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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
West Virginia Water Development Authority
Charleston, West Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the West Virginia Water Development
Authority (the Authority), a component unit of the State of West Virginia, as of and for the year ended June 30,
2016, and the related notes to the financial statements, which collectively comprise the Authority’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Authority, as of June 30, 2016, and the changes in its financial position and its cash
flows for the year then ended in accordance with accounting principles generally accepted in the United States
of America.



Emphasis of Matter

As discussed in Note 15 to the financial statements, a legislative oversight commission has requested
information relating to certain of the Authority’s administrative expenses for review. This inquiry process has
not been completed and management cannot presently determine the effect, if any, of the results of this
inquiry on the Authority’s financial position. Nevertheless, it is at least reasonably possible that an effect on the
Authority’s financial position could occur, although the amount cannot be estimated. Our opinion is not
modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 7 and the schedule of proportionate share of the net pension
liability and the schedule of contributions to the PERS on pages 32 through 34 be presented to supplement the
basic financial statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in accordance
with auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

) 4
4,,44,.‘4 ; KM A.C.
Charleston, West Virginia
October 25, 2016



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited)

INTRODUCTION

The West Virginia Water Development Authority (the “Authority”) was established in 1972 by the West
Virginia Legislature as a governmental instrumentality of the State of West Virginia (the “State”) a body
corporate and is considered a component unit of the State for financial reporting purposes. The Authority
commenced operations in 1974 and is authorized to serve as a revenue bond bank that provides financial
assistance to municipalities, public service districts and other political subdivisions to meet the
requirements of State and federal water pollution control and safe drinking water laws, thereby helping to
protect the health of the State’s citizens, improving drinking water quality, upgrading infrastructure to
attract economic development and protecting the environment. The Authority operates under the
supervision of the West Virginia Water Development Board, which is comprised of seven members. The
Authority, also serves as fiduciary agent for two other programs which are reported separately. The
Authority is self-supporting and does not receive State appropriations for operating expenses or bond
programs.

The Authority maintains a variety of programs to provide long-term, short-term and private-activity
financing at favorable interest rates for design, construction and/or acquisition of wastewater and/or water
systems. Generally, the Authority’s programs are funded with proceeds from water development bonds
issued by the Authority. Moneys in the various programs are loaned to municipalities, public service
districts and other political subdivisions through the purchase of revenue bonds or notes issued by these
local governmental agencies. The loans are repaid from the revenues of the wastewater and/or water
systems or other permanent financing. Because the Authority’s bonds are considered a moral obligation
of the State, the aggregate principal amount of bonds and/or notes issued by the Authority may not
exceed $500 million outstanding at any time; provided that before the Authority issues bonds or notes in
excess of $440 million, the Legislature must pass a resolution authorizing this action.

The Authority’s long-term planning is accomplished within the confines of its authorized borrowing limit.
Additionally, the Authority has used and will use other available resources to fund loans and issue bonds
when a significant identifiable need arises.

This discussion and analysis of the Authority’s financial activities for the year ended June 30, 2016, is
designed to assist the reader in focusing on significant financial issues and activities of the Authority and
to identify significant changes in financial position. We encourage readers to consider the information
presented here in conjunction with the Authority’s financial statements, which begin on page 8.

USING THIS REPORT

This report consists of a series of financial statements. The Statement of Net Position and Statement of
Revenues, Expenses, and Changes in Fund Net Position report the Authority’s net position and the
annual changes in net position. The Authority’s net position, which is the difference between assets and
deferred outflows of resources, and liabilities and deferred inflows of resources, is one way to measure
the Authority’s financial health or financial position.

FINANCIAL HIGHLIGHTS

e Total assets of the Authority decreased $6.4 million or 2%. Deferred outflows of resources
decreased by $538 thousand or 5%. There was a decrease in total liabilities of $9.1 million or 4%.
Deferred inflows of resources decreased $5 thousand. Total net position increased $2.1 million or
approximately 3%.

e Total revenues decreased $750 thousand or approximately 5%. This was primarily due to a
decrease in charges for services of $724 thousand and a decrease in other revenue of $41
thousand, offset by an increase in interest and investment revenue of $15 thousand.



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS - Continued

(Unaudited)

FINANCIAL HIGHLIGHTS (Continued)

e Total expenses decreased $82 thousand or less than 1%. This was primarily the combined result
of a $249 thousand decrease in interest expense and a $168 thousand increase in operating
expenses. The increase in operating expense is the result of additional depreciation expense for

the office building and computer software.

THE AUTHORITY AS A WHOLE

The analysis below focuses on Net Position (Table 1) and Changes in Net Position (Table 2):

Table 1
Net Position
2016 2015 Increase
WDA WDA (Decrease)
Assets
Current assets $ 32,463,421 $ 30,678,777 $ 1,784,644
Non current assets 222,097,693 230,298,253 (8,200,560)
Total assets $ 254,561,114 $260,977,030 $ (6,415,916)
Deferred outflows of resources
Deferred loss on bond refundings $ 9,677,292 $ 10,341,589 $ (664,297)
Deferred outflows of resources
from pension amounts 213,676 87,220 126,456
Total deferred outflows of
resources $ 9,890,968 $ 10,428,809 $ (537,841)
Liabilities
Current liabilities $ 10,547,053 $ 10,411,714 % 135,339
Net Pension Liability 241,080 151,290 89,790
Long-term debt outstanding 189,968,818 199,252,815 (9,283,997)
Total liabilities $ 200,756,951 $209,815,819 $ (9,058,868)
Deferred inflows of resources
Deferred inflows of resources from
pension amounts $ 155415 $ 160,044 $ (4,629)
Total deferred inflows of
resources $ 155,415 $ 160,044 $ (4,629)
Net position
Net investment in capital assets 6,074,745 7,156,590 (1,081,845)
Restricted 26,168,147 24,767,832 1,400,315
Unrestricted 31,296,824 29,505,554 1,791,270
Total net position $ 63,539,716 $ 61,429,976 $ 2,109,740




WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS - Continued
(Unaudited)

THE AUTHORITY AS A WHOLE (Continued)

Total assets decreased $6.4 million or 2%. Decreases to assets were the result of the use of assets to
fund interest expense of $8.4 million on bonds payable, scheduled principal payments on bonds payable
of $8.0 million, and general and administrative expenses of $1.7 million. The decrease to assets were
substantially offset by operating revenues including revenues from interest on revenue bonds receivable
reflected in the financial statements as “charges for services” of $13.0 million and interest on investments
of $226 thousand. During the year, the Authority disbursed $285 thousand in loans from unrestricted
resources available to the authority.

Deferred Outflows of Resources decreased by $538 thousand which was the result of current year
amortizations of loss on refundings in the amount of $664 thousand and offset by the deferred outflow of
resources for pension expense and pension contributions in the amount of $126 thousand, which is
explained further in Note 9.

Total liabilities decreased approximately $9.1 million or 4%. The majority of the decrease was in
revenue bonds payable, which are presented on the balance sheet net of unamortized premiums.

Unrestricted net position increased $1.8 million, primarily explained by the combined result of $2.3
million net income in unrestricted accounts, a $479 thousand transfer from the restricted portion of
revenue bonds receivable in the four loan programs to current assets. Offsetting these increases was a
decrease in revenue bonds receivable of $157 thousand, a transfer from restricted liabilities of $255
thousand for the current portion of revenue bonds payable and a decrease in assets held on behalf of
others of $500 thousand due to the sale of property.

Restricted net position increased $1.4 million as a result of decreases in the amount of loan
disbursements from restricted net position, combined with cash collections on loan repayments in excess
of cash disbursements for debt service.

Table 2
Changes in Net Position

2016 2015 Increase
WDA WDA (Decrease)
Revenues:
Operating revenues:

Charges for services 13,034,978 13,759,086 $ (724,108)
Other 259,435 300,482 (41,047)
Total operating revenues 13,294,413 14,059,568 $ (765,155)
Nonoperating revenues:

Interest and investment

revenue, net of arbitrage 221,130 205,864 $ 15,266
Total revenues 13,515,543 14,265,432 $ (749,889)
Expenses:

Operating expenses 3,042,005 2,874,321 $ 167,684
Nonoperating expenses:

Interest expense 8,363,798 8,613,036 (249,238)
Total expenses 11,405,803 11,487,357 $ (81,554)




WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS - Continued
(Unaudited)

THE AUTHORITY AS A WHOLE (Continued)

2015 2014 Increase

WDA WDA (Decrease)
Change in net position 2,109,740 2,778,075 (668,335)
Beginning net position 61,429,976 58,651,901 2,778,075
Ending net position $ 63,539,716 $ 61,429,976 $ 2,109,740

Charges for services decreased $724 thousand. This is primarily due to closing no loans during the
current year and to lower interest rates on loans already in the portfolio.

Other decreased $41 thousand primarily due to a decrease in miscellaneous income. During fiscal year
2016 a settlement of $37,500 was reached with JP Morgan for the sale of municipal securities. A
settlement of $80,000 was reached during fiscal year 2015 from JP Morgan.

Interest and investment revenue, net of arbitrage increased $15 thousand due to slightly higher short
term interest rates available to the Authority from period to period on comparable asset balances.

Operating expenses increased $168 thousand from the prior year. This increase was primarily additional
depreciation expense for the office building and computer software.

DEBT ADMINISTRATION

As a financing entity, the business of the Authority is debt issuance and administration, including
servicing. By statute, the maximum amount of bonds the Authority is authorized to have outstanding
includes debt issued for the Authority and by the Authority on behalf of the West Virginia Infrastructure
and Jobs Development Council. While the redemption of bonds is economically prudent because of the
resulting debt service savings, any reduction in the liability for long-term debt enables the Authority to
manage debt capacity for future needs as well as for new programs. The Authority, therefore, continues
to monitor its long-term outstanding debt for prepayment and refunding opportunities for debt service
savings. At year end, the Authority had $192 million in revenue and refunding bonds outstanding versus
$200 million in the prior year, a decrease of 4%.

As of June 30, 2016, National Public Finance Guarantee Corporation, the bond insurer for the West
Virginia Water Development Authority Revenue Refunding Bonds (Loan Program 1) 2005 Series A-ll and B-II
and 2006 Series A-ll had a Standard & Poor’s rating of AA-.

As of June 30, 2016, the 2012 Series A-l and B-I, 2012 Series A-ll and B-Il, 2013 Series A-ll, and 2012 Series
A-lll and B-lIl had a Moody's rating of Aa3 and a Fitch rating of AA-.

As of June 30, 2016, Assured Guaranty, the bond insurer for the West Virginia Water Development
Authority, Water Development Revenue Bonds (Loan Program IV) 2005 Series A, had a Standard &
Poor’s rating of AA.



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited)

DEBT ADMINISTRATION (Continued)

As of June 30, 2016, the West Virginia Water Development Revenue Bonds (Loan Program V) 2005 Series B-
IV had a Standard & Poor’s rating of A-.

The Authority’s underlying rating of A- from Standard & Poor’s reflects the State’s moral obligation, which is one
full category below the State’s AA- rating. Ultimately, rating strength is provided by the Authority’s pledge to
maintain a debt service reserve fund equal to the maximum annual debt service on all outstanding bonds and
servicing of underlying loans. If the amount in the reserve funds falls below the required maximum annual debt
service level, the Governor, on notification by the Authority, may request the State’s Legislature to appropriate
the necessary funds to replenish the reserve to its required level. The State’s Legislature, however, is not legally
required to make such appropriation.

The Authority, as well as its underwriters and bond counsel, continue to monitor the status of its bond insurers.
The 2012 Series of refunding bonds were issued without an insurance policy.

ECONOMIC FACTORS THAT MAY AFFECT THE AUTHORITY

At its October 15, 2015, meeting, the Board authorized the Authority to refund four bond issues to obtain
debt service savings. Due to unforeseen circumstances the refunding was delayed. It is now expected to
take place December 2016. The proceeds of the 2016 Series A-1l (Loan Program Il) will be used to refund
the Authority’s outstanding 2005 Series A-1l bonds, 2005 Series B-1l bonds, and 2006 Series A-ll bonds.
The proceeds of the 2016 Series A-IV (Loan Program I[V) will be used to refund the Authority’s
outstanding 2005 Series A-IV bonds and the 2005 Series B-IV bonds.

The Authority is the fiscal agent of the West Virginia Infrastructure and Jobs Development Council (1IJDC)
and as such on October 5, 2016, the Council authorized the Authority to refund three bond issues in
December 2016. The proceeds of the 2016 Series A bonds will be used to refund the IJDC’s outstanding
2006 Series A bonds in the amount of $37,185,000, 2006 Series B Bonds in the amount of $9,495,000,
and the 2007 Series A bonds in the amount $33,560,000.

There are several unknown factors that may affect the Authority, including changes in existing Federal or
State legislation, additional responsibilities for new environmental or drinking water demands, and market
conditions that could affect the viability of future revenue bond issues and impact investment earnings.
Additionally, the Authority invests funds not required for immediate disbursement as permitted by: statute,
its bond resolutions and its “Investment Guidelines, Procedures and Controls.”

CONTACTING THE AUTHORITY’S MANAGEMENT

This financial report is designed to provide a general overview of the Authority’s finances and to show the
Authority’s accountability for the money it receives as well as its ability to pay debt service. If you have
guestions about this report or need additional information, contact the Executive Director or Chief
Financial Officer, West Virginia Water Development Authority, 1009 Bullitt Street, Charleston, West
Virginia 25301, call 304-414-6500; or visit the Authority’s website (www.wvwda.org).



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
STATEMENT OF NET POSITION

June 30, 2016

ASSETS
Current assets:
Cash and cash equivalents
Receivables:
Revenue bonds, net of unamortized discount of $49,346
Supplemental revenue bonds
Interest
Administrative fees
Due from other agencies

Total unrestricted current assets

Restricted current assets:
Prepaid insurance
Investments
Total current assets

Noncurrent assets:
Revenue bonds
Investments
Capital assets, net

Total unrestricted noncurrent assets

Restricted assets:
Cash and cash equivalents
Receivables:
Revenue bonds, net of unamortized discount of $929,009
Supplemental revenue bonds
Prepaid insurance

Total restricted noncurrent assets

Total assets

DEFERRED OUTFLOWS OF RESOURCES

Deferred loss on bond refundings
Deferred outflows of resources from pension amounts

Total deferred outflows of resources

18,412,355

7,395,102
572,511
3,335,729
1,724
218,125

29,935,546

20,275
2,507,600

32,463,421

10,708,331
1,200,000
6,074,745

17,983,076

14,009,070

184,274,345
5,369,649
461,553

204,114,617

254,561,114

9,677,292
213,676

9,890,968

(Continued)



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

STATEMENT OF NET POSITION
(Continued)

June 30, 2016

LIABILITIES
Current liabilities:
Accounts payable
Current portion of revenue bonds payable, including
unamortized net premium of $502,262
Accrued interest payable

Total current liabilities

Noncurrent liabilities:
Accrued employee benefits
Net pension liability
Liabilities payable from restricted assets:
Noncurrent portion of revenue bonds payable, including
unamortized net premium of $6,239,295

Total noncurrent liabilities
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources from pension amounts

NET POSITION
Restricted
Unrestricted
Net investment in capital assets

Total net position

The accompanying notes are an integral part of these financial statements.

102,620

8,807,262
1,637,171

10,547,053

274,523
241,080

189,694,295

190,209,898

200,756,951

155,415

26,168,147
31,296,824
6,074,745

63,539,716




WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

10

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION

Operating revenues:

Year Ended June 30, 2016

Charges for services $ 13,034,978
Miscellaneous 259,435
Total operating revenues 13,294,413
Operating expenses:
Depreciation and amortization 1,357,110
General and administrative 1,684,895
Total operating expenses 3,042,005
Operating income 10,252,408
Nonoperating revenues (expenses):
Interest and investment revenue 221,130
Interest expense (8,363,798)
Total nonoperating expenses (8,142,668)
Change in net position 2,109,740
Total net position, beginning of year 61,429,976
Total net position, end of year $ 63,539,716

The accompanying notes are an integral part of these financial statements.



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY
STATEMENT OF CASH FLOWS

Year Ended June 30, 2016

Cash flows from operating activities:

Receipts of principal on bonds receivable
Receipts of interest on bonds receivable
Receipts of administrative fees on bonds receivable
Receipts of reimbursements from other agencies
Disbursements from issuance of bonds receivable
Disbursements of general and administrative expense
Disbursements on behalf of employees
Disbursements on behalf of other agencies

Net cash provided by operating activities

Cash flows from capital and related financing activities:
Acquisition of capital assets

Cash flows from noncapital financing activities:
Principal paid on revenue and refunding bonds
Interest paid on revenue and refunding bonds

Net cash used in noncapital financing activities

Cash flows from investing activities:

Sale of invesments
Investment earnings

Net cash provided by investing activities
Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of operating income to net cash provided by operating activities:
Operating income
Adjustments to reconcile operating income to net cash provided
by operating activities
Depreciation and amortization expense
Pension expense
Changes in operating accounts:
Due from other agencies
Supplemental revenue bonds receivable
Revenue bonds receivable
Accrued interest receivable

11

$ 7,568,374
13,112,472
259,517
1,029,510
(285,019)
(1,210,893)
(577,524)

(996,950)
18,899,487

(254,994)

(8,034,993)
(8,250,939)
(16,285,932)

798,493
215,803
1,014,296
3,372,857

29,048,568

$ 32,421,425

$ 10,252,408

1,357,110
33,426

32,560
572,508
6,661,502
126,839

(Continued)



WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

STATEMENT OF CASH FLOWS
(Continued)

Year Ended June 30, 2016

Adminstrative fees receivable

Accounts payable

Accrued employee benefits

Deferred outflows of resources due to pension contributions

Net cash provided by operating activities

The accompanying notes are an integral part of these financial statements.

12

82

(85,486)
23,258

(74,720

$ 18,899,487
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WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

1- REPORTING ENTITY

The West Virginia Water Development Authority (the Authority) is a governmental instrumentality
of the State of West Virginia (the State) and a body corporate, created under the provisions of
Chapter 22C, Article 1 of the Code of West Virginia, 1931, as amended, and known as the West
Virginia Water Development Act. The Authority’s mission is to provide West Virginia communities
effective financial assistance for development of wastewater, water and economic infrastructure that
will improve health, protect the streams of the State, improve drinking water quality and encourage
economic growth. This is accomplished by administering and managing the West Virginia Water
Development Revenue Bond Programs, serving as the State-designated fiduciary of the West Virginia
Infrastructure Fund, managing the Bureau for Public Health’s Drinking Water Treatment Revolving
Fund, administering the Department of Environmental Protection’s Clean Water State Revolving
Fund, and being an active member of the West Virginia Infrastructure and Jobs Development Council.

The Authority’s Water Development Revenue Bond Programs are funded with proceeds of water
development bonds issued by the Authority. Moneys in the programs are loaned to municipalities,
public service districts and other political subdivisions through the purchase by the Authority of
revenue bonds or notes issued by those entities, who repay the loans from the revenues of the
systems or other permanent financing.

The Authority receives no appropriations from the State; however, as the State is able to impose
its will over the Authority, the Authority is considered a component unit of the State.

In evaluating how to define the Authority for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in the
reporting entity is made by applying the criteria set forth in accounting principles generally accepted
(GAAP) in the United States of America for governments. GAAP defines component units as those
entities which are legally separate governmental organizations for which the appointed members of
the Authority are financially accountable or other organizations for which the nature and significance
of their relationship with the Authority are such that exclusion would cause the Authority’s financial
statements to be misleading. Because no such organizations exist which meet the above criteria, the
Authority has no component units.

2 - SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The Authority is accounted for as a proprietary fund special purpose government engaged in
business type activities. In accordance with GAAP, the financial statements are prepared on the
accrual basis of accounting, using the flow of economic resources measurement focus. Under this
basis of accounting, revenues are recognized when earned and expenses are recognized when
incurred.

The Authority is included in the State’s financial statements as a discretely presented component
unit proprietary fund and business type activity. There may be differences between the amounts
reported in these financial statements and the financial statements of the State as a result of major
fund determination.

Cash Equivalents

Cash equivalents include investments with original maturities of less than ninety days.
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WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

NOTES TO FINANCIAL STATEMENTS
(Continued)

2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)

Allowance for Uncollectible Loans and Service Charges

The Authority established an allowance for uncollectible revolving loans and service charges
based on the estimated age of revolving loans and service charges and their anticipated collectability.
The Authority has not established an allowance for uncollectible loans in the Water Development
Revenue Bond Programs because of remedies available to it in the loan agreements that exist
between the Authority and the various entities.

Investments

Investments are carried at fair value which is based upon quoted market prices. Gains and
losses are reported as a component of investment income.

Restricted Assets

Proceeds of revenue bonds, as well as certain resources set aside for their repayment, are
classified as restricted assets on the balance sheet because their use is limited by bond covenants.
When both restricted and unrestricted resources are available for use, it is generally the Authority’s
policy to use restricted resources first, and then unrestricted resources as they are needed.

Capital Assets

Capital assets are stated at cost. Depreciation and amortization are computed using the straight-
line method over an estimated economic useful life. The table below details the capital asset
categories and related economic useful lives for assets in excess of $1,000 with useful lives in excess

of 1 year.
Furniture and equipment 5 years
Building 40 years
Building improvements 10 years
Intangible assets 5 years

Accrued Employee Benefits

In accordance with State policy, the Authority permits employees to accumulate earned but
unused vacation and sick pay benefits. A liability for vacation pay is accrued when earned. To the
extent that accumulated sick leave is expected to be converted to benefits on retirement, an
estimated liability is accrued through the Authority’s participation in the State’s multiple employer
cost-sharing other post employment benefit plan that represents billed and unpaid charges from that
plan.

Bond Premiums, Discounts, and Issuance Costs

Bond premiums and discounts are amortized using the straight-line method over the varying
terms of the bonds issued. The straight-line method is not in accordance with GAAP, but the
difference in amortization using the straight-line method, versus the effective interest method which is
in accordance with GAAP, is not material to the financial statements as a whole. Bond issuance costs
are expensed as incurred.
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WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

NOTES TO FINANCIAL STATEMENTS
(Continued)

2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)

Arbitrage Rebate Payable

The United States Internal Revenue Code of 1986, as amended (the “Code”), prescribes
restrictions applicable to the Authority as issuer of Water Development Revenue and Refunding
Bonds. Among those include restrictions on earnings on the bond proceeds. The Code requires
payment to the federal government of investment earnings on certain bond proceeds in excess of the
amount that would have been earned if the proceeds were invested at a rate equal to the yield on the
bonds. As of June 30, 2016, the Authority is not liable to the federal government as a result of
arbitrage.

Deferred Outflows of Resources / Deferred Inflows of Resources

The statement of net position reports a separate financial statement element called deferred
outflows of resources. This financial statement element represents a consumption of net position that
applies to a future period and so will not be recognized as an outflow of resources (expense) until that
time. The Authority reports losses on bond refunding as deferred outflows of resources and deferred
outflows of resources related to pensions.

The statement of net position reports a separate financial statement element called deferred
inflows of resources. This financial statement element represents an acquisition of net position that
applies to a future period and so will not be recognized as an inflow of resources (revenue) until that
time. The Authority reports deferred inflows of resources related to pensions.

Pension

For purposes of measuring the net pension liability, deferred outflows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the fiduciary net
position of the West Virginia Public Employees Retirement System (PERS) and additions
to/deductions from PERS fiduciary net position have been determined on the same basis as they are
reported by PERS. For this purpose, benefit payments (including refunds of employee contributions)
are recognized when due and payable in accordance with the benefit terms. Investments are reported
at fair value.

Net Position

Net position is presented as unrestricted, restricted, or as the net investment in capital assets.
The net investment in capital assets consists of all capital assets, less accumulated depreciation.
Restricted net position represents assets restricted for the repayment of bond proceeds, by bond
covenants, or for retirement of other long term obligations. All remaining net position is considered
unrestricted. When an expense is incurred for purposes for which both restricted and unrestricted net
position is available, restricted resources are applied first.

3 - DEPOSIT AND INVESTMENT RISK DISCLOSURES

The General Revenue Bond Resolutions and the Authority’s investment guidelines authorize the
Authority to invest all bond proceeds in obligations of the United States and certain of its agencies,
certificates of deposit, public housing bonds, direct and general obligations of states which are rated
in either of the two highest categories by Standard & Poor’s Corporation, advance-refunded municipal
bonds and repurchase agreements relating to certain securities. Investments are managed by the
financial institutions serving as trustees for the Authority.
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3 - DEPOSIT AND INVESTMENT RISK DISCLOSURES (Continued)

Interest Rate Risk

As of June 30, 2016, the Authority had the following investments and maturities:

Investment Maturities (in Years)

Type Fair Value Less Than 1 1-5 6-10
U.S. Treasury $ 3,707,600 $ 2,507,600 $ 1,200,000 $ -
Money markets 32,258,659 32,258,659 - -

$ 35,966,259 $ 34,766,259 $ 1,200,000 $ -

As a means of limiting its exposure to fair value losses arising from rising interest rates, the
Authority’s investment guidelines limit the maturities of investments not matched to a specific debt or
obligation of the Authority to five years or less, unless otherwise approved by the Board.

Investments matched to obligations of the Authority would include investments of capital and
special reserve funds for each of the Authority’s outstanding bond issues in Loan Programs I, Il and
lll. The General Revenue Bond Resolutions for Loan Programs I, I, lll and IV require that, while the
bonds are outstanding, there be on deposit in the capital and special reserve funds an amount equal
to the maximum amount of principal installments and interest coming due during the current or any
succeeding year. The General Revenue Bond Resolution for Loan Program IV permits this
requirement to be met, and it has been met, with the deposit of a Reserve Fund Credit Facility into
the reserve fund. There are, therefore, no investments of capital and special reserve funds for Loan
Program IV. The Authority has both the intent and the ability to hold long-term securities until final
maturity and thus is limited in its exposure to interest rate risk on these long-term obligations.

Concentration of Credit Risk

As of June 30, 2016, the Authority had investment balances with the following issuers which are
greater than or equal to 5 percent of the investment balance:

Percentage of
Type Issuer Investments

Money Markets Federated Prime Cash Obligations 90%
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3 - DEPOSIT AND INVESTMENT RISK DISCLOSURES (Continued)

The Authority’s investment guidelines manage concentration of credit risk by limiting its
investment activity so that at any time its total investment portfolio will not exceed the percentage
limits as to the permitted investments as follows:

Maximum %
Permitted Investments of Portfolio

@ Direct Federal Obligations 100%
(b) Federally Guaranteed Obligations 100%
(c) Federal Agency Obligations 90%
(d) Money Markets 90%
(e) Repurchase Agreements/Investment

Contracts 90%
® Time Deposits/Certificates of Deposit 90%
(9) Demand Deposits 30%
(h) Corporate Obligations 15%
0) Other State/Local Obligations 15%
) West Virginia Obligations 15%
(k) Housing Bonds - Secured by Annual

Contributions Contracts 5%

With the exception of money markets, repurchase agreements/investment contracts, time
deposits/certificates of deposit and demand deposits, investments that comprise more than 15% of
the investment portfolio must be direct federal, federal agency or federally guaranteed obligations.

All other investments listed above that comprise more than 15% of the investment portfolio must
be either provided by an institution with a rating of at least A/A by Moody’s and/or Standard and
Poor’s, invested in a money market fund rated AAAm or AAAM-G or better by Standard and Poor’s,
secured by obligations of the United States, or not exceed the insurance limits established by the
FDIC unless adequate collateral is provided.

Credit Risk

The following table provides information on the credit ratings of the Authority’s short-term
investments as of June 30, 2016:

Standard &
Security Type Fitch Moody's Poors Fair Value

Money Markets AAAMMS Aaa-mf AAAM $ 32,258,659
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3 - DEPOSIT AND INVESTMENT RISK DISCLOSURES (Continued)

Credit risk with investment of bond proceeds is managed by the limitation on investment of those
proceeds in the following types of debt securities in accordance with the Authority’s investment
guidelines and the authorizing General Revenue Bond Resolution: Government obligations,
obligations of certain federal agencies, either representing the full faith and credit of the United States
of America or which are rated Aaa-mf by Moody’s and AAAm by Standard and Poor’s, certain types
of commercial paper, advance-refunded municipal bonds, certain general obligations of the State of
West Virginia or any other state, or other forms of investments approved in writing by the applicable
bond insurer, if any.

Accordingly, the credit risk with the investment of cash assets other than bond proceeds, known
as “other revenues,” is managed by the limitation on investment of other revenues in the following
types of debt securities in accordance with the Authority’s investment guidelines: direct obligations of
or obligations guaranteed by the United States of America, the State of West Virginia or any other
state, provided that obligations of other states meet certain requirements, obligations of certain
federal agencies, certain types of indebtedness of public agencies or municipalities, corporate
indebtedness meeting certain requirements or any other debt security investment permitted with bond
proceeds.

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, the Authority will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party.

Cash consisted of the following at June 30, 2016:

Operating cash on hand $ -
Cash on deposit with State Treasurer 162,766
Total $ 162,766

The Authority has no securities that are subject to foreign currency risk.

A reconciliation of the amounts disclosed as cash and investments included in this Note to cash
and cash equivalents, restricted cash and cash equivalents, and investments in the Statement of Net
Assets as of June 30, 2016, is as follows:

Deposits:
Cash and cash equivalents as reported on the
Statement of Net Position $ 18,412,355
Add: restricted cash and cash equivalents 14,009,070
Less: cash equivalents and restricted cash equivalents
disclosed as investments (32,258,659)
Total cash as disclosed in this Note $ 162,766
Investments:
Investments as reported on the Statement of Net Position $ 1,200,000
Add: restricted investments 2,507,600
Add: cash equivalents and restricted cash equivalents
disclosed as investments 32,258,659

Total investments as disclosed in this Note $ 35,966,259
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4 - INVESTMENTS MEASURED AT FAIR VALUE

The Authority measures the investments listed below at fair value for financial reporting
purposes. GASB Statement No. 72 defines fair value as the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. Fair value is a market-based measurement, not an entity-specific measurement.
The Authority categorizes fair value measurements within the fair value hierarchy established by
accounting principles generally accepted in the United States of America in accordance with GASB
Statement No. 72.

The fair value hierarchy established under GASB Statement No. 72 categorizes the inputs to
valuation techniques used to measure fair value into three levels as follows:

Level 1 inputs - Quoted prices (unadjusted) for identical assets or liabilities in active markets
that a government can access at the measurement date.

Level 2 inputs - Other than quoted prices included within Level 1, these are inputs that are
observable for an asset or liability, either directly or indirectly.

Level 3 inputs - Unobservable inputs for an asset or liability.

The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority to Level
3 inputs.

The table below summaries the recurring fair value measurements of the investment securities in
accordance with GASB Statement No. 72 fair value hierarchy levels as of June 30, 2016.

Investment Type Level 1 Level 2 Level 3 Total
U.S. Treasury $ 3,707,600 $ - $ - $ -

5 - DUE FROM OTHER AGENCIES
Certain agencies of the State were indebted to the Authority at June 30, 2016, in connection with
services performed by the Authority on behalf of the agencies. Amounts due the Authority at June 30,
2016, are as follows:

West Virginia Infrastructure and Jobs

Development Council, net $ 172,161
Department of Environmental Protection
Clean Water State Revolving Fund 26,173

Bureau for Public Health
Drinking Water Treatment Revolving Fund

19,791

$ 218,125
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6 - REVENUE BONDS RECEIVABLE
As of June 30, 2016, the face value of revenue bonds of municipalities, public service districts
and other political subdivisions purchased with proceeds from Water Development Revenue Bonds
was $192,206,221. Management’s intentions are to hold such bonds until maturity; therefore,
management believes the face amount of the bonds is fully collectible.
Although not required, the Authority purchased supplemental bonds of municipalities and public
service districts using other available funds.

7 - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2016, was as follows:

Beginning Ending
Balance Additions Disposals Balance
Capital assets, not being depreciated:
Land $ 514,684 $ - 3 - $ 514,684
Capital assets, being depreciated:
Furniture and equipment 6,243,693 254,990 72,149 6,426,534
Building 4,100,298 - - 4,100,298
Total capital assets, being
depreciated 10,343,991 254,990 72,149 10,526,832
Less accumulated depreciation for:
Furniture and equipment 3,401,330 1,234,327 72,149 4,563,508
Building 300,755 102,508 - 403,263
Total accumulated depreciation 3,702,085 1,336,835 72,149 4,966,771

Total capital assets, net $ 7,156,590 $ (1,081,845) $ - $ 6,074,745




21

WEST VIRGINIA WATER DEVELOPMENT AUTHORITY

NOTES TO FINANCIAL STATEMENTS
(Continued)

8 - REVENUE BONDS PAYABLE

The following is a summary of the Authority’s bond transactions for the year ended June 30,
2016:
https://https

Revenue bonds payable at June 30, 2015 $199,795,000

Bonds retired during the year ended June 30, 2016 (8,035,000)
Revenue bonds payable at June 30, 2016 $191,760,000

Revenue and refunding bonds outstanding at June 30, 2016, were as follows:

Series Final Maturity Interest Rates % Balance

2005 AIlV 11/01/44 4.000-5.000 32,805,000
2005 All 11/01/33 4.375-5.000 13,595,000
2005 Bl 11/01/33 4.375-5.000 9,450,000
2005 BIV 11/01/44 4.750-5.125 9,785,000
2006 All 11/01/39 4.000-5.000 33,210,000
2012 Al 11/01/25 2.000-3.000 2,845,000
2012 BI 11/01/26 3.000-4.500 13,140,000
2012 All 11/01/23 2.000-3.000 4,510,000
2012 Bl 11/01/33 2.000-4.000 12,995,000
2012 Alll 07/01/39 3.000-4.000 15,100,000
2012 Bl 07/01/40 2.000-3.750 9,175,000
2013 All 11/01/29 2.000-5.000 35,150,000

$ 191,760,000

Loan Program | includes Series 2012 Al and 2012 Bl Water Development Revenue Refunding
Bonds. Loan Program Il includes Series 2013 All Water Development Revenue Refunding Bonds,
and Series 2012 All, 2012 BIl, Series 2005 All, 2005 BIl and 2006 All Water Development Revenue
Refunding Bonds. Loan Program Il includes Series 2012 Alll and 2012 BIll Water Development
Revenue Refunding Bonds. Loan Program IV includes Series 2005 AIV and 2005 BIV Water
Development Revenue Bonds.
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8 - REVENUE BONDS PAYABLE (Continued)

Total future maturities of bond principal and interest on Authority indebtedness at June 30, 2016,
are as follows:

Loan Program |

Principal Interest Total

11/01/16 $ 1,525,000 $ 593,700 $ 2,118,700
11/01/17 1,570,000 539,775 2,109,775
11/01/18 1,635,000 476,363 2,111,363
11/01/19 1,240,000 417,225 1,657,225
11/01/20 1,295,000 362,475 1,657,475

7,265,000 2,389,538 9,654,538
11/01/21-11/01/25 7,270,000 1,000,438 8,270,438
11/01/26 1,450,000 29,000 1,479,000

8,720,000 1,029,438 9,749,438

$ 15,985,000 $ 3,418,976 $ 19,403,976

Loan Program Il

Principal Interest Total

11/01/16 $ 5,230,000 $ 4458488 $ 9,688,488
11/01/17 5,430,000 4,266,296 9,696,296
11/01/18 5,615,000 4,094,466 9,709,466
11/01/19 5,470,000 3,906,681 9,376,681
11/01/20 5,610,000 3,689,609 9,299,609

27,355,000 20,415,540 47,770,540
11/01/21-11/01/25 30,005,000 14,784,238 44,789,238
11/01/26-11/01/30 29,585,000 8,250,850 37,835,850
11/01/31-11/01/35 14,640,000 3,235,188 17,875,188
11/01/36-11/01/39 7,325,000 715,875 8,040,875

81,555,000 26,986,151 108,541,151

$ 108,910,000 $ 47,401,691 $ 156,311,691
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8 - REVENUE BONDS PAYABLE (Continued)

Loan Program Il

Principal Interest Total
07/01/16 $ 655,000 $ 842,931 $ 1,497,931
07/01/17 675,000 823,406 1,498,406
07/01/18 700,000 799,756 1,499,756
07/01/19 720,000 773,981 1,493,981
07/01/20 745,000 747,356 1,492,356
3,495,000 3,987,430 7,482,430
07/01/21-07/01/25 4,165,000 3,320,063 7,485,063
07/01/26-07/01/30 4,870,000 2,590,391 7,460,391
07/01/31-07/01/35 5,775,000 1,663,269 7,438,269
07/01/36-07/01/40 5,970,000 507,000 6,477,000
20,780,000 8,080,723 28,860,723
$ 24,275,000 $ 12,068,153 $ 36,343,153
Loan Program IV
Principal Interest Total
11/01/15 $ 895,000 $ 2,072,831 $ 2,967,881
11/01/16 935,000 2,029,781 2,964,781
11/01/17 980,000 1,981,509 2,961,509
11/01/18 1,030,000 1,930,844 2,960,844
11/01/19 1,080,000 1,879,222 2,959,222
4,920,000 9,894,237 14,814,237
11/01/20-11/01/24 6,210,000 8,557,900 14,767,900
11/01/25-11/01/29 7,010,000 6,973,006 13,983,006
11/01/30-11/01/34 8,910,000 5,025,600 13,935,600
11/01/35-11/01/39 7,785,000 2,952,825 10,737,825
11/01/40-11/01/44 7,755,000 800,431 8,555,431
37,670,000 24,309,762 61,979,762
$ 42,590,000 $ 34203999 $ 76,793,999
Total all loan programs $ 191,760,000
Add: unamortized net premium 6,741,557
Total all programs, net 198,501,557
Less: current portion 8,807,262

Noncurrent portion $ 189,694,295

23
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8 - REVENUE BONDS PAYABLE (Continued)

The Authority has defeased certain revenue bonds by placing the proceeds of new bonds in
irrevocable trusts to provide for all future debt service payments on the refunded bonds. Accordingly,
the trust accounts’ assets and the liabilities for the defeased bonds are not included in the Authority’s
financial statements. At June 30, 2016, there are $2,080,000 in defeased bonds outstanding.

The proceeds from the Authority’'s Revenue Bond Program provide financial assistance to
municipalities, public service districts and other public subdivisions to meet the requirements of state
and federal water pollution control and safe drinking water laws. All bonds are considered a moral
obligation of the state of West Virginia. All assets of the Authority except capital assets have been
pledged to fulfill the commitments of the bonds over the life of the debt. Principal and interest paid on
bonds payable for the year ended June 30, 2016 was $8,034,993 and $8,250,939 respectively and
principal payments and interest received on pledged notes receivable were $7,568,374 and
$13,167,421, respectively, at June 30, 2016.

9 - PENSION PLAN
Plan Description

The Authority contributes to the PERS, a cost-sharing multiple-employer defined benefit pension
plan administered by the West Virginia Consolidated Public Retirement Board (CPRB). PERS covers
substantially all employees of the State and its component units, as well as employees of participating
non-state governmental entities who are not participants of another state or municipal system.
Benefits under PERS include retirement, death and disability benefits, and have been established
and may be amended by action of the State Legislature. The CPRB issues a publicly available
financial report that includes financial statements for PERS that may be obtained at
www.wvretirement.com.

Benefits Provided

PERS provides retirement benefits as well as death and disability benefits. For employees hired
prior to July 1, 2015, qualification for normal retirement is age 60 with five years of service or at least
age 55 with age and service equal to 80 or greater. For all employees hired July 1, 2015 and later,
qualification for normal retirement is age 62 with 10 years of service or at least age 55 and service
equal to 80 or greater. The straight-life annuity retirement benefit is equivalent to 2% of average
salary multiplied by years of service. For employees hired prior to July 1, 2015, average salary is the
average of the highest annual compensation during any period of three consecutive years within the
last fifteen years of earnings. For all employees hired July 1, 2015 and later, average salary is the
average of the five consecutive highest annual earnings out of the last fifteen years of earnings. For
employees hired prior to July 1, 2015, terminated members with at least five years of contributory
service who do not withdraw their accumulated contributions may elect to receive their retirement
annuity beginning at age 62. For all employees hired July 1, 2015 and later, this age increases to 64.

Contributions

Although contributions are not actuarially determined, actuarial valuations are performed to assist
the Legislature in establishing appropriate contribution rates. Members hired prior to July 1 2015
contribute 4.5% of annual earnings. All members hired July 1, 2015 and later contribute 6% of annual
earnings. Current funding policy requires employer contributions of 13.5%, 14.0%, and 14.5% for the
years ended June 30, 2016, 2015, and 2014, respectively.

During the years ended June 30, 2016, 2015, and 2014, the Authority’s contributions to PERS
required and made were approximately $74,720, $81,986, and $72,599, respectively.
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9 - PENSION PLAN (Continued)

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions

At June 30, 2016, the Authority reported a liability of $241,080 for its proportionate share of the
net pension liability. The net pension liability reported at June 30, 2016 was measured as of June 30,
2015, and the total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of July 1, 2014, rolled forward to the measurement date of June 30, 2015. The
Authority’s proportion of the net pension liability was based on the Authority’s share of contributions to
the pension plan relative to the contributions of all employers participating in PERS for the year ended
June 30, 2015. At June 30, 2015, the Authority’s proportion was 0.043182 percent, which was an
increase of 0.002237 percent from its proportion measured as of June 30, 2014.

For the year ended June 30, 2016, the Authority recognized pension expense of $33,426. At June
30, 2016, the Authority reported deferred outflows of resources and deferred inflows of resources
related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Net difference between projected and actual
earnings on pension plan investments $ 73,546 % 126,417
Changes in assumptions - 28,998
Changes in proportion and differences between
the Authority’s contributions and proportionate share
of contributions 16,103 -
Differences between expected and actual experience 49,307 -
The Authority’s contributions made subsequent to the
measurement date of June 30, 2014 74,720 -
Total $ 213,676 $ 155,415

The amount of $74,720 reported as deferred outflows of resources related to pensions resulting
from the Authority’s contributions subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended June 30, 2017. Other amounts reported as
deferred outflows of resources and deferred inflows of resources related to pensions will be
recognized in pension expense as follows:

Year ended June 30,

2017 $ (11,225)
2018 (11,225)
2019 (12,397)

2020 18,388
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9 - PENSION PLAN (Continued)
Actuarial Assumptions

The total pension liability in the June 30, 2015 actuarial valuation was determined using the
following actuarial assumptions, applied to all periods in the measurement:

Inflation 1.9 percent
Salary increases 3.0 - 6.0 percent, average, including inflation
Investment rate of return 7.5 percent, net of pension plan investment expense

Mortality rates were based on 110% of the RP-2000 Non-Annuitant, Scale AA for healthy males,
101% of RP-2000 Non-Annuitant Scale AA for healthy females, 96% of RP-2000 Disabled Annuitant,
Scale AA for disabled males, and 107% of RP-2000 Disabled Annuitant, Scale AA for disabled
females.

An experience study, which was based on the years 2009 through 2014, was completed prior to
the 2015 actuarial valuation. As a result, several ass