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CHIEF EXECUTIVE OFFICER’S TRANSMITTAL LETTER
December 20, 2019

Board of Directors
Great Lakes Water Authority

Dear Directors,

I am pleased to present the Comprehensive Annual Financial Report (CAFR) for the Great Lakes
Water Authority (GLWA) for the fiscal year which ended June 30, 2019. This is GLWA'’s third full 12-
month fiscal year of operations since GLWA'’s operational effective date of January 1, 2016. Having
three full years of financial information allows the GLWA team to demonstrate delivery of the high
level of performance that we have pledged.

GLWA's financial statements were prepared in accordance with U.S. generally accepted accounting
principles ("GAAP"), as promulgated by the Governmental Accounting Standards Board ("GASB") and
audited by a firm of independent certified public accountants engaged by the GLWA Board of
Directors. This is consistent with the GLWA Articles of Incorporation and By-laws which require an
annual audit of GLWA's financial statements by independent certified public accountants.

Responsibility for the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with GLWA management. To the best of my knowledge and belief, the
information contained in this report is accurate in all material respects and is reported in a manner
designed to present fairly the financial position and results of operations of GLWA. All disclosures
necessary for the reader to gain an understanding of GLWA's financial activity have been included.

GLWA management is responsible for establishing and maintaining an internal control structure
designed to ensure that its assets are adequately safeguarded against loss, theft, or misuse and to
maintain accurate and reliable financial records for the preparation of financial statements and the
representations made by management. The internal control structure is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: 1) the cost of internal controls should not exceed the benefits derived
from the controls; and 2) the evaluation of costs and benefits requires management's exercise of
judgment. To the best of my knowledge and belief, GLWA's internal accounting controls adequately
safeguard its assets and provide reasonable assurance of the proper recording of financial
transactions in accordance with GAAP.

Baker Tilly Virchow Krause, LLC, Certified Public Accountants, has been retained by GLWA to serve
as its independent auditors and has issued an unmodified ("clean") opinion on GLWA's financial
statements for the year ended June 30, 2019 with comparative amounts for June 30, 2018.




GAAP requires that management provide a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of Management's Discussion and Analysis
("MD&A"). This letter of transmittal is designed to supplement the MD&A and should be read in
conjunction with it. GLWA’s MD&A is located immediately following the independent auditors'
report.

Overview of GLWA

GLWA is the result of a monumental collaboration among regional leaders. Working to meet the
needs of sustainable and affordable infrastructure, a memorandum of understanding was agreed
upon on September 9, 2014. Subsequently, GLWA was incorporated by the City of Detroit (City) and
the counties of Macomb, Oakland and Wayne on November 26, 2014 pursuant to Act 233, Public Acts
of Michigan, 1955, as amended. At the time of GLWA’s incorporation, the City, through its Detroit
Water and Sewerage Department (DWSD), was providing water supply services within and outside
of the City through a water supply system and drainage and sewage disposal services within and
outside of the City through a sewage disposal system.

On June 12, 2015, the City and GLWA executed the Regional Water Supply and Sewerage Disposal
System Leases (the Regional System Leases), transferring the regional water and sewage disposal
facilities from the City to GLWA for an initial term of 40 years. In addition, the City and GLWA entered
into a Water and Sewer Services Agreement whereby GLWA provides water and sewer services to
the City; the City then supplies these services to Detroit retail customers via the DWSD.

The above agreements required the satisfaction of several conditions before becoming effective. By
January 1, 2016 (the Effective Date), those conditions were met and GLWA, under the terms of the
Leases, became responsible for the assets, all bonded indebtedness, and operations for the regional
water and wastewater systems.

GLWA leases the regional water and sewerage disposal facilities from the City for an allocation of $50
million per year to fund capital improvements for the City’s retail system and/or debt obligations.
GLWA also funds a Water Residential Assistance Program (WRAP) to assist low-income residential
households in enrolled member partner communities.

Biennial budgets are prepared annually and approved by the Board of Directors. Included with the
biennial budget is a five-year financial plan. A five-year capital plan is also prepared annually and
approved by the Board of Directors.

At GLWA we define “member partner” as the authority, city, township, village, drainage district or
other public body corporate recognized by the state of Michigan that holds a wholesale water or
wastewater services contract with GLWA and includes its staff and consultants. Our member
partners are actively engaged with GLWA and supported by a facilitated outreach program to ensure
open, ongoing, and proactive relationships.



Water System

Our regional water system is one of the largest in the United States, both in terms of water produced
and population served. The system currently serves an area of 1,698 square miles with an estimated
population of nearly 3.8 million or approximately 38 percent of Michigan’s population. The water
system has 88 member partners across 112 communities.

The water supply system consists of three intake facilities, five water treatment plants, 19 booster
pumping stations, 32 water storage reservoirs and a conveyance system with over 816 miles of
transmission mains. The facilities have the treatment capacity of 1,720 million gallons per day.

The long-term strategy for the water system focuses on reliability, flexibility and cost effectiveness.
The Water System Master Plan was updated in August 2016. The master plan addressed declining
water usage trends which have seen a significant and consistent decline as observed across the water
sector. Because GLWA's water system is large and made up of multiple facilities, the team had
flexibility in charting a course forward. The overarching strategy is to address excess system capacity
by derating facilities to reduce operating costs, but more significantly, minimize or reduce future
capital costs. The engineering team is updating the evaluation for the option to convert the Northeast
Water Treatment Plant into a storage and pumping facility and invest in new transmission mains to
support Northeast’s service area. Below is the Water System service area map.
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Wastewater System

Our regional wastewater system is also one of the largest in the United States, both in terms of
treatment capacity and population served. The wastewater system currently serves an area of 944
square miles with an estimated population of nearly 2.8 million or approximately 28 percent of
Michigan’s population. The wastewater system has 19 member partners across 79 communities.

The wastewater system consists of one of the largest single-site wastewater treatment plants in the
world, three major interceptors, nine pump stations, eight Combined Sewer Overflow (CSO) Control
Facilities, including five retention treatment basins and three flow-through type facilities, and a
conveyance system with 195 miles of trunk sewers and interceptors.

The long-term strategy for the sewage disposal system is a focus on regional efficiencies. The
Wastewater Master Planning Process, launched in April 2017 and supported by a Wastewater Master
Plan Steering Committee including the Michigan Department of Environmental Quality, holds
monthly meetings with stakeholders. The 40-year master planning process is focusing on water
quality, leveraging the entire region’s existing infrastructure, maximize the use of dynamic wet
weather operations, strategic use of green infrastructure, addressing changes in weather patterns
and rain event intensities, extensive system modeling including surface water and wastewater
treatment, evaluation of resource recovery options and energy reduction opportunities. Below is the
Wastewater System service area map.
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Financial Highlights

In preparing for a bond transaction, on September 5, 2018, Standard & Poor’s (S&P) increased
GLWA's senior lien water system rating by three notches to AA- and its second lien water system
rating by three notches to A+. The rating agency also increased GLWA's senior lien sewage disposal
system rating by two notches to A+ and its second lien sewage disposal system was increased by two
notches to A.

This rating increase was followed by a successful refunding on October 3, 2018, of $156 million of
Water Supply System Revenue Bonds and $258 million of Sewage Disposal System Revenue Bonds
(with $82 million in new money and $176 million in refunding bonds). The net present value savings
from the refunding transactions was a total of $59.42 million, with $24.90 million for the water fund
and $34.52 million for the sewage disposal fund.

This demonstration of an improved credit rating to secure a lower cost of capital was a key objective
in the creation of GLWA.

FY 2019 Results

GLWA is committed to ensuring the long-term sustainability of the water and sewage disposal
systems. Below are key financial highlights:

1. Liquidity - Strong liquidity with 1,058 days cash on hand for the water system and 495 days for
the sewage disposal system as shown on the Schedule of Days Cash in the supplementary
information.

2. Debt Service Coverage - Excellent debt service coverage for both the water and sewage disposal
funds. The water fund reports debt coverage for senior lien bonds at 2.04 times and all bonds at 1.45
times. The sewage disposal fund reports debt coverage for senior lien bonds at 2.10 times and all
bonds at 1.28 times. Detail for all debt types can be found in the Debt Service Coverage schedule in
the statistical section.

3. Revenue Stability - Predictable wholesale budgeted with actual revenues within one percent ($3
million) less than budget for the water system and 0.5 percent ($1.5 million) more than budget for
the sewage disposal system. The Schedule of Revenue Requirements in the Supplementary
Information section provides more information related to the basis for which we establish service
charges compared to actual results.

4. Controlled Spending - Sound performance results with an overall Operations and Maintenance
budget positive variance of $3.8 million, or 3.17 percent, for the water system and $17.1 million, or
8.93 percent, for the sewage disposal system. This is shown in the Schedule of Operations and
Maintenance Expense for each system in the Supplementary Information section. The positive
budget variances are directed toward future years’ pay-as-you go capital funding.

‘ (A) GLWA



Solid Foundation for Sustainability

As GLWA matures as an organization, the connections that our team members have with each other,
and with our many stakeholders, is evident. This is most noticeable when you see the passion of
multi-disciplinary teams, working through the development of a long-term plan that encompasses
engineering, operations, finance, and many others to chart the course for the future - while never
forgetting about the end-consumer and the environment. Below are topics that we cover when
talking about GLWA. At the core of each item is a connection between our stakeholders and a
foundational element of sustainability.

Revenues - The water and sewer system charge structure, developed collaboratively with member
partners, supports a high degree of financial stability. The Water System revenues are set using a
methodology with a basis of 60 percent fixed monthly charge and 40 percent commodity
consumption using a 36-months historical average usage. The sewer system charge revenues are
100 percent fixed monthly billing based on each member partner’s share of the annual forecasted
revenue requirement.

Bondholder Protections - All GLWA and DWSD customer payments are deposited to Bond Trustee
Accounts and are disbursed in accordance the Master Bond Ordinance (MBO) flow of funds.

Defined Contribution Benefit Plans - All employee benefit plans are defined contribution which
provide shorter term vesting and flexibility for the employee while creating zero risk on unfunded
liabilities for GLWA.

Moderate Budget and Charges Requests - GLWA balances steady and controlled 0&M budget
requests for the short-term, while continuing to focus on increasing cash reserves for capital
investment and decreasing long-term liabilities. This provides stability in the cost of supply for our
member partners.

Flexible Capital Program - The majority of the GLWA FY 2020 -2024 five-year capital improvement
plan (CIP) is driven by optimizing the system and fostering innovation. There are no projects in the
water system or sewer system CIP which have costs that will be incurred during FY 2020 to 2024
that are driven by mandated permit requirements. The water system CIP calls for $852.3 million of
major capital expenditures over the next five fiscal years (2020-2024) and the sewer system CIP calls
for $733.6 million of capital expenditures over the same time period. The staff from Michigan
Department of Environment, Great Lakes, and Energy (EGLE), formerly Michigan Department of
Environmental Quality (MDEQ), regularly engage with GLWA on capital project matters.

Payment Assistance Program - The WRAP (Water Residential Assistance Program) set aside $4
million of resources to support customer assistance needs in the region for the year ended June 30,
2019. Services include payment assistance, consumption audit, basic plumbing repairs, conservation
education, and limited lead fixture replacement. This means that qualified households, can receive
payment assistance as well as take steps to sustainably reduce their bills in the future.

Strong Economy - The regional system is supported by a broad-based economy that is experiencing
a low rate of unemployment at 4.5 percent. Other statistical information is shown in Schedule 10.



Workforce Development - As a significant number of employees in the water service sector prepare
for retirement, GLWA is focused on workforce development and succession planning. The
Apprenticeship Program for Electrical Instrumentation Control Technicians (EICT-I) is currently in
the third year of its three-year duration, training 20 apprentices to receive their EICT-I certification.
This program, which operates in conjunction with the Department of Labor, was expanded in January
2019 to include a new three-year apprenticeship program for 20 maintenance technicians.

Vendor Outreach - Expanding the base of our vendor community is a top priority for GLWA. On a
monthly basis, GLWA attends numerous vendor fairs, construction sector events, speaking
engagements and publishes The Procurement Pipeline, a newsletter for the vendor community. In
October 2018, the United States Small Business Administration (SBA) and the GLWA entered into a
Strategic Alliance Memorandum with the primary goal of meeting the needs of the small business
community and engagement in GLWA business opportunities.

Governance Structure that Supports Collaboration - GLWA'’s Board of Directors consists of six
members. Two members are appointed by the mayor of the City of Detroit, one member is appointed
by each chief executive of the three counties (Macomb, Oakland, and Wayne), and one member is
appointed by the governor of the state of Michigan. The governor’s appointee represents other
suburban customer areas outside the tri-county service area, and that appointee must reside within
that geographic area.

One Water Partnership - In September 2017, the first One Water Partnership Agreement was
signed by GLWA and its member partners. This historic agreement outlines the mutual commitments
to working together for the greater good of the region and details the responsibilities of all parties to
moving the agreement forward. A critical addition to the agreement is the development of a multi-
jurisdictional, multi-agency approach to infrastructure renewal and investment

Recognition Among Our Peers

Leading Utilities of the World Membership - Recently, GLWA was invited to become a member of
the Leading Utilities of the World (LUOW) initiative. Founded in 2017, LUOW was created to help
drive performance across the service sector. The 49 utilities in the network provide a platform to
share ideas and challenges, and to inspire innovation. LUOW is considered to be a network of the
world's most successful, forward-thinking and innovative water and wastewater utilities.

The basis for GLWA's acceptance into the network included key achievements: a) Network Operation
via public agency collaboration to address service redundancy for the city of Flint and communities
in Genesee, Lapeer and St. Clair Counties; b) Environmental Impact Improvements with the
retirement of six incinerators at the Authority’s Water Resource Recovery Facility and resulting
beneficial reuse of biosolids via a public-private partnership Biosolids Dryer Facility; c) completion
of the Rouge River Outfall project addressing a long-term water quality improvement objective at a
fraction of the cost of prior approaches; and, d) in the area of Human Resource
Development/Stakeholder Engagement, GLWA'’s apprenticeship programs and One Water Institute
supporting GLWA and member partners’ team member development needs.



Partnership for Safe Water (PSW) Award - GLWA’s Water Works Park received the “2019
Directors Award for Water Treatment” from the Partnership for Safe Water (PSW), a program
developed by the EPA, American Water Works Association (AWWA), and associated partner
organizations to guide water systems toward improving water quality by optimizing system
operations. GLWA was one of six select groups in the nation honored in this category for its long-
term commitment to innovation, outstanding performance achieved and environment and public-
health protection. The PSW awards program recognizes utilities who demonstrate an outstanding
commitment to delivering superior quality drinking water to customers, directly aligning with
GLWA'’s commitment to providing water of unquestionable quality. In 2016, three GLWA facilities
including Lake Huron, Northeast and Southwest received this important designation from PSW.

Acknowledgements
When we say “our” system, it is “our” system that we mutually support and foster in collaboration

with our member partners, team members, vendor community, board of directors, other
stakeholders and the public. Thank you for your continued engaged participation and interest.

Sue F. McCormick
Chief Executive Officer
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Mission Statement

To exceed our customers’ expectations by utilizing best practices in the treatment and transmission
of water and wastewater, while promoting healthy communities and economic growth.



FINANCIAL SECTION






@ bakertilly

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Great Lakes Water Authority
Detroit, Michigan

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities, and each major fund of
the Great Lakes Water Authority, as of and for the year ended June 30, 2019, and the related notes to the
financial statements, which collectively comprise the Great Lakes Water 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.

Auditors' 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 and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. 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 auditors' 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 over financial reporting relevant to the Great Lakes Water
Authority'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
Great Lakes Water Authority'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.

Baker Tilly Virchow Krause, LLP trading as Baker Tilly is a member of the global network of Baker Tilly International Ltd., the members
of which are separate and independent legal entities. © 2018 Baker Tilly Virchow Krause, LLP
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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, and each major fund of the Great Lakes Water Authority as of
June 30, 2019 and the respective changes in financial position and, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and the required supplementary information 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 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 management's discussion and
analysis and 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.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Great Lakes Water Authority's basic financial statements. The supplementary information as listed
in the table of contents is presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the supplementary information is fairly stated in all material respects, in
relation to the basic financial statements as a whole.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Great Lakes Water Authority'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.
Such information has not been subjected to the auditing procedures applied in the audit of the basic financial
statements, and accordingly, we do not express an opinion or provide any assurance on it.

Prior-Year Comparative Information

The financial statements of the Great Lakes Water Authority, as of and for the year ended June 30, 2018, were
audited by other auditors whose reported dated December 14, 2018, expressed an unmodified opinion on those
statements. The summarized comparative information presented herein as of and for the year ended June 30,
2018, is consistent, in all material respects, with the audited financial statements from which it has been derived.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 20, 2019
on our consideration of the Great Lakes Water Authority's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Great Lakes Water Authority's internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering the Great Lakes
Water Authority's internal control over financial reporting and compliance.

Gk Ty Yoihomsf noaty 41

Madison, Wisconsin
December 20, 2019






MANAGEMENT’S DISCUSSION AND ANALYSIS






GREAT LAKES WATER AUTHORITY

Il Management's Discussion and Analysis

June 30, 2019

The management of the Great Lakes Water Authority (GLWA or Authority) presents this discussion and
analysis of GLWA's financial position and changes in financial position as of and for the fiscal year ended June
30, 2019. The Management’s Discussion and Analysis (MD&A) should be read in conjunction with GLWA’s
basic financial statements and the related notes to the financial statements. Capitalized terms not otherwise
defined in the MD&A shall have the meaning given such terms in the transmittal letter from the Chief Executive
Officer of GLWA that accompanies the financial statements and the MD&A.

Introduction to the Great Lakes Water Authority

The regional water system is one of the largest in the United States, both in terms of water produced and
population served. The Water System currently serves an area of 1,698 square miles located in eight Michigan
counties and an estimated population of nearly 3.8 million or approximately 38% of Michigan’s population.
Suburban wholesale service contracts comprise approximately 82% of the population served by the Authority
while the retail water customers served by the City of Detroit Water and Sewerage Department (DWSD)
comprise the remaining 18%.

The regional sewage disposal system is also one of the largest in the United States, both in terms of treatment
capacity and population served. The Sewage Disposal System currently serves an area of 944 square miles
located in three Michigan counties and an estimated population of nearly 2.8 million or approximately 28% of
Michigan’s population. Suburban wholesale service contracts comprise approximately 76% of the population
served by the Authority, while retail sewer customers served by DWSD comprise the remaining 24%.

GLWA began operations on January 1, 2016. This fiscal year ended June 30, 2019 report represents the third
full twelve-month report for GLWA. Comparative information for the fiscal year-ended June 30, 2018 has been
provided for Total Business-Type activities in the basic financial statements. Three years of data is provided
in condensed format in this management’s discussion and analysis.

Creation of a Regional Authority

The creation of a regional water authority was an outcome of the City of Detroit's Chapter 9 Bankruptcy.
Collaboration among regional stakeholders, supported by mediation proceedings, resulted in a “Memorandum
of Understanding Regarding the Formation of the Great Lakes Water Authority” signed on September 9, 2014
by the mayor of the City of Detroit, the chief executives of Wayne, Oakland, and Macomb counties, and the
governor of the State of Michigan. The agreement established a framework for a regional water and sewer
authority to be established pursuant to Act 233, Public Acts of Michigan, 1955, as amended. The purpose of
GLWA is to operate, control, and improve the regional assets of both the Water System and Sewage Disposal
System owned by the City and which were operated by DWSD. The purpose of DWSD is to be the service
provider for the retail system, which is largely the City of Detroit customer base, including a few retail customers
located just outside the City of Detroit.
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Subsequently, on June 12, 2015, the City of Detroit and GLWA entered into a Regional Water Supply Lease,
a Regional Sewage Disposal Lease (collectively the “Regional System Leases”) and a Water and Sewer
Services Agreement (“WSSA”). Prior to implementation of the Regional System Leases, several conditions
precedent were necessary to establish the financial and legal parameters before GLWA could assume control
of the Regional Systems. Those conditions precedent included execution of the Regional System Leases,
WSSA, a Shared Services Agreement, and a Detroit General Retirement ("GRS") pension agreement;
adoption of a Master Bond Ordinance ("MBQO") for both the Water System and the Sewage Disposal System;
confirmation from the Michigan Department of Environmental Quality (now known as the Michigan
Environment, Great Lakes and Energy Department) that all permits were secured for the Leased Facilities;
certification from the bond trustee that no less than 51 percent of bondholders of the outstanding DWSD Water
Bonds and DWSD Sewer Bonds, respectively, consented to the adoption by GLWA of the Master Bond
Ordinance ("MBO") for the Water System and the Sewage Disposal System and to the assumption by GLWA
of the outstanding DWSD Water Bonds and DWSD Sewer Bonds on the Effective Date; certification from the
feasibility consultant that GLWA had the ability to issue at least one dollar of additional indebtedness at each
level of lien priority pursuant to the Additional Bonds Test set forth in the MBO for each system; legal opinions
that each Regional System Lease is valid, binding, and enforceable and that the rates adopted by DWSD for
fiscal year 2016 for the wholesale and City customers were binding and effective; and all necessary consents
to the assignment of the wholesale customer contracts. On December 17, 2015, the GLWA Board of Directors
determined that all conditions precedent were satisfied to commence operations on January 1, 2016.

Since GLWA assumed the outstanding bonded indebtedness, retail customer revenues are pledged for
payment of outstanding bonded indebtedness assumed by GLWA. For this reason, pursuant to the terms of
the Regional System Leases, DWSD is GLWA'’s agent for retail billing, collections and enforcement. The chart
below depicts the DWSD and GLWA customer relationship and the impact of the MBO flow of funds.

Effective January 1, 2016
On the operational effective date, the Water System and Sewer

4 ™ System Leases define new customer relationships. The GLWA Master
Through Bond Ordinance defines a new flow of funds for pledged revenues
December 31, 2015 collected.

The Detroit Water &

s ™\
(Sgcvvgé?gig aDSp;Vrilan;?gg Great Lakes Water Authority provides water and sewer service to a)

: wholesale customers by a model contract and b) to the City of Detroit
xa::grigﬂglsivhﬁggglgﬁé for retail customers pursuant to a water and sewer services contract.
City of Detroit retail Revenues from all customers are deposited with a trustee and are
customers. The Master pledged for outstanding bonded indebtedness, contractual obligations

Bond Ordinélnce defines a arising from the lease agreements, operations and maintenance of

flow of funds that is L the wholesale and local DWSD systems, and reserves. )

unique to DWSD as it
functioned prior to the 4 A
implementation of the
lease agreements. Detroit Water & Sewerage Department provides retail services to
primarily City of Detroit Customers. DWSD also provides billing,
The Great Lakes Water collection and enforcement on behalf of GLWA for system pledged
Authority (GLWA)had no revenues.
financial activity or
commitments. \ y,
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Activity for the Regional System Leases was recorded based upon GASB 69, Government Combinations and
Disposals of Government Operations. Accounting for the regional system leases under GASB 69 resulted in
the following Statement of Net Position categories. An explanation of those categories and how they relate to
the establishment of the Authority’s opening Statement of Net Position is below.

Capital Assets: Capital assets acquired were recorded at “acquisition value” based upon an inventory
valuation performed by a certified appraisal firm as of January 1, 2016. This resulted in an overall increase
in capital asset value from the predecessor entity’s historical cost. Accordingly, the depreciable lives were
reviewed and, in several cases shortened, which has increased annual depreciation expense.

Bonded Indebtedness: The outstanding bonded indebtedness of the predecessor entity was assumed in
its entirety by GLWA. GASB 69 also required debt to be recorded at acquisition value.

Net Pension Liability: The net pension liability represents the Regional Systems’ share of the frozen,
defined benefit City of Detroit GRS pension assigned to DWSD in the City of Detroit's Chapter 9 Bankruptcy
Plan of Adjustment. On January 24, 2017, the parties agreed that 70.3 percent of the liability was allocable
to the GLWA regional operations and 29.7 percent to DWSD and is the basis of allocation for future pension
contributions. That net pension liability is further subdivided between the Water System and the Sewage
Disposal System for each entity.

Obligation Payable: The obligation payable represents the Regional Systems’ share of the B and C Note
Obligations assigned to DWSD in the City of Detroit's Chapter 9 Bankruptcy Plan of Adjustment. The B
and C Note Obligations refers to the debt service on City of Detroit Financial Recovery Bonds dated
December 10, 2014. Those bonds were issued to satisfy claims relating to the City’s pension obligation
certificates and postemployment healthcare benefits. GLWA'’s portion of the liability was estimated at 71.42
percent of the total DWSD liability.

Beginning Net Position: The acquisition value of assets acquired exceeded the liabilities assumed by
$736.5 million in total with $457.9 million attributable to the Water System and $278.6 million attributable
to the Sewage Disposal System. In accordance with GASB 69, the opening capital assets were adjusted
by an amount to establish a total net position of zero as of January 1, 2016.

Contractual Obligation Receivable: This represents DWSD’s allocable portion of the long-term bonded
indebtedness assumed by GLWA on January 1, 2016. This receivable is amortized annually in an agreed
upon amount that approximates debt service. If new debt is issued on behalf of DWSD, the receivable is
increased.

Lease Payable: The lease payable is the net present value of the lease payment of $50 million per year
for 40 years payable to the DWSD with $22.5 million paid to the DWSD local water system and $27.5
million paid to the DWSD local sewer system based on a 4.17% borrowing rate for both systems.
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Financial Highlights FY2019

Total business-type current assets of $985.5 million exceed current liabilities of $327 million by $658.5 million
in total or 3.01 times. For the Water System, current assets of $531.2 million exceed current liabilities of $145.6
million by $385.5 million in total or 3.65 times. For the Sewage Disposal System, current assets of $454.3
million exceed current liabilities of $181.3 million by $273 million in total or 2.51 times.

The liabilities and deferred inflows of resources of the business-type activities exceeded the assets and
deferred outflows of resources as of June 30, 2019 by $200.8 million (a net deficit). The net deficit for the water
fund was $76.9 million and $123.9 million for the sewage disposal fund.

The largest category of expense is depreciation at $309.1 million in total with $140.6 million for the water fund
and $168.5 million for the sewage disposal fund. The second largest category of expense is interest expense
at $296.6 million in total with $136.7 million for the water fund and $159.9 million for the sewage disposal fund.
The Authority implemented GASB 89 during the prior fiscal year and no longer capitalizes interest expense.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Authority’s basic financial
statements. The basic financial statements are comprised of the following:

The statement of net position presents information on the Authority’s assets, deferred outflows of resources,
liabilities, and deferred inflows of resources, with the residual reported as net position.

The statement of revenues, expenses and changes in net position presents information showing how the
Authority’s net position changed during the year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported for some items that will result in cash flows in future fiscal periods.

The statement of cash flows provides information about the Authority’s cash receipts, cash payments and net
changes in cash and cash equivalents resulting from operating, investing and capital and non-capital financing
activities for the fiscal year.

The notes to the financial statements provide additional information that is essential to a full understanding of
the data provided in the basic financial statements.

This report also contains other supplementary information in addition to the basic financial statements
themselves. These schedules provide additional financial, budgetary, statistical, trend, and economic
information that may be helpful to the readers of these financial statements.
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The Authority presents a combining statement for each system in the supplementary financial information
classified into three categories that align with the Authority’s strategic and budgetary focus of managing capital
investment for both the Regional Water System and Regional Sewage Disposal System: 1) operation and
maintenance (low capital investment), 2) improvement and extension (moderate capital investment and
financial mechanism to lower borrowings and the related cost of capital over the long term), and 3) construction
projects (high capital investment). The water and sewage disposal funds together comprise the activity of
these three categories of the Authority in total. The separate water and sewage disposal funds are required
by the MBO. A separate credit rating is established for each fund and services provided to the member partner
communities by each system are separate and distinct (although many may geographically overlap).

Financial Analysis

Summaries of the basic financial statements and related commentaries are presented below.

Net Position

Net position is defined by the accounting standards as the residual of all other elements presented in a
statement of financial position. It is the difference between (a) assets and deferred outflows of resources and
(b) liabilities and deferr