authority as assets with an initial individual cost of more than $10,000
and an estimated useful life in excess of one year. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded at estimated
acquisition value at the date of donation. The water transmission line costs from Lake Huron are being
reported as a capital asset, as the asset was fully placed in service during fiscal year 2018, and are
depreciated over their estimated useful lives.

Long-term Obligations

Bond premiums are deferred and amortized over the life of the bonds using the effective interest method.
Bonds payable are reported net of the applicable bond premium. Bond issuance costs are expensed at
the time they are incurred. 

Net Position Flow Assumption

Sometimes the Authority will fund outlays for a particular purpose from both restricted (e.g., restricted
bond or grant proceeds) and unrestricted resources. In order to calculate the amounts to report as
restricted net position and unrestricted net position in the proprietary fund financial statements, a flow
assumption must be made about the order in which the resources are considered to be applied. It is the
Authority’s policy to consider restricted net position to have been depleted before unrestricted net position
is applied.

Proprietary Funds Operating Classification

Proprietary funds distinguish operating revenue and expenses from nonoperating items. Operating
revenue and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenue of the
Water Fund is charges to customers for sales or services. Operating expenses for the enterprise fund
include the cost of sales or services and administrative expenses. All revenue and expenses not meeting
this definition are reported as nonoperating revenue and expenses.

Use of Estimates

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

Notes to Financial Statements

September 30, 2019 and 2018

Note 1 - Significant Accounting Policies (Continued)

Subsequent Events 

The financial statements and related disclosures include evaluation of events up through and including
January 21, 2020, which is the date the financial statements were available to be issued.

Note 2 - Deposits and Investments

Deposits and investments are reported in the financial statements as of September 30, 2019 and 2018 as
follows:

2019 2018

Cash and cash equivalents $ 9,035,985 $ 7,766,606
Investments 36,148,344 36,284,709

Total $ 45,184,329 $ 44,051,315

These amounts are classified into the following deposit and investment categories:

Primary Government
2019 2018

Cash deposits with financial institutions $ 19,296,237 $ 9,493,123
County deposits 200,000 200,000
Investments - Certificates of deposit (with maturities

in excess of 90 days) 5,309,735 14,439,789
Investments - Money markets 20,378,357 19,918,403

Total $ 45,184,329 $ 44,051,315

Michigan Compiled Laws Section 129.91 (Public Act 20 of 1943, as amended) authorizes local
governmental units to make deposits and invest in the accounts of federally insured banks, credit unions,
and savings and loan associations that have offices in Michigan. The law also allows investments outside
the state of Michigan when fully insured. The local unit is allowed to invest in bonds, securities, and other
direct obligations of the United States or any agency or instrumentality of the United States; repurchase
agreements; bankers’ acceptances of United States banks; commercial paper rated within the two
highest classifications that matures not more than 270 days after the date of purchase; obligations of the
State of Michigan or its political subdivisions that are rated as investment grade; and mutual funds
composed of investment vehicles that are legal for direct investment by local units of government in
Michigan. 

The Authority has designated two banks for the deposit of its funds. The investment policy adopted by the
board in accordance with Public Act 196 of 1997 has authorized investment in bonds and securities of the
United States government and bank accounts and certificates of deposit (CDs), but not the remainder of
state statutory authority, as listed above. The Authority's deposits and investments are in accordance with
statutory authority.

The Authority's cash and investments are subject to several types of risk, which are examined in more
detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that, in the event of a bank failure, the Authority's deposits may not be
returned to it. The Authority does not have a deposit policy for custodial credit risk. For the years ended
September 30, 2019 and 2018, the Authority had $2,487,468 and $10,510,234, respectively, (checking
and savings accounts) that was not fully insured or collateralized. The Authority also has $34,711,413
and $34,108,192 of deposits at September 30, 2019 and 2018, respectively, that is uninsured, but
collateralized with securities held by the pledging financial institution, but not in the Authority's name.
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Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 2 - Deposits and Investments (Continued)

Interest Rate Risk 

Interest rate risk is the risk that the value of investments will decrease as a result of a rise in interest
rates. The Authority's investment policy does not restrict investment maturities other than commercial
paper, which can only be purchased with a 270-day maturity.

Fair Value Measurements

The Authority categorizes its fair value measurements within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs used to
measure the fair value of the asset. Level 1 inputs are quoted prices in active markets for identical assets,
Level 2 inputs are significant other observable inputs, and Level 3 inputs are significant unobservable
inputs. Investments that are measured at fair value using net asset value per share (or its equivalent) as
a practical expedient are not classified in the fair value hierarchy. As of September 30, 2019 and 2018, all
cash and investments owned by the Authority are properly valued at cost; therefore, there is no fair value
hierarchy applicable.

Note 3 - Restricted Assets

At September 30, 2019 and 2018, restricted assets are restricted for the following purposes:

2019 2018

Unspent bond proceeds $ 986,931 $ 1,726,517
Unspent bond proceeds accrued interest 65,061 29,677
County construction deposits 200,000 200,000
General obligation bond restrictions:

Debt reserve 20,378,357 19,918,403
Capacity/Debt service fee for debt service 14,583,056 14,439,789

Total restricted assets $ 36,213,405 $ 36,314,386

The general obligation bond debt reserve is restricted for debt service per the bond agreement. The
capacity/debt service fee is restricted per the bond agreement for current principal and interest payments
on general obligation bonds and the capital lease.  

Net position has been restricted at September 30, 2019 and 2018 for $8,619,685 and $8,182,677,
respectively, related to the restricted assets held for debt service net of the related payable.  

Note 4 - Capital Assets

Capital asset activity of the Authority's business-type activities for the years ended September 30, 2019
and 2018 was as follows:

Business-type Activities

Balance
October 1, 2018 Reclassifications Additions Disposals

Balance
September 30,

2019

Capital assets being depreciated -
Water pipeline $ 331,706,870 $ - $ 592,410 $ - $ 332,299,280

Accumulated depreciation 5,528,448 - 5,538,489 - 11,066,937

Net business-type activities
capital assets $ 326,178,422 $ - $ (4,946,079) $ - $ 321,232,343
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Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 4 - Capital Assets (Continued)

Balance
October 1, 2017 Reclassifications Additions

Disposals and
Adjustments

Balance
September 30,

2018

Capital assets not being
depreciated - Construction in
progress of water pipeline $ 331,427,489 $ (331,706,870) $ 279,381 $ - $ -

Capital assets being depreciated - 
Water pipeline - - 331,706,870 - 331,706,870

Subtotal - - 331,706,870 - 331,706,870

Accumulated depreciation - - 5,528,448 - 5,528,448

Net business-type activities
capital assets $ 331,427,489 $ (331,706,870) $ 326,457,803 $ - $ 326,178,422

Construction Commitments

The Authority has an active construction project at year end. The project is to complete the water
pipeline. At year end, the Authority's commitment with contractors is as follows:

Spent to Date
Remaining

Commitment

Water pipeline $ 260,546,475 $ 645,270

Note 5 - Long-term Debt

The Authority issues bonds to provide for the acquisition and construction of major capital facilities.
General obligation bonds are direct obligations and pledge the full faith and credit of the Authority. 

Business-type Activities

2019
Beginning
Balance Additions Reductions Ending Balance

Due within One
Year

Bonds and contracts payable:
Direct borrowings - Capital

lease (Note 6) $ 34,135,000 $ - $ (900,000) $ 33,235,000 $ 935,000
Other debt - Bonds 282,130,000 - (5,390,000) 276,740,000 5,670,000
Unamortized bond premiums 16,580,780 - (643,278) 15,937,502 -

Total business-type
activities long-term
debt $ 332,845,780 $ - $ (6,933,278) $ 325,912,502 $ 6,605,000
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Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 5 - Long-term Debt (Continued)

2018
Beginning
Balance Additions Reductions Ending Balance

Due within One
Year

Bonds and contracts payable:
Direct borrowings - Capital

lease (Note 6) $ 35,000,000 $ - $ (865,000) $ 34,135,000 $ 900,000
Other debt - Bonds 294,870,000 65,735,000 (78,475,000) 282,130,000 5,390,000
Unamortized bond premiums 10,240,138 6,983,919 (643,277) 16,580,780 -

Total business-type
activities long-term
debt $ 340,110,138 $ 72,718,919 $ (79,983,277) $ 332,845,780 $ 6,290,000

General Obligation Bonds and Contracts

The Authority issues general obligation bonds to provide for the acquisition and construction of major
capital facilities. General obligation bonds are direct obligations and pledge the full faith and credit of the
Authority. General obligation bonds outstanding at September 30, 2019 are as follows:

2014A Water Supply System Bond, used to construct water pipeline, bearing
interest from 3 percent to 5.25 percent, maturing in 2043 $ 212,120,000

2018 Water Supply System Bond, used to construct water pipeline, bearing
interest from 3 percent to 5 percent, maturing in 2045 64,620,000

Total $ 276,740,000

Total interest expense for the years ended September 30, 2019 and 2018 was $15,626,264 and
$15,759,515, respectively.

Debt due within one year of $6,605,000 is included in payable from restricted assets on the statement of
net position.

Annual debt service requirements to maturity for the above bonds and note obligations are as follows:

Business-type Activities
Other Debt

Years Ending
September 30 Principal Interest Total

2020 $ 5,670,000 $ 13,864,762 $ 19,534,762
2021 5,895,000 13,611,612 19,506,612
2022 6,175,000 13,339,862 19,514,862
2023 6,445,000 13,044,362 19,489,362
2024 6,760,000 12,714,237 19,474,237

2025-2029 39,265,000 57,977,762 97,242,762
2030-2034 50,470,000 46,484,506 96,954,506
2035-2039 64,660,000 31,897,156 96,557,156
2040-2044 83,200,000 12,924,747 96,124,747
2045-2046 8,200,000 415,000 8,615,000

Total $ 276,740,000 $ 216,274,006 $ 493,014,006
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Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 6 - Leases

Capital Leases

The Authority has entered into a lease agreement as lessee for financing the purchase of the intake
pump station. This lease agreement qualifies as a capital lease for accounting purposes and, therefore,
has been recorded at the present value of the future minimum lease payments as of the inception date.
The future minimum lease obligations and the net present value are as follows:

Years Ending September 30 Amount

2020 $ 2,507,887
2021 2,504,812
2022 2,499,937
2023 2,502,562
2024 2,497,562

2025-2029 12,471,068
2030-2034 12,419,918
2035-2039 13,343,091
2040-2042 6,586,843

Total minimum lease payments 57,333,680

Less amount representing interest 24,098,680

Present value $ 33,235,000

Interest has been accruing on the capital lease since inception. As of September 30, 2019, $663,161 is
current accrued interest payable, and $5,258,648 is long-term accrued interest payable. The current
interest payable is included in noncurrent liabilities - payable from restricted assets. 

Note 7 - Capacity/Debt Service Fee

KWA entered into two separate water purchase contracts to supply untreated water, each with an
effective date of October 1, 2013. A contract with the Genesee County Drain Commissioner provides the
right to the delivery and use of up to 42 million gallons per day of untreated water. In July 2017, the
Authority began providing untreated water to the Genesee County Drain Commissioner for testing
purposes. A contract with the City of Flint, Michigan provides the right to the delivery and use of up to 18
million gallons per day of untreated water.  

Under a long-term water supply contract entered into by the City of Flint, Michigan (Flint) and the Great
Lakes Water Authority (GLWA) as of December 1, 2017 (the "GLWA Water Service Contract"), GLWA
will supply Flint with treated water as its primary water source for an initial period of 30 years. Pursuant to
the terms of the GLWA Water Service Contract, Flint has granted to GLWA certain rights of Flint under
the Flint water purchase contract to untreated water from the Authority's system. A KWA financing
contract is included in the KWA water purchase contracts and sets forth the manner in which the capital
costs of the Authority's facilities will be allocated. Under the KWA financing contract, the City of Flint,
Michigan and the Genesee County Drain Commissioner are responsible for paying approximately 34
percent and 66 percent, respectively, of the debt service on the KWA system bonds. (This allocation
takes into account and credits the Genesee County Drain Commissioner for financing and being
responsible for the payment of 100 percent of the costs of the intake portion of the project.) These debt
service payments by the City of Flint, Michigan and the Genesee County Drain Commissioner constitute
the capacity/debt service fee collected in the amount of $22,177,126 and $22,027,212 as of September
30, 2019 and 2018, respectively.
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Karegnondi Water Authority

Notes to Financial Statements

September 30, 2019 and 2018

Note 8 - Related Party Transactions

The 2014A and 2018 Water Supply System Bonds of Karegnondi Water Authority are guaranteed
through 2046 by Genesee County and the City of Flint, Michigan in the amounts of approximately 66
percent and 34 percent, respectively, in accordance with the Karegnondi Water Authority financing
contract. The Genesee County Division of Water and Waste Services provides management of the day-
to-day operations of Karegnondi Water Authority, for which it allocates a portion of the costs to the
Authority. The Genesee County Division of Water and Waste Services has also issued $35 million of
bonds that it used to construct the water intake and related pumps for KWA. Once the bonds are
redeemed, the title to the water intake and related pumps will be transferred to KWA.
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