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Letter of Transmittal
December 1, 2017

To the Commissioners and Customers
of the Spartanburg Sanitary Sewer District

We are pleased to submit to you the Comprehensive Annual Financial Report (“CAFR") for the
Spartanburg Sanitary Sewer District (“the District’) for the fiscal year ended June 30, 2017. Responsibility
for both the accuracy of the data and the completeness and fairness of the presentation, including all
disclosures, rests with the District's management. To the best of our knowledge and belief, the enclosed
data is accurate in all material respects and is reported in a manner designed to present fairly the
financial position and results of operations of the District. All disclosures necessary to enable the reader
to gain an understanding of the District’s financial activities have been included.

The District's management has established a system of internal accounting controls designed to provide
reasonable, but not absolute, assurance for the safeguarding of assets and financial statement
preparation in conformity with accounting principles generally accepted in the United States of America
("GAAP"). The concept of reasonable assurance recognizes that the cost of internal controls should not

exceed the benefits.

The District is required by state law to publish an annual financial report audited by a certified public
accountant and this CAFR fulfills that requirement. McAbee, Schwartz, Halliday & Co., Certified Public
Accountants, conducted the independent audit of the District’s financial statements. The objective was to
obtain reasonable assurance that the financial statements are free of material misstatement. The audit
was conducted in accordance with U.S. generally accepted auditing standards. McAbee, Schwartz,
Halliday & Co. issued an unmodified opinion that the District's financial statements are fairly presented, in
all material respects, in conformity with GAAP. The independent auditor’s report is presented as the first

component of the financial section of this report.

A Management Discussion and Analysis (“MD&A”) is provided in the financial section of this report. The
MD&A serves as a narrative introduction, overview and analysis of the District's financial statements.
This Letter of Transmittal is intended to compliment the MD&A and should be read in conjunction with it.

PROFILE OF THE DISTRICT

The District is a special purpose district that was originally established by Act No. 556 of 1929 to provide
sewer trunkline and treatment services. The General Assembly further empowered the District through
Act No. 1503 of 1970 to provide sewage collection services in addition to transportation and treatment
services. On January 1, 2008, the District acquired the City of Spartanburg sewer collection system,
previously designated as “Subdistrict A.” Currently, there is one subdistrict: “Subdistrict B” is comprised
of areas north of the City and is responsible for providing sewage collection services to its residents.
Since 1970 the District has assumed primary responsibility for providing sewage collection service to

other areas of the District.

The District is located in Spartanburg County, which is located in the northwest Piedmont section of South
Carolina on the |-85 corridor between Atlanta, Georgia and Charlotte, North Carolina. The current
boundaries of the District encompass 137,809 acres (215 square miles) and include the municipalities of
Spartanburg, Cowpens, Landrum, Pacolet, and Central Pacolet, and portions of three other special
purpose districts, which include the Inman-Campobello Water District, the Liberty-Chesnee-Fingerville
Water District and the Startex-Jackson-Wellford-Duncan Water District.

v
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The District is governed by a seven member Commission, all of whom are elected from within the
boundaries of the District. The Mayor of the City of Spartanburg (“City”) and the three members of the
Commission of Public Works of the City of Spartanburg (“CPW”) serve as ex officio members of the
Commission. The remaining three members are elected from the area of the District outside the City
limits. These three members serve concurrent four-year terms.

The District presently operates eight regional treatment facilities: Clifton-Converse, Cowpens, Fairforest,
Lower North Tyger River, Pacolet Area, Fingerville, Page Creek (Landrum) and South Tyger River. In
addition, the District operates one large pump station at Lawson Fork and 77 pump stations throughout
the service area, and 1,102 miles of pipeline, of which 371 miles was acquired from the City of
Spartanburg as of January 1, 2008.

LOCAL ECONOMY

Spartanburg County possesses a diversified business and industry base. The following types of industry
represent major employers in Spartanburg County: automotive, research and development on
yarns/chemicals, flexible plastic packaging materials, radial truck tires, china plumbing fixtures, catalog
printing and binding, non-woven materials and consumer specialty bags. Spartanburg County has the
highest per capita international investment in the nation. The County has an available, skilled labor force
and has taken advantage of the State’s excellent worker training programs. Other major employers in the
area include public schools, state and local governments, and health care providers.

The city serves as the national headquarters for Denny's, QS/1, and Advance America. The Chapman
Cultural Center serves Spartanburg’s cultural community for visual and performing arts, science and
history. The 86,000-square-foot center is in downtown Spartanburg, adjacent to Barnet Park. The USC
Upstate George Dean Johnson, Jr. College of Business and Economics is located in the heart of

downtown Spartanburg.

Spartanburg County’'s unemployment rate in June 2017 was 4.2%, as compared with the state rate of
4.2% and the national rate of 4.5%.

FINANCIAL MANAGEMENT

The District adopts an annual operating budget for management and financial planning purposes. The
District's computerized financial planning and rate-setting model is updated annually to provide for a five-
year financial plan. Capital improvement plans, and applicable debt service projections for future bond
issues, are incorporated in the financial planning process. The five-year plan is reviewed with the
Commission, which adopts the budget and rates for the upcoming year only. The overall objective of the
financial planning process is to minimize the impact of customer rate increases, while maintaining
required debt service coverage. Other considerations of the financial planning process include: volume
trends by customer class; maintaining sufficient fund balances to meet the District's operations,
maintenance, and capital improvement needs; growth trends for various expenditure categories; and the
comparison of customer rates to other utilities in the region. During the fiscal year, financial management
tracking includes the following: monthly preparation and analytical review of departmental and company-
wide financial reports; significant expenditure variances require follow-up with the responsible budget
manager; the company-wide financial report is presented at the monthly Commission meeting; utility user
charges are monitored monthly in relation to the approved budget and historical results; the tracking of
utility user charges is performed for revenues and flows by customer class.

The Red Flags Rule is federal legislation that requires government agencies, including utilities, to develop
written, board-approved programs designed to detect, prevent, and mitigate identity theft. A written Red
Flags Identity Theft Prevention Program was approved by the Commissioners on April 28, 2009; the
program details the procedures implemented to verify the identity of applicants opening new accounts
and to protect sensitive customer information such as social security numbers, bank account information,
and credit card numbers. The Red Flags Rule program is monitored on an ongoing basis to ensure
compliance with procedures and to provide training. The annual Red Flags Program report was provided
at the June 27, 2017 Commission meeting. Management concluded that the program is effective, the
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policies and procedures have been followed, and that the internal controls and electronic security
measures are protecting sensitive customer data.

The District's cash management policy provides that available funds are invested overnight and longer-
term in accordance with state law, which permits the following types of investments: obligations of the
U.S. and its agencies, general obligations of the State of South Carolina and its subdivisions, savings and
loan associations to the extent of federal insurance, certificates of deposit collaterally secured,
repurchase agreements secured by the foregoing obligations, and the State Treasurer's Investment Pool.
For more information regarding the June 30, 2017 investment distribution, see Note 2 to the Financial

Statements.

The District is a member of the South Carolina Retirement System, one of four defined benefit retirement
systems maintained by the Retirement Division of the State Budget and Control Board of South Carolina.
For information regarding the District’s retirement plan, see Note 6 to the Financial Statements.

For information regarding the District's risk management function, see Note 9 to the Financial Statements.

FINANCIAL CONDITION

The increase in net position for fiscal year 2017 was $4,813,433, a 10.8% increase for the fiscal year.
The customer base increased by 716 accounts, or 1.73%, for fiscal year 2017. The average annual
growth rate over the past five years was 1.7%. Debt service coverage of 110% is required by the District's
revenue bond covenant. The fiscal year 2017 debt service coverage ratio based on the revenue bond
covenant was 154%. A recent rate survey of comparable utilities in the region indicated that the District’s
customer rates compared favorably with the majority of the agencies in the survey.

Various funds are maintained to meet the operational, maintenance, and capital improvement needs of
the system. The Depreciation Fund provides for the renovation and replacement of operational
equipment and system facilities, and has been adequately funded in recent years with a June 30, 2017
balance of $3,438,784. The Collection System Rehab Fund provides for the evaluation, maintenance and
replacement of the collection system; the year-end balance is $2,254,366. The Rate Stabilization Fund,
which was established to provide for the smoother transition of future rate increases, has a balance of
$2,508,207 at June 30, 2017.

AWARDS

Spartanburg Water (Spartanburg Sanitary Sewer District and Spartanburg Water System) was honored
as Utility of the Future Today, 2016. Spartanburg Water was one of 61 utilities worldwide recognized for
exceptional performance by a partnership of water sector organizations in 2016—the National Association
of Clean Water Agencies (NACWA), the Water Environment Federation (WEF), the Water Environment &
Reuse Foundation (WE&RF) and the WateReuse Association—with input from the U.S. Environmental

Protection Agency (EPA).

The Government Finance Officers Association of the United States and Canada ("GFQA”) awarded a
Certificate of Achievement for Excellence in Financial Reporting to Spartanburg Sanitary Sewer District
for its comprehensive annual financial report for the fiscal year ended June 30, 2016. This was the
fourteenth year that the government has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both GAAP and applicable legal

requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements, and we are submitting it to the GFOA to determine its eligibility for another certificate.
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A PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

I McAbee, Schwartz, Halliday ch Co.

To the Commissioners and Officers of
Spartanburg Sanitary Sewer District
200 Commerce Street

Spartanburg, South Carolina

INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying financial statements of the Spartanburg Sanitary Sewer District as of and
for the years ended June 30, 2017 and 2016, and the related notes to the financial statements, which
collectively comprise the District’'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 audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the 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 respective
financial position of the Spartanburg Sanitary Sewer District as of June 30, 2017 and 2016, and the
respective changes in financial position and cash flows thereof for the years then ended in in accordance with
accounting principles generally accepted in the United States of America.

824 E. MAIN STREET, 29302 MEMBERS OF: AMERICAN INSTITUTE OF CERTIFIED PUBLIC SPARTANBURG (864) 583-0856
SPARTANBURG, 5.C. ACCOUNTANTS, PCPS AND SEC DIVISIONS; 5.C. ASSOCIATION OF CERTIFIED TOLL FREE (800) 785-3193

WWW MSHCPA.COM PUBLIC ACCOUNTANTS; N.C. ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS FAX NUMBER (864) 594-4365



To the Commissioners and Officers of
Spartanburg Sanitary Sewer District
Page Two

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, schedule of funding progress and employer contributions for retiree health plan, and
schedules of the District's proportionate share of the collective net pension liability and employer
contributions, as listed in the table of contents, be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governemental
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.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Spartanburg Sanitary Sewer District's basic financial statements. The introductory and
statistical sections are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The introductory and statistical sections have not been subjected to the auditing
procedures applied in the audits of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on them.

A, MWM‘;., ﬂmﬂ"‘% $ G,

Spartanburg, South Carolina
December 1, 2017
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Spartanburg Sanitary Sewer District
Management’s Discussion and Analysis

This Management Discussion and Analysis (“MD&A") serves as an introduction to the basic financial
statements and provides a narrative overview and analysis of the District’'s financial condition and
performance for the fiscal year ended June 30, 2017. This information should be read in conjunction with
the transmittal letter and the District’s financial statements, as listed in the table of contents included in
this report.

Financial Highlights

As of June 30, 2017, total assets of $223,914,978 and deferred outflows of resources of $8,646,151
exceed total liabilities of $183,219,803 and deferred inflows of resources of $-0- by $49,341,326. For
fiscal year 2016, total assets of $207,682,854 and deferred outflows of resources of $9,099,949
exceeded total liabilities of $171,788,594 and deferred inflows of resources of $466,316 by $44,527,893.

For the fiscal year ended June 30, 2017, increase in net position, before capital contributions, was
$1,134,965. The District's increase in net position, after capital contributions of $3,678,468, was
$4,813,433. For fiscal year 2016, decrease in net position, before capital contributions, was $1,001,454
and increase in net position, after capital contributions of $3,334,211, was $2,332,757.

For fiscal year 2017, operating revenues increased by $2,126,256 to $26,330,277, or 8.8%, non-
operating revenues increased by $1,167,545 to $6,816,865, or 20.7%, and total expenses increased by
$1,157,382 to $32,012,177 or 3.8%. For fiscal year 2016, operating revenues increased by $2,787,437 to
$24,204,021, or 13%. For fiscal year 2016, non-operating revenues increased by $317,412 to $5,649,320
or 6.0%, and total expenses increased by $466,078 to $30,854,795, or 1.5%.

Debt service coverage of 110% is required by the District's revenue bond covenant. The fiscal year 2017
debt service coverage ratio based on the revenue bond covenant was 154%. The fiscal year 2016 total
District debt service coverage ratio was 147%.

Overview of the Financial Statements

The financial statements of the District report information about the District using accounting methods
similar to those used by private-sector companies. These statements provide both long-term and short-
term information about the District’s overall financial status.

The Statements of Net Position present the District’s financial position and reports information on all of
the assets (resources owned by the District), deferred outflows of resources, liabilities (obligations of the
District), and deferred inflows of resources with the difference between assets and deferred outflows of
resources, and liabilities and deferred inflows of resources reported as net position.

All of the current year's revenues and expenses are accounted for in the Statements of Revenues,
Expenses and Changes in Net Position. Revenue is reported when earned, and expenses are reported
when incurred. This statement measures the success of the District's operations over the past year and
serves as the basis for determining the District's actual Debt Service Coverage Ratio, as required by the
District’s revenue bond covenant.

The Statements of Cash Flows reports cash receipts, cash payments, and net changes in cash resulting
from operating, investing, and financing activities. This statement provides information as to where did
cash come from, what was cash used for, and what was the change in the cash balance during the
reporting period.
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Financial Analysis of the District

The Condensed Statements of Net Position are provided below as a summary of Assets, Deferred
outflows of resources, Liabilities, Deferred inflows of resources, and Net position for the years ended
June 30, 2017, 2016 and 2015.

Financial Analysis of the District
Condensed Statements of Net Position

2015
2017 2016 (Restated)

Assets

Current and noncurrent assets $ 51,085,479 $ 33,577,264 $ 38,709,566

Capital assets, net of accumulated depreciation 172,829,499 174,105,590 171,141,188
Total Assets $ 223,914,978 $ 207,682,854 $ 209,850,754
Deferred outflows of resources

Deferred loss on refundings $ 7,647,318 $ 8,204,542 $ 8,761,765

Deferred outflows from pension 998,833 895,407 514,042
Total Deferred Outflows of Resources $ 8,646,151 $ 9,099,949 $ 9,275,807
Liabilities

Current liabilities $ 10,084,318 $ 9,329,504 $ 9,042,510

Noncurrent liabilities 173,135,485 162,459,090 167,384,246
Total Liabilities $ 183,219,803 $ 171,788,594 $ 176,426,756
Deferred Inflows of Resources

Deferred inflows from pensions $ - $ 466,316 $ 504,669
Net position

Net investment in capital assets $ 41,576,507 $ 40,584,822 $ 38,642,654

Unrestricted 7,764,819 3,943,071 3,552,482
Total Net Position $ 49,341,326 $ 44,527,893 $ 42,195,136

Current and noncurrent assets increased by $17,508,215 to $51,085,479 and decreased $5,132,302 to
$33,577,264 in fiscal year 2017 and 2016, respectively, primarily due to the issuance of the 2016 GO
Bond. Additionally, capital assets decreased by $1,276,091 to $172,829,499 in fiscal year 2017 and
increased by $2,964,402 to $174,105,590 in fiscal year 2016. See Capital assets section on page 9 for
further explanation.

For the current fiscal year the District's long-term debt, including current maturities, increased by
$10,045,994 to $170,637,535 or 6.25% and decreased by $5,038,603 or 3.0% for the prior fiscal year.

Current and noncurrent assets included cash and investments of $43,682,769 and $26,337,666 as of

June 30, 2017 and 2016, respectively. The distribution by fund of the year-end balances is provided
below:
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Fund 2017 2016

Operating $ 4,227,643 $ 4,464,438
Debt senice trust account 3,058,606 3,073,159
Debt senice reserve account 4,189,105 4,189,088
Rate stabilization 2,508,207 2,257,191
Depreciation 3,438,784 2,237,873
Capacity fees 84,150 84,150
Collection system rehab 2,254,366 1,788,446
Capital project funds

Capital 6,748,787 5,498,601

Bond funds 17,173,121 2,744,720

Total cash and investments $ 43,682,769 $ 26,337,666

Also included in current and noncurrent assets for fiscal year 2017 are receivables of $6,548,231, with the
substantial portion associated with user charge receivables, as follows: billed, not collected, net of
allowance for doubtful accounts $1,329,515, amount collected by Spartanburg Water System and
transferred to the District after year-end $2,429,298 and revenue earned but not yet billed $2,708,219.
For fiscal year 2016, the receivables of $6,393,360, with the substantial portion associated with user
charge receivables, as follows: billed, not collected, net of allowance for doubtful accounts $1,291,560,
amount collected by Spartanburg Water System and transferred to the District after year-end $2,653,598
and revenue earned but not yet billed $2,381,931.

Current liabilities as of June 30, 2017, included accounts payable from operating funds of $413,725, and
accounts payable from capital funds of $946,827, retainage payable of $378,116 and the intercompany
payable to the Spartanburg Water System of $994,827 that is included in other payables. June 30, 2016
current liabilities included accounts payable from operating funds of $350,542, and accounts payable
from capital funds of $777,553, retainage payable of $146,992 and the inter-company payable to the
Spartanburg Water System of $982,397 that is included in other payables.

The Condensed Statements of Revenues, Expenses and Changes in Net Position are provided on the
following page as a summary for the fiscal years ended June 30, 2017, 2016, and 2015.

Condensed Statements of Revenues, Expenses
and Changes in Net Position

2015
2017 2016 (Restated)
Revenues
Operating revenues
User charge revenues $ 25,081,281 $ 22,919,183 $ 20,123,998
Other operating revenues 1,248,996 1,284,838 1,292,586
26,330,277 24,204,021 21,416,584
Nonoperating revenues
Property tax collections 6,038,111 5,024,690 4,933,591
Other nonoperating revenue 778,754 624,630 391,386
6,816,865 5,649,320 5,324,977
Total revenues 33,147,142 29,853,341 26,741,561
Expenses
Operating expenses, before depreciation 14,523,095 14,147,144 13,862,028
Depreciation expense 10,371,935 10,095,657 9,640,858
Non-operating expenses 7,117,147 6,611,994 6,878,900
Total expenses 32,012,177 30,854,795 30,381,786
Change in net position before capital
contributions 1,134,965 (1,001,454) (3,640,225)
Capital contributions 3,678,468 3,334,211 2,475,057
Change in net position 4,813,433 2,332,757 (1,165,168)
Net position, beginning of year, restated (2015) 44,527,893 42,195,136 43,360,304
Net position, end of year $ 49,341,326 $ 44,527,893 $ 42,195,136
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Revenues (excluding capital contributions) of $33,147,142 for the fiscal year ended June 30, 2017, were
comprised of the following:

User charges Revenues 2017

$25,081,281
75.7%

Other revenue e —
$862,594

2 6% Property tax

collections
$6,038,111
18.2%

Interest income

$206,175 Industrial service fees
6% Connection fees $492,704
$466,277 1.5%
1.4%

User charge revenue increased from fiscal year 2016 to fiscal year 2017 by $2,162,098, or 9.4%,
primarily due to an increase in usage and base charges. The increase from fiscal year 2015 to fiscal year
2016 was $2,795,185, or 13.9%, primarily due to increased usage.

Pursuant to Act No. 1503 of 1970, the District has the authority to levy taxes uniformly throughout the
District. The tax revenue may be used to pay debt service on eligible General Obligation (“G.0O.”) debt
and to pay administrative expenses for the District. Property tax revenue was $6,038,111 and increased
by $1,013,421, or 20.2%, due to the increase in vehicle tax collections, delinquent taxes and the addition
of 1.4 bond millage for the 2016 GO Bond. Property tax revenue during fiscal year 2017 consisted of:
real property of $4,919,320, vehicles of $567,096, delinquent taxes of $203,132, homestead
reimbursement of $234,595, and other sources of $113,968. Property tax revenue for fiscal year 2016
was $5,024,690 and consisted of: real property of $4,035,067 vehicles of $512,576, delinquent taxes of
$174,100, homestead reimbursement of $192,225 and other sources of $110,722 which was an increase
of $91,099, or 1.8%, which was also attributed to an increase in real property and vehicle tax collections.

Interest income increased $145,197, or 238%, to $206,175 for fiscal year 2017, due to the increased
investment in capital and rate stabilization accounts, following an increase of $24,483, or 67% in fiscal
year 2016, due to the increased investment in capital and rate stabilization accounts.

Industrial service fees of $492,704 included industrial service charges of $315,032 and industrial
surcharge revenues of $177,672 for fiscal year 2017 compared to a total of $495,097 for fiscal year 2016.

Other revenue includes intercompany reimbursements, septic tank discharge revenues, county

maintenance fees, service processing/inspection fees, miscellaneous cost recoveries, and sewer
collection fees.
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Operating expenses before depreciation were comprised of the following:

Operating expenses before depreciation 2017

Salaries and wages

Treatment Other supplies and
supplies maintenance Fees and Support
i 2,868 services
System operation $710,051 $802,
axd main?enance 4.9% 5.5% $2’1255_g£)68
$1,559,311 \
10.7% e
Group insurance Utilities
$1,243,752 $1,909,984
8.6% 13.2%

Other outside services

$4,192,755 Other expenses $1,397,458
28.9% $453,548 9.6%
3.1%

The following tables provide a comparison of fiscal year 2017 and 2016 and fiscal year 2016 and 2015

operating expenses for major expense categories.

Comparison of operating expenses before depreciation

Increase/(Decrease)
Expense Category From 2016 to 2017
2017 2016 Amount % of Change
Salaries and wages $ 4,192,755 $ 4,025,873 $ 166,882 4.1%
Group insurance 1,243,752 930,869 312,883 33.6%
System operation and maintenance 1,559,311 1,610,431 (51,120) -3.2%
Treatment supplies 710,051 734,431 (24,380) -3.3%
Other supplies and maintenance 802,868 654,719 148,149 22.6%
Fees and support senices 2,253,368 2,326,872 (73,504) -3.2%
Utilities 1,909,984 2,062,114 (152,130) -7.4%
Other outside senices 1,397,458 1,390,347 7,111 0.5%
Other expenses 453,548 411,488 42,060 10.2%
Total operating expenses
before depreciation $ 14,523,095 $ 14,147,144 $ 375,951 2.7%

()




Comparison of operating expenses before depreciation

Increase/(Decrease)

Expense Category (Restated) From 2015 to 2016

2016 2015 Amount % of Change
Salaries and wages $ 4025873 $ 3,846,499 % 179,374 4.7%
Group insurance 930,869 1,291,685 (360,816) -27.9%
System operation and maintenance 1,610,431 1,378,687 231,744 16.8%
Treatment supplies 734,431 736,875 (2,444) -0.3%
Other supplies and maintenance 654,719 789,840 (135,121) -17.1%
Fees and support senices 2,326,872 2,235,099 91,773 4.1%
Utilities 2,062,114 1,867,130 194,984 10.4%
Other outside senvices 1,390,347 1,263,545 126,802 10.0%
Other expenses 411,488 452,668 (41,180) -9.1%
Total operating expenses
before depreciation $ 14,147,144 $ 13,862,028 $ 285,116 2.1%

Operating expenses, before depreciation, increased by $375,951, or 2.7% from fiscal year 2016 to fiscal
year 2017, primarily due to an increase in group insurance and other supplies and maintenance. The
increase from fiscal year 2015 to fiscal year 2016 was $285,116, or 2.1%, primarily due to an increase in
system operations and maintenance and utilities. Highlights of the fiscal years 2017-2016 expense
comparison is provided below:

» The Salaries and wages increase resulted primarily from merit pay increases and an increase in
retirement contributions. These increases were offset by cost savings associated with current year
vacancies.

» The Group insurance increase resulted from an unfavorable claims experience for fiscal year 2017
and an increase in workers compensation costs.

» The Other supplies and maintenance increase is associated with increased costs for building and
grounds maintenance for reclaimed water treatment facilities and right of way maintenance costs.

» The Utilities decrease results from electrical power with Duke Energy overall and primarily from the
from Reclaimed Water Treatment facility.

» The other expense increase was primarily associated with an increase in memberships &
sponsorships, property & liability insurance and customer relations expenses.

» The other line items reflected no significant change in the comparison of fiscal year 2017 to fiscal
year 2016.

Non-operating expenses totaled $7,117,147 for the year and consisted of interest expense, paying agent
fees and bond issuance costs. Total interest expense and paying agent fees increased by $286,982.

Capital Contributions

The District receives contributions from developers in the form of cash payments and donated lines; and
occasionally, contributions from federal/state agencies in the form of grants for capital projects.
Accounting principles generally accepted by the United States of America require that these contributions
be reflected as a revenue source on the Statements of Revenues, Expenses and Changes in Net
Position. Capital contributions for fiscal year 2017 totaled $3,678,468, an increase of $344,257 or
10.32%, and were comprised of donated lines $3,372,549 and cash payments $305,919. The most
significant capital contributions during fiscal year 2017 are as follows: TRIP North Phl.1, Rainwater
Subdivision, Ridgeville Crossing and Ivywood Subdivision. Capital contributions for fiscal year 2016
totaled $3,334,211, an increase of $859,154, or 34.7%, and were comprised of donated lines $1,769,050
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and cash payments $1,565,161. The most significant capital contributions during fiscal year 2016 were as
follows: Flatwood Farms, Upstate Corporate Park and Escavera Subdivision.

Capital Assets

At June 30, 2017, the District had $172,829,499 invested in capital assets, as provided in the schedule
below:

Capital Assets at Year-End

2017 2016 2015

Treatment plants, interceptor lines,

- $ 293,837,853 $ 282,981,397 $ 276,413,238
and collection lines

Other facilities and property 1,845,999 1,845,999 1,845,999
\els:i';:s;tomce and maintenance 14,887,529 14,548,988 13,333,690
Construction in progress 4,815,494 7,437,944 2,555,404

Subtotal 315,386,875 306,814,328 294,148,331
Accumulated depreciation (142,557,376) (132,708,738) (123,007,143)

Capital assets - net of depreciation $ 172,829,499 $ 174,105,590 $ 171,141,188

The fiscal year 2017 overall decrease in capital assets was a result of the increase in Treatment plants,
interceptor lines, and collection lines, decrease in construction in progress and increase in current year
depreciation. The Treatment plants, interceptor lines, and collection lines increase was primarily due to
current and prior year construction projects completed and the $3,372,549 addition of donated sewer
lines. The net decrease for construction in progress resulted primarily from the following closed projects:
Biosolids Master Plan Phase |, Toray Industries Sewer Line Extension and the LNT Basin Sewer Rehab.

The fiscal year 2016 overall increase in capital assets was a result of the increase in Treatment plants,
interceptor lines, and collection lines, construction in progress and current year depreciation. The
Treatment plants, interceptor lines, and collection lines increase resulted primarily from the addition of the
following: donated sewer lines of $1,769,050 and the completion of the Accutab Replacement and the
Lawson Fork Force Main Pigging project totaling $1,320,567. The net increase for construction in
progress resulted primarily from the following: Biosolids Master Plan Phase |, Toray Industries Sewer Line
Extension and the Lower North Tyger River WWTP Expansion and Upgrade. For more information on
changes in capital assets, see Note 3 of the financial statements.

Debt Administration
Debt Service Coverage

In the District's revenue bond resolution, the District covenants and agrees that it will, at all times,
prescribe and maintain and thereafter collect rates and charges for the services and facilities furnished by
the system which, together with other income, are reasonably expected to yield annual net earnings in the
current fiscal year equal to at least 110% of the annual principal and interest requirements for all revenue
bonds outstanding in such fiscal year, plus 100% of debt service on any general obligation bonds not paid
from ad valorem tax receipts. The computation of net earnings is presented by the detailed schedule of
Debt Service Coverage, which is provided in the statistical section of this report. The District’s historical
debt service coverage is summarized by the table below:
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Debt Service Coverage 2017 2016 2015
Net earnings per Revenue bond covenant $ 15,619,578 $ 14,197,607 $ 11,904,354
Debt senvice requiring coverage, per covenant
Revenue bond debt senice 9,090,061 9,092,681 9,394,938
G.O. Debt senice paid with revenues - - -
Debt senice amount for coverage test $ 9,090,061 $ 9,092,681 $ 9,394,938
Debt senvice coverage ratio based on revenue covenant 1.72 1.56 1.27
Net earnings per revenue bond covenant 15,619,578 14,197,607 11,904,354
Plus: Ad valorem taxes used for G.O. debt senice 2,967,750 1,854,135 1,783,899
Adjusted net earnings $ 18,587,328 $ 16,051,742 $ 13,688,253
Total District debt senice $ 12,057,811 $ 10,946,816 $ 10,085,583
Total District debt coverage ratio 1.54 1.47 1.36
Spartanburg Sanitary Sewer
Debt service coverage
225%
200%
175%
154% 147%
150% A 136% BExcess
125% A BRequired
100% A
75%
50% -
2017 2016 2015
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Outstanding Debt at Year-End
The District had $162,663,197 in debt outstanding at year-end, as scheduled below:

Average Outstanding Debt
Yield 2017 2016 2015
Long-term Debt
Bond Anticipation Note
2016 BAN $ - $ 250,000 $ -
General Obligation Bonds
2010 General Obligation Refunding Bonds 3.75% 12,020,000 12,020,000 12,020,000
2011 General Obligation Refunding Bonds 2.89% 6,425,000 7,100,000 7,750,000
2013 General Obligation Bonds 2.50% 3,455,000 3,455,000 3,455,000
2014 General Obligation Refunding Bonds 2.20% 6,737,000 7,407,000 8,062,000
2016 General Obligation Bonds 2.52% 15,075,000 - -
43,712,000 29,982,000 31,287,000
Revenue Bonds
2009A Sewer Revenue Refunding Bonds 3.97% 4,685,000 5,565,000 6,355,000
2009B Sewer Revenue Refunding Bonds 3.97% 15,070,000 16,230,000 17,340,000
2011 Sewer Taxable Revenue Bond 3.49% 2,385,000 3,305,000 4,205,000
2013A Sewer Revenue Refunding Bonds 3.55% 8,380,000 8,595,000 8,865,000
2013B Sewer Revenue Refunding Bonds 3.55% 50,125,000 50,125,000 50,125,000
2014A Revenue Refunding Bonds 3.86% 4,440,000 4,555,000 4,665,000
2014B Convertible Refunding Bonds 3.86% 33,685,000 34,030,000 34,380,000
118,770,000 122,405,000 125,935,000
Loans
State Revolving Fund Loan 3.50% 181,197 234,343 286,310
Total Debt Outstanding $ 162,663,197 $ 152,871,343 $ 157,508,310

Current Year Transactions
Series 2016 General Obligation Bond

The District issued the 2016 G.O. bond, dated August 30, 2016, in the amount of $15,325,000 with an
annual interest rate of 2.74%. The bond proceeds were used to pay off the Bond Anticipation Note
and will provide funding for treatment facility and infrastructure improvements.

For more information on changes in long-term debt, see Note 4 to the financial statements.

G.O. Debt Limit

The District may issue G.O. debt up to an amount equal to 8% of the last certified District assessment,
without the requirement of conducting a referendum. Current G.O. debt capacity is determined as

follows:

Final 2016 Assessed Value, less

mfg. depreciation reduction $ 642,319,212
G.O. debt ceiling percentage 8%
Current G.O. debt ceiling 51,385,537
Less: outstanding G.O. debt 43,712,000
Available G.O. debt capacity $ 7,673,537
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Bond Ratings

The District maintained the following ratings during fiscal year 2017:

Agency Revenue | G.O.
Standard & Poor's | AA- AA
Moody's Al Aa3

Financial Planning

Although the District does not have a legally adopted budget, an annual operating budget is adopted for
management and financial planning purposes. The District conducts an update of the financial planning
process as follows: departmental staffing plans, detailed budget requests, and depreciation schedules
are prepared; District-wide budget information, including revenues, flow estimates, debt service, cost
allocations, etc., are completed; capital improvement plans, and applicable debt service projections are
utilized for long-term financial planning; the computerized financial planning and rate-setting model is
updated to provide for a five-year financial projection; the annual operating budget is presented to the
Commission; and a public hearing is advertised and held prior to final approval of the budget, tax levy,
and user charges.

The District Commission approved an Annual operating budget for fiscal year 2018 in the total amount of
$32,109,471, which represents a 2.5% increase over the previous year's budgeted revenues and
expenditures. The fiscal year 2018 budget included funding of reserves as follows: Depreciation fund -
$1,900,000; Capital - $950,000; and the Collection system rehab fund - $1,200,000.

Other Significant Matters

e Collection System Rehab Program
The District has continued rehab program efforts associated with the Collection System
infrastructure. These project activities include sewer line rehab work, creek crossings, manhole
rehab work, right-of-way clearing, and large line cleaning.

e Monthly Billing
Spartanburg Water System and Sanitary Sewer District will introduce monthly billing in early
calendar year 2018. Most customers are currently billed on a bimonthly basis. This billing
change will benefit customers by providing timelier usage information and allowing earlier leak
detection. Monthly billing represents the more typical billing method utilized in the water/sewer
industry.

Requests for Information

This financial report is intended to provide a general overview of the District’'s finances. For questions
concerning this report or other requests for financial information, please contact:

Chief Financial Officer

Spartanburg Sanitary Sewer District
P.O. Box 251

Spartanburg, SC 29304

(864) 583-7361
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SPARTANBURG SANITARY SEWER DISTRICT
STATEMENTS OF NET POSITION
JUNE 30, 2017 AND 2016

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

Exhibit A

2017 2016
Assets
Current Assets
Cash $ 13,554,436 11,079,959
Investments 5,300,258 5,251,365
User charge receivable - net of allowance for doubtful
accounts of $123,939 and $102,109 for 2017 and
2016, respectively 4,037,733 3,673,490
Taxes receivable - net of allowance for doubtful
accounts of $377,840 and $332,120 for 2017 and
2016, respectively 72,129 57,201
Assessments and improvement charges receivable 9,071 9,071
Other receivables 2,429,298 2,653,598
Inventories 821,607 822,904
Total Current Assets 26,224,532 23,547,588
Noncurrent Assets
Restricted cash 327,596 -
Restricted investments 24,500,479 10,006,342
Net other post-employment benefits asset 32,872 23,334
Capital assets - net of accumulated depreciation 172,829,499 174,105,590
Total Noncurrent Assets 197,690,446 184,135,266
Total Assets 223,914,978 207,682,854
Deferred Outflows of Resources
Deferred loss on refundings 7,647,318 8,204,542
Deferred amounts related to pensions 998,833 895,407
Total Deferred Outflows of Resources 8,646,151 9,099,949
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SPARTANBURG SANITARY SEWER DISTRICT
STATEMENTS OF NET POSITION - CONTINUED

JUNE 30, 2017 AND 2016

LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET POSITION

Exhibit A - Continued

2017 2016
Liabilities
Current Liabilities
Accounts payable 1,732,296 1,268,715
Accrued salaries and wages 387,483 364,770
Accrued employee benefits 117,435 94,230
Accrued interest expense 2,072,925 2,006,246
Other payables 994,827 982,397
Long-term debt - current portion 4,779,352 4,613,146
Total Current Liabilities 10,084,318 9,329,504
Noncurrent Liabilities
Net pension liability 7,277,302 6,480,695
Long-term debt - net of current portion 165,858,183 155,978,395
Total Noncurrent Liabilities 173,135,485 162,459,090
Total Liabilities 183,219,803 171,788,594
Deferred Inflows of Resources
Deferred amounts related to pensions - 466,316
Net Position
Net investment in capital assets 41,576,507 40,584,822
Unrestricted 7,764,819 3,943,071
Total Net Position 49,341,326 44,527,893

The accompanying notes are an integral part of the financial statements.
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SPARTANBURG SANITARY SEWER DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

Operating Revenues
User charge revenues
Industrial service fees
Treatment charges
Miscellaneous

Operating Expenses
Operating expenses before depreciation
Depreciation and amortization expense

Operating Income (Loss)

Nonoperating Revenues (Expenses)
Connection fees
Property tax collections
Gain on sale of capital assets
Interest income
Interest expense and paying agent fees
Bond issuance costs

Increase (Decrease) in Net Position, Before
Capita