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INDEPENDENT AUDITOR’S REPORT 

 

 

Southwest Harbor Water & Sewer District 

P.O. Box 1100 

Southwest Harbor, Maine  04679 

  

 

Report on the Financial Statements 

We have audited the accompanying financial statements of the business-type activities of the Southwest Harbor Water and 

Sewer District, as of and for the year ended December 31, 2017, including the related notes to the financial statements, 

which collectively comprise the Southwest Harbor Water and Sewer District’s basic 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 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 opinions. 

 

 



Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial 

position of the business-type activities of the Southwest Harbor Water and Sewer District, as of December 31, 2017, and 

the respective changes in financial position, and, where applicable, cash flows
 
thereof for the year then ended in 

accordance with accounting principles generally accepted in the United States of America.
 
 

 

Respectfully Submitted, 

 

James W. Wadman, CPA 
 

James W. Wadman, C.P.A. 

May 31, 2018 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2 



 3 

SOUTHWEST HARBOR WATER AND SEWER DISTRICT 

Management’s Discussion and Analysis 

For the Fiscal Year Ended December 31, 2017 

 

The management of the Southwest Harbor Water and Sewer District (the District) offers readers of the District’s financial 

statements this narrative overview and analysis of the financial activities of the District for the fiscal year ended December 

31, 2017.  We encourage readers to consider this information in conjunction with the financial statements and accompanying 

notes that follow. 

 

FINANCIAL HIGHLIGHTS – PRIMARY GOVERNMENT 

Government-wide Highlights: 

Net Position – As of the close of the fiscal year ended December 31, 2017, the District reported combined ending net position 

of $5,852,445 with $111,340 being unrestricted net position.  Unrestricted net position represents the amount available to be 

used to meet the District’s ongoing obligations to citizens and creditors.  The District’s total net position increased by 

$81,059 (a 1.4% increase) for the fiscal year ended December 31, 2017.  The unrestricted net position represents 

approximately 8.9 % of the total District expenditures for the year. 

 

Long-Term Debt: 
The District’s total long-term debt obligations had a net decrease of $206,188 (10.8%) during the current fiscal year.  Debt 

due to the Town of Southwest Harbor (the Town) was reclassified from accounts payable to long term debt as a payback 

agreement was made with the Town over a period of 15 years.  There was no new debt and existing debt obligations were 

retired according to schedule.   

 

OVERVIEW OF THE FINANCIAL STATEMENTS 

This discussion and analysis is intended to serve as an introduction to the District’s basic financial statements.  The District’s 

basic financial statements include two components: 1) government-wide financial statements, and 2) notes to the financial 

statements.  These components are described below: 

 

Government-wide Financial Statements 

The government-wide financial statements present the financial picture of the District from the economic resources 

measurement focus using the accrual basis of accounting and are designed to provide readers with a broad overview of the 

District’s finances, in a manner similar to a private-sector business.  The statement of net position includes all assets of the 

District (including infrastructure, if applicable) as well as all liabilities (including long-term debt, if applicable), with the 

difference between the two reported as net position.  The statement of activities shows how the District’s net position 

changed during the year, regardless of the timing of related cash flows.  The government-wide financial statements can be 

found on pages 7 - 9 of this report. 

 

Notes to the Financial Statements 

The notes provide additional information that is essential to a full understanding of the data provided in the government-wide 

and the fund financial statements.  The notes to the financial statements can be found on pages 10 - 15 of this report. 

 

GOVERNMENT-WIDE FINANCIAL ANALYSIS 

 

Net Position 
The largest portion of the District’s net position (98.1%) reflects its investment in capital assets such as land, buildings, 

equipment and infrastructure (roads, bridges and other immovable assets); less any related debt used to acquire those assets 

that is still outstanding.  The District uses these assets to provide services to citizens; consequently, these assets are not 

available for future spending.  Although, the District’s investment in its capital assets is reported net of related debt, it should 

be noted that the resources needed to repay this debt much be provided from other sources, since the capital assets themselves 

cannot be used to liquidate these liabilities. 
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 Water Fund 

2017 

Water Fund 

2016 

Current Assets    $     400,920    $     392,432 

Capital Assets    $  5,329,025     $  5,270,045  

Deferred Outflows    $     173,940    $     180,988 

     Total Assets and 

Deferred Outflows 

   $  5,903,885    $  5,843,465 

   

Current Liabilities    $     140,573    $     147,375 

Other Liabilities    $     812,263    $     917,333 

   

Net Position;   

Invested in Capital 

Assets 

   $  4,413,073    $  4,238,886 

Unrestricted    $     537,976    $     539,871 

     Total Liabilities 

     and Net Position 

   $  5,903,885    $  5,843,465 

 

 Sewer Fund 

2017 

Sewer Fund 

2016 

Current Assets    $     208,190    $     265,248 

Capital Assets    $  2,159,218     $  2,274,644  

     Total Assets     $  2,367,408    $  2,539,892 

   

Current Liabilities    $     200,404    $     714,697 

Other Liabilities    $  1,265,607    $     832,566 

   

Net Position;   

Invested in Capital 

Assets 

   $  1,328,033    $  1,389,654 

Unrestricted    $   (426,636)    $    (397,025) 

     Total Liabilities 

     and Net Position 

   $  2,367,408    $  2,539,892 

 

Changes in Net Position 

The District’s net position increased by $81,059 which consisted of an increase in the Water Fund net position of $172,292 

and a decrease in the Sewer Fund net position of ($91,233).  The District maintained user fee rates as compared to the prior 

fiscal year but was able to identify additional billing due to the implementation of new meter reading and billing software.  

The main reason for the current year increase in the Water Fund was the additional identified billing.  The decrease in the 

Sewer Fund was mainly due to additional unexpected costs for sludge disposal, unbudgeted depreciation and unforeseen 

repair and maintenance costs. 

 

 Water Fund 

2017 

Water Fund 

2016 

Revenues;   

User Fees      $    688,194      $    643,087 

Entrance Fees & Other      $        8,858      $        5,365 

Non-Operating      $      89,986      $           212 

   Total Revenues      $    787,038      $    648,664 

Expenses;   

Salaries & Benefits      $    210,076      $    165,686 

Plant Operations      $    144,262      $    181,283 

Administration      $        2,221      $        9,474 

Depreciation      $    180,703      $    176,939 
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Professional Services      $      51,390      $      31,737 

Miscellaneous      $      10,689      $      11,862 

Interest Expense      $      15,405      $        6,966 

   Total Expenses      $    614,746      $    583,947 

Changes in Net 

Position 

     $    172,292      $      64,717 

  

 
    

 

 
 

 

 Sewer Fund 

2017 

Sewer Fund 

2016 

Revenues;   

User Fees      $    575,854      $    535,219 

Entrance Fees & Other      $        4,109      $        7,553 

Non-Operating      $        2,108      $             81 

   Total Revenues      $    582,071      $    542,853 

Expenses;   

Salaries & Benefits      $    165,175      $    118,534 

Plant Operations      $    274,317      $    238,648 

Administration      $        6,065      $      14,221 

Depreciation      $    167,710      $    167,439 

Professional Services      $      19,590      $      63,415 

Miscellaneous      $      13,710      $        8,666 

Interest Expense      $      26,737      $      18,312 

   Total Expenses      $    673,304      $    629,235 

Changes in Net 

Position 

     $    (91,233)      $    (86,382) 

User Fees 
 $688,194  

88% 

Entrance  Fee & 
Other 

 $8,858  
1% 

Non-Operating 
 $89,986  

11% 

Revenues by Source - Governmental and Business-Type 
Water Fund 

Salaries/Benefits 
 $210,076  

34% 
Plant Operations 

 $144,262  
24% 

Administration 
 $2,221  

0% 

Depreciation 
 $180,703  

30% 

Professional 
Services 
 $51,390  

8% 
Other 

 $26,094  
4% 

  Expenditures by Source - Governmental and Business-Type 
Water Fund 
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CAPITAL ASSET AND DEBT ADMINISTRATION 

 

Capital Assets 

The District’s investment in capital assets for its governmental activities amounts to $13,226,021; net of accumulated 

depreciation of $5,737,779, leaving a net book value of $7,488,242.   Current year additions for the Water Fund include 

$24,849 for a charter amendment, $75,920 for improvements, equipment and intake lines and $131,865 of construction work 

in progress.  Additions for the Sewer Fund include $24,219 for treatment plant lines, $15,564 for equipment and $12,500 of 

construction work in progress.  There were no current year retirements or impairments.  Additional information on the 

District’s capital assets can be found in Note 3 of the notes to the financial statements on pages 13 - 14 of this report. 

 

Debt 
The District has total bonded debt outstanding of $1,747,137 and debt due to the Town of $520,473 that are backed by the 

full faith and credit of the District.  The outstanding debt had a net decrease of $206,188 during the current fiscal year.  

During the year, the debt due to the Town was reclassified from accounts payable to long term debt as a payback agreement 

was made with the Town over a period of 15 years.  The District incurred no new debt.  Additional information on the 

District’s long-term debt can be found in Note 5 of the notes to the financial statements on pages 14-15 of this report. 

 

 

REQUESTS FOR INFORMATION 

 

This financial report is designed to provide a general overview of the District’s finances for all water and sewer users, 

investors and creditors.  This financial report seeks to demonstrate the District’s accountability for the money it receives.  

Questions concerning any of the information provided in this report or requests for additional information should be 

addressed to: Southwest Harbor Water and Sewer District, P.O. Box 1100, Southwest Harbor, ME 04679. 

User Fees 
 $575,854  

99% 

Entrance  Fee & 
Other 

 $4,109  
1% 

Non-Operating 
 $2,108  

0% 

Revenues by Source - Governmental and Business-Type 
Sewer Fund 

Salaries/Benefits 
 $165,175  

24% 

Plant Operations 
 $274,317  

41% 

Administration 
 $6,065  

1% 

Depreciation 
 $167,710  

25% 

Professional Services 
 $19,590  

3% 
Other 

 $40,447  
6% 

  Expenditures by Source - Governmental and Business-Type 
Sewer Fund 



SOUTHWEST HARBOR WATER & SEWER DISTRICT (Exhibit I)

STATEMENT OF NET POSITION

DECEMBER 31, 2017

Water Sewer

Fund Fund Total District

Assets & Deferred Outflows

Current Assets;

Cash - Checking $52,639 $41,982 $94,621

Accounts Receivable - Users, net of Allowance $224,411 $166,208 $390,619

Accounts Receivable - Other $35,958 $35,958

Due from Other Funds $87,913 $87,913

Total Current Assets $400,920 $208,190 $609,110

Capital Assets;

Organization, Land and Improvements $59,715 $27,525 $87,240

Other Capital Assets $7,565,519 $5,573,262 $13,138,781

Accumulated Depreciation ($2,296,210) ($3,441,569) ($5,737,778)

Net Capital Assets $5,329,025 $2,159,218 $7,488,243

Total Assets $5,729,945 $2,367,408 $8,097,353

Deferred Outflows of Resources

Unamortized Bond Issuance Costs $7,545 $7,545

Acquisition Adjustments, Net of Amortization $166,395 $166,395

Total Deferred Outflows of Resources $173,940 $0 $173,940

Total Assets & Deferred Outflows $5,903,885 $2,367,408 $8,271,293

Liabilities & Net Position

Current Liabilities;

Due to Other Funds $87,913 $87,913

Accounts Payable $23,717 $18,778 $42,495

Accrued Interest $1,648 $2,733 $4,381

Current Portion of Due to Town $37,176 $37,176

Current Portion of Long-Term Debt $115,207 $53,805 $169,012

Total Current Liabilities $140,573 $200,404 $340,977

Long Term Liabilities;

Compensated Absences $11,518 $4,930 $16,449

Due to Town $520,473 $520,473

General Obligation Bonds Payable - MMBB $915,952 $831,185 $1,747,137

Current Portion of Due to Town ($37,176) ($37,176)

Current Portion of Long-Term Debt ($115,207) ($53,805) ($169,012)

Total Long-Term Liabilities $812,263 $1,265,607 $2,077,871

Total Liabilities $952,836 $1,466,011 $2,418,847

Net Position (Deficit);

Net Investment in Capital Assets $4,413,073 $1,328,033 $5,741,106

Unrestricted $537,976 ($426,636) $111,340

Total Net Position $4,951,049 $901,397 $5,852,445

Total Liabilities & Net Position $5,903,885 $2,367,408 $8,271,293

The Notes to the Financial Statements are an Integral Part of this Statement.
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SOUTHWEST HARBOR WATER & SEWER DISTRICT (Exhibit II)

STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN NET POSITION

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017

Water Sewer

Fund Fund Total District

Operating Revenues;

User Fees $688,194 $575,854 $1,264,048

Entrance Fees and Permits $8,858 $4,109 $12,967

Total Operating Revenues $697,052 $579,963 $1,277,015

Operating Expenses;

Salaries & Benefits $210,076 $165,175 $375,251

Utilities $58,726 $37,882 $96,608

Chemicals $12,798 $12,798

Repairs, Maintenance, Materials & Supplies $72,738 $47,813 $120,551

Sludge Disposal $188,622 $188,622

Depreciation & Amortization $180,703 $167,710 $348,412

Office Supplies & Expenses $2,221 $6,065 $8,286

Fees/Licensing $3,862 $2,768 $6,630

Insurance $6,828 $10,686 $17,514

Professional Services $51,390 $19,590 $70,980

Miscellaneous $0 $255 $255

Total Operating Expenses $599,342 $646,566 $1,245,908

Operating Profit (Loss) $97,711 ($66,603) $31,107

Non-Operating Revenues (Expenses)

Interest Earned $383 $108 $490

Interest Expense ($15,405) ($26,737) ($42,142)

Contributions in Aid of Construction $89,603 $2,000 $91,603

Total Non-Operating Revenues (Expenses) $74,581 ($24,630) $49,951

Change in Net Position $172,292 ($91,233) $81,059

Beginning Net Position $4,778,757 $992,630 $5,771,387

Ending Net Position $4,951,049 $901,397 $5,852,445

The Notes to the Financial Statements are an Integral Part of this Statement.
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SOUTHWEST HARBOR WATER & SEWER DISTRICT (Exhibit III)

STATEMENT OF CASH FLOWS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017

Water Sewer

Fund Fund Total District

Cash Flows from Operating Activities;

Received from Customers $662,402 $578,953 $1,241,355

Received from Other $14,769 $14,769

Paid to Suppliers for Goods and Services ($270,150) ($353,701) ($623,851)

Paid to Employees for Services ($142,882) ($117,536) ($260,418)

Net Transfers (to)/from Other Funds ($13,117) $13,117 $0

Net Cash Flows from Operating Activities $251,023 $120,833 $371,856

Cash Flows from Investing Activities;

Interest Earned $383 $108 $490

Net Cash Flows from Investing Activities $383 $108 $490

Cash Flows from Capital and Related Financing Activities;

Debt Retired ($115,207) ($90,981) ($206,188)

Interest Paid ($15,405) ($26,737) ($42,142)

Contributions in Aid of Construction $53,645 $2,000 $55,645

Acquisition and Construction of Fixed Assets ($232,634) ($52,283) ($284,918)

Net Cash Flow from Capital and Related Financing Activities ($309,601) ($168,001) ($477,603)

Net Change in Cash and Cash Equivalents ($58,195) ($47,061) ($105,256)

Cash and Cash Equivalents, Beginning of Year $110,834 $89,043 $199,877

Cash and Cash Equivalents, End of Year $52,639 $41,982 $94,621

Reconciliation of Operating Income to Net Cash Flows

From Operating Activities

Operating Profit $97,711 ($66,603) $31,107

Adjustments to Reconcile Operating Income to Net

Cash Flows from Operating Activities

  Depreciation $180,703 $167,710 $348,412

  Bad Debt Allowance $0 $8,803 $8,803

  Compensated Absences $10,137 $3,549 $13,687

  Changes in Assets and Liabilities

     Accounts Receivable ($31,223) $1,194 ($30,029)

     Prepaid Expenses $498 $498

     Accounts Payable ($6,802) $6,181 ($622)

Net Cash Flow from Operating Activities $251,023 $120,833 $371,856

The Notes to the Financial Statements are an Integral Part of this Statement.
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SOUTHWEST HARBOR WATER & SEWER DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017

Note 1 - Summary of Significant Accounting Policies

     The financial statements of the Southwest Harbor Water and Sewer District (the District) have been prepared in conformity with

accounting principles generally accepted in the United States of America, as applied to governmental units (hereinafter referred to as

generally accepted accounting principles (GAAP)).  The Governmental Accounting Standards Board (GASB) is the accepted

standard setting body for the governmental accounting and financial reporting principles.  The more significant of the District's

accounting principles are described below.

A. Financial Reporting Entity

     The District was organized under and pursuant to the laws of the State of Maine for the purpose of constructing and operating

water and sewer systems for the water and sewer users of the Town of Southwest Harbor, Maine (the Town).

      The District's financial statements include the accounts of all District operations.  The criteria for including organizations as

component units within the District's reporting entity, as set forth in Section 2100 of the GASB Codification of Government

Accounting and Financial Reporting Standards,  include whether:

          *  the organization is legally separate (can sue and be sued in their own name)

          *  the District holds the corporate powers of the organization

          *  the District appoints a voting majority of the organization's board

          *  the District is able to impose its will on the organization

          *  the organization has the potential to impose a financial benefit/burden on the District

          *  there is a fiscal dependency by the organization on the District

     The financial statements are formatted to allow the user to clearly distinguish between the primary government and its component

units.  Based on the aforementioned criteria, the District has no component units.

     The District has oversight responsibility and control over all activities related to the District's functions.  The District is not

included in any other governmental "reporting entity" as defined in GASB pronouncements, since the public elects the District Board

members.

     The accounting methods and procedures adopted by the District conform to GAAP as applied to special-purpose governments

engaged only in business-type activities.  The GASB is the accepted standard-setting body for establishing governmental accounting

and financial reporting principles.  The notes to the financial statements are an integral part of the District's basic financial

statements.

B. Basis of Accounting, Measurement Focus and Financial Statement Presentation

     The District’s basic financial statements are presented on the full accrual basis of accounting and conform to accounting

principles generally accepted in the United States of America. The District has elected under GASB Statement No.20 Accounting

and Financial Reporting for Proprietary Fund and Other Governmental Activities That Use Proprietary Fund Accounting, to apply

all applicable GASB pronouncements as well as any applicable pronouncements of the Financial Accounting Standards Board, the

Accounting Principles Board, or any Accounting Research Bulletins issued on or before November 30, 1989, unless these

pronouncements conflict with or contradict GASB pronouncements.

     The accounts of the District are organized on the basis of a proprietary fund type, specifically an enterprise fund. The activities of

this fund are accounted for with a separate set of self-balancing accounts that comprise the District’s assets, liabilities, net assets,

revenues, and expenses. Enterprise Funds account for activities: (i) that are financed with debt that is secured solely by a pledge of

the net revenues from fees and charges of the activity; or (ii) that are required by laws or regulations that the activity’s costs of

providing services, including capital costs (such as depreciation or debt service), be recovered with fees and charges, rather than
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with taxes or similar revenues; or (iii) that the pricing policies of the activity establishes fees and charges designed to recover its

costs, including capital costs (such as depreciation or debt service).

     The financial statements are reported using the economic resources measurement focus and the accrual basis of accounting.

Revenues are recorded when earned and expenses are recorded when a liability is incurred.

     Proprietary funds distinguish operating revenues and expenses from nonoperating items.  Operating revenues 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 revenues of the enterprise funds are charges to customers for goods and services.

Operating expenses include the cost of sales and service, administrative expenses, and depreciation on capital assets.  All revenues

and expenses not meeting this definition are reported as nonoperating revenues and expenses.

C. Assets, Liabilities and Net Position

Deposits

     The District's cash and cash equivalents are considered cash on hand, demand deposits, and short-term investments with

original maturities of one year or less from the date of acquisition.

Accounts Receivable

     All material receivables are reported at their gross value and, where appropriate, are reduced by the estimated portion that is

expected to be uncollectible.  The District bills quarterly to all users. 

Capital Assets

     Capital assets are defined by the District as assets with an initial, individual cost of more than $500 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 fair value at the date of donation.

     The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend asset lives are not

capitalized.  Major outlays for capital assets and improvements are capitalized as projects are constructed.  Interest incurred during

the construction phase of capital assets is included as part of the capitalized value of the asset constructed.  Property, plant and

equipment is depreciated using the straight line method over the following estimated useful lives:

Assets Years

Water System 5-67

Sewer System 5-35

Building and Lines 20-35

Equipment 5-20

Vehicles 5

Compensated Absences

     Employees are granted vacation and sick leave in varying amounts based on length of service.  Vacation and sick pay are

cumulative.  Unused vacation days are payable to employees upon termination of employment as long as benefits are earned and

rights to receive compensation are attributable to services already rendered.  Unused sick days are payable to employees upon

termination of employment at the rate of 25% of accumulated time if the employee has served 10 or more years.  The value of the

unpaid vacation pay and sick pay has been recorded on the financial statements as compensated absences.

Interfund Activities

     Interfund receivables and payables arise from interfund activity and are recorded by all funds effected in the period in which

activities are executed.
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Long-Term Obligations

     In the proprietary fund financial statements, long-term debt and other long-term liabilities are reported as liabilities in the 

Statement of Net Position.

Deferred Inflows/Outflows of Resources

     In addition to assets and liabilities, the statement of net position and the governmental fund balance sheet will report a separate

section for deferred outflows and/or inflows of resources.  Deferred outflows of resources represent consumption of net position

that applies to a future period(s) and therefore will not be recognized as an expense/expenditure until then.  Deferred inflows or

resources represent and acquisition of net position that applies to future period(s) and therefore will not be recognized as revenue

until that time.  The District has no items that qualify as deferred inflows of resources, but it does have items that qualify as deferred

outflows.  This amount will be recognized as an outflow of resources in the period that the amounts are expensed.

Net Position

     Net position is required to be classified into three components - net investment in capital assets, restricted and unrestricted.

These classifications are defined as follows:

     Net investment in capital assets  - This component of net position consist of capital assets, net of accumulated depreciation,

reduced by the outstanding balances of any bonds, mortgages, notes, or other borrowings that are attributable to the acquisition,

construction, or improvements of those assets.

     Restricted  - This component of net position consists of restrictions placed on net position use through external constraints

imposed by creditors (such as debt covenants), grantors, contributors, or law or regulations of other governments, or constraints

imposed by law through constitutional provisions or enabling legislation.  The statement of net position reports $0 of restricted net

position.

     Unrestricted  - This component consists of net position that do not meet the definition of "restricted" or "net investment in

capital assets".

D.  Estimates

     The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that

affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial

statements and the reported amount of revenues and expenditures during the period.  Actual results could differ from those

estimates.

Note 2 - Deposits

     Custodial credit risk is the risk that in the event of a bank failure, a government's deposits may not be returned to it.  The

District's deposit policy for custodial credit risk requires compliance with the provisions authorized by Maine State Statutes.  The

District requires that, at the time funds are deposited, there is collateral in place to cover the deposits in excess of the FDIC insurance

limits.

     State Statutes require banks either to give bond or to pledge government securities (types of which are specifically identified in

the Statutes) to the District in the amount of the District's deposits.  The Statutes allow pledged securities to be reduced by the

amount of the deposits insured by the Federal Deposit Insurance Corporation (FDIC).

     The financial institution holding the District's cash accounts is participating in the FDIC Program.  All cash accounts, including

the District's cash deposits, certificates of deposit and non-interest bearing accounts, are aggregated and are insured up to $250,000

in total by the FDIC.  In order to avoid exceeding the $250,000 FDIC limits, the bank purchases additional collateral to collateralize 

those funds.

     At year-end, the District's carrying amount of deposits was $94,469 and the bank balance was $123,587.  The District has no

uninsured and uncollateralized deposits as of December 31, 2017.
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Note 3 - Capital Assets

     Capital asset activity for the year ended December 31, 2017 was as follows:

Beginning Ending

Balance Increases Decreases Balance

Business-Type Activities;

Capital assets not being depreciated

     Organization $2,852 $24,849 $27,701

     Land and Land Rights $32,014 $32,014

     Construction Work in Progress $0 $131,865 $131,865

Capital assets being depreciated

     Structures $1,531,889 $7,511 $1,539,400

     Lake, River and Other Intakes $5,456 $31,743 $37,199

     Pumping Equipment $669,025 $9,713 $678,738

     Water Treatment Equipment $905,289 $4,862 $910,151

     Distribution Reservoirs $1,197,513 $1,197,513

     Mains $2,148,487 $2,148,487

     Services $474,457 $474,457

     Meters $189,744 $5,122 $194,866

     Hydrants $110,689 $110,689

     Office Equipment $1,356 $6,544 $7,900

     Transportation Equipment $74,997 $74,997

     Tools $9,740 $9,740

     Laboratory Equipment $21,256 $21,256

     Communication Equipment $0 $10,427 $10,427

     Miscellaneous Equipment $17,836 $17,836

Total capital assets being depreciated $7,357,734 $75,920 $0 $7,433,654

Less accumulated depreciation $2,122,555 $173,655 $0 $2,296,210

Net capital assets being depreciated $5,235,179 ($97,734) $0 $5,137,445

Business-Type Activities, Capital Assets, net $5,270,045 $58,980 $0 $5,329,025

Beginning Ending

Balance Increases Decreases Balance

Business-Type Activities;

Capital assets not being depreciated

     Land $20,791 $20,791

     Construction Work in Progress $0 $12,500 $12,500

Capital assets being depreciated

     Land Improvements $6,734 $6,734

     Building Improvements $63,941 $63,941

     Equipment $367,258 $15,564 $382,822

     Treatment Plant & Lines $5,089,779 $24,219 $5,113,998

Total capital assets being depreciated $5,527,712 $39,783 $0 $5,567,495

Water Fund

Sewer Fund
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Beginning Ending

Balance Increases Decreases Balance

Less accumulated depreciation for

     Land Improvements $1,593 $337 $1,930

     Building Improvements $35,621 $1,827 $37,448

     Equipment $301,815 $16,459 $318,273

     Treatment Plant & Lines $2,934,831 $149,087 $3,083,918

Total accumulated depreciation $3,273,860 $167,710 $0 $3,441,569

Net capital assets being depreciated $2,253,853 ($127,926) $0 $2,125,926

Business-Type Activities, Capital Assets, net $2,274,644 ($115,426) $0 $2,159,217

Note 4 - Pension Plans

     The District offers full-time employees the option to contribute to a 401(k) retirement savings plan administered by ICMA

Retirement Corporation.  The District will match employee's contributions up to 6% of the employee's salary as approved by 

the Board.  Total District expense and Employee contributions for the retirement plan were as follows:

     Water Fund      Sewer Fund

          District Expense $5,250 $1,680

          Employee Contributions $6,568 $1,680

The Board has authority over plan provisions, requirements and amendments.

Note 5 - Long-Term Debt

     The following is a summary of long-term debt transactions for the fiscal year ended December 31, 2017:

Water Fund Sewer Fund

Long-Term Debt payable at January 1 $1,031,159 $884,990

Long-term Debt Issued $0 $0

Long-term Debt Reclassified $0 $557,649

Long-term Debt Retired ($115,207) ($90,981)

Long-Term Debt payable at December 31 $915,952 $1,351,658

     The District's long-term debt consists of the following (bonds transferred to District from the Town):

     In 2009, the Town issued a general obligation bond with Maine Municipal Bond Bank for the Water Department.  This bond

was issued for $511,180 with repayment to be made over a period of 20 years.  Of the total loan amount, $263,100 was forgiven. 

No interest is charged. Principal payments of $6,202 are due semi-annually in April and October.  The balance at December 31,

2017 was $148,848.

     In 2009, the Town issued a general obligation bond with Maine Municipal Bond Bank for the Water Department.  This bond was

issued for $442,820 with repayment to be made over a period of 20 years.  No interest is charged.  Principal payments of $11,071

are due semi-annually in April and October.  The balance at December 31, 2017 was $265,692.

     In 2010, the Town issued a general obligation bond with Maine Municipal Bond Bank for the Water Department.  This bond was

 per annum.  Interest with repayment to be made over a period of 17 years.  Interest is charged at a rate varying from 2.0% to

5.5% per annum.  Interest payments are due in May and with the annual principal payment in November.  The balance at December

31, 2017 was $501,412.

Sewer Fund (Continued)
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     In October 2010, the Sewer Department refinanced all of their outstanding U.S.D.A. debt with Maine Municipal Bond Bank and

paid off the U.S.D.A. debt.  This bond was issued for $1,207,820 with repayment to be made over a period of 23 years, with annual

principal payments of $53,805 plus interest at a variable rate of 2.0% - 5.5%.  Interest payments are due on May 1 and with the

annual principal payment on November 1.  The balance at December 31, 2017 was $831,185.

     The Town subsidized the Sewer Department during the time that the Southwest Harbor Public Utilities District was reported 

as a Business-Type Activity of the Town in the amount of $557,649.  This amount was reported in the prior year as a current

liability.  During 2017, the Town and the District agreed to repayment terms of 0% interest over a period of 15 years with annual

principal payments of $37,176.  Payments are due by June 30.  The liability has been reclassified to long-term.  The balance at

December 31, 2017 was $520,473.

     The following is a summary of debt service requirements along with estimated interest:

Year Principal Interest Total

2018 $115,207 $12,330 $127,537

2019 $115,208 $10,716 $125,924

2020 $91,939 $8,134 $100,073

2021 $91,938 $6,986 $98,924

2022 $91,938 $5,838 $97,776

2023-2027 $340,632 $13,548 $354,180

2028-2032 $69,090 $0 $69,090

$915,952 $57,552 $973,504

Year Principal Interest Total

2018 $90,981 $25,838 $116,819

2019 $90,981 $24,762 $115,743

2020 $90,981 $22,895 $113,876

2021 $90,981 $21,819 $112,800

2022 $90,981 $20,743 $111,724

2023-2027 $454,909 $86,810 $541,719

2028-2032 $417,738 $41,589 $459,327

2032-2036 $24,107 $1,063 $25,170

$1,351,659 $245,520 $1,597,179

Note 6 - Deficit Net Position

     The Sewer Fund has an unrestricted net position deficit as of December 31, 2017 of ($426,636).  This deficit is expected

to be reduced through future fee collection.  The Sewer Department intends to try to fund this deficit through expense control and

future rate increases.

Note 7 - Town Transfer of Capital Assets

     The transfer of assets from the Town to the District for financial reporting purposes occurred effective January 1, 2016.

However, the legal transfer of assets did not occur until May 12, 2017 due to timing of the legal documents.

Note 8 - Risk Management

     The District is exposed to various risks of loss related to torts, theft of, damage to, and destruction of assets, errors or

omissions, injuries to employees and natural disasters for which it carries municipal and commercial insurance.  The District

is aware of a potential fine from the Department of Environmental Protection.  A portion of this fine may be due from the 

Sewer Deparment but it is likely that the cost of this will be shared with the Town.  The fine amount is not able to be determined

at this time and therefore the District has not recorded any material actual or potential claim liabilities at December 31, 2017.

Water Fund

Sewer Fund
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