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Chris Gooch

Certified Public Accountant
P.O. Box 1536

Hazard, Kentucky 41702
(608) 436-5700 FAX : (606) 436-5701

To the Board of Commissioners
Breathitt County Water District

Independent Auditor’s Report

We have audited the accompanying financial statements of the business-type activities of the Breathitt
County Water District, as of and for the year ended December 31, 2011, which collectively comprise
the Breathitt County Water District’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the Breathitt County Water District’s management. 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 of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our

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 Breathitt County Water District, as
of December 31, 2011, and the respective changes in financial position, and cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated May 25,
2012, on our consideration of the Breathitt County Water District’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 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 internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 4 through 6 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and



To the Board of Commissioners
Breathitt County Water District

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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Breathitt County Water District’s financial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is also not a required part of the financial
statements. The schedule of expenditures of federal awards are the responsibility of management and
were derived from and relate directly to the underlying accounting and other records used to prepare
the financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the financial statements as

a whole.

Chris Gooch
Certified Public Accountant

Hazard, Kentucky

May 25, 2012
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2011

As management of the Breathitt County Water District, we offer readers of the District’s financial
statements this narrative overview and analysis of the financial activities of the District for the year
ended December 31, 2011. This information should be considered in conjunction with the
accompanying financial statements and disclosure following this section.

FINANCIAL HIGHLIGHTS

- The beginning cash balance for the District was $54,001. The ending cash balance for the
District was $132,831.

- The District continued water line extensions to various locations in Breathitt County. The
District had the following completed projects: Canoe, KY 30 East, KY 30 West, KY 1110
Phase II, Turners Creek and Panbowl.

- The District had the following ongoing and planned projects at various stages: KY 476, Duck
Hollow, Copeland & River Caney, Southfork, Frozen area, Canoe extension and KY 315/KY

28.

- Asof December 31, 2011 the District had 1,174 customers, up from 1,105 the previous year.

Management’s Discussion and Analysis (MD & A) is an element of the new reporting model adopted
by the Governmental Accounting Standards Board (GASB) in their Statement No. 34 Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments issued

June 1999.

Our discussion and analysis of the Breathitt County Water District’s financial performance provides
an overview of the District’s financial activities for the fiscal year ended December 31, 2011. Please
read the MD & A in conjunction with the District’s financial statements.

For accounting purposes, the District is classified as an enterprise fund: Enterprise funds account for
activities similar to those found in the private business sector, where the determination of net income
is necessary or useful to sound financial administration. Enterprise funds are reported using the full
accrual method of accounting in which all assets and all liabilities associated with the operation of
these funds are included on the balance sheet. The focus of enterprise funds is on income
measurement, which, together with the maintenance of equity, is an important financial indicator.

Overview of the Financial Statements

This annual report includes this Management Discussion and Analysis report, the Basic Financial
Statements and the Notes to the Financial Statements. The District’s financial statements are
presented as fund level financial statements because the District only has proprietary funds. In
addition, reports and schedules required by Government Auditing Standards and OMB A-133 are

included.

The financial statements of the District report information of the District using accounting methods
similar to those used by private sector companies. These statements offer short-term and long-term

financial information about the District’s activities.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2011

The Statement of Net Assets includes all of the District’s assets and liabilities and provides
information about the nature and amounts of investments in resources (assets) and obligations to the
District’s creditors (liabilities). It also provides the basis for evaluating the capital structure of the
District and assessing the liquidity and financial flexibility of the District.

All of the current year’s revenues and expenses are accounted for in the Statement of Revenues,
Expenses and Changes in Net Assets. The statement measures the success of the District’s operations
over the past year and can be used to determine whether the District has successfully recovered all its
costs through its user fees and other charges, profitability and credit worthiness.

The Statement of Cash Flows reports cash receipts, cash payments, and net changes in cash resulting
from operation, investing, and financing activities and provides answers to such questions as where
did cash come from, what was cash used for, and what was the change in the cash balance during the

reporting period.

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.

Financial Analysis

The District’s basic financial statements are the Statement of Net Assets and the Statement of
Revenues, Expenses and Changes in Net Assets. The Statements of Net Assets provides a summary
of the District’s assets and liabilities as of the close of business on December 31. The Statement of
Changes in Net Assets summarizes the revenues and sources of those revenues generated during the
vear ended December 31 and the expenses incurred in operating the District for the year ended
December 31.

Our analysis below focuses on the net assets and the change in net assets of the District as a whole and
not the individual operations or projects.

12/31/2011 12/31/2010

Net Assets:
Current Assets 381,105 261,141
Noncurrent Assets 23,876,571 21,945,072
Total Assets 24,257,676 22,206,213
Current Liabilities 228,265 207,160
Noncurrent Liabilities 572,453 590,103
Total Liabilities 800,718 797,263

- Net Assets -

Investment in Capital Assets (net of debt) 23,876,571 21,326,165
Restricted 39,369 34,714
Unreserved Fund Balance (458,982) 48,071
Total Net Assets 23,456,958 21,408,950

Total Liablities and Net Assets 24,257,676 22,206,213
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2011

— Increases in current assets at December 31, 2011 include an increase of $78,830 in cash due
in part to the creation of the Breathitt County Fiscal Court Water Assistance Fund.
— Increase in non-current assets is due to ongoing completion of water infrastructure projects.

—  Decreases in non-current liabilities are due to payments on long term debt.

Changes in Net Assets 12/31/2011 12/31/2010
Revenues 529,442 497,238
Operating Expenses:

General 476,628 473,410
Depreciation Expense 613,512 563,199
Total Operating Expenses 1,090,140 1,036,609
Other Income (Expenses) 354 349
Increase (Decrease) in Net Assets (560,344) (539,022)

~  Increase in revenue due to completion of water projects.

— Increase in depreciation expense due to completion of water projects in the current fiscal year.

Questions regarding this report should be directed to the District Office at (606) 666-3800.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS

STATEMENT OF NET ASSETS
December 31, 2011
ASSETS:
Totals
Current Assets:
Cash and cash equivalents 132,831
Accounts Receivable (net of allowance for doubtful accounts) 51,238
Inventory 10,936
Notes Receivable 4,325
Prepaid Expense 5,323
Construction Related Receivables 176,452
Total Current Assets 381,105
Noncurrent Assets:
Capital Assets:
Distribution System 22,977,347
Vehicles 121,604
Meters 81,646
Office Equipment 4,696
Other Equipment 85,448
Land 5,500
Construction in Progress 2,805,866
Less: Accumulated Depreciation (2,205.536)
Total Noncurrent Assets 23,876,571
Total Assets 24,257,676
LIABILITIES:
Current Liabilities:
Accounts Payable 25,095
Accrued Payroll and Withheld Taxes Payable 7,642
Sales and Utility Taxes Payable 1,427
Construction Related Payables 176,452
Current Portion of Long-Term Debt 17,649
Total Current L iabilities 228,265
Long-term Liabilities:
Revenue Bonds 344,500
Notes Payable 245,602
Less: Current portion (17,649)
Total Long-Term Liabilities 572,453
Total Liabilitics 800,718
NET ASSETS:
Invested in Fixed Assets, Net of Related Debt 23,876,571
Restricted for Construction 234
Restricted for Debt Service 39,135
Unrestricted (458,982)
Total Net Assets 23,456,958
Total Liabilities and Net Assets 24,257,676

The accompanying notes are an integral part of this financial statement.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2011

Operating Revenues:

Water Sales 506,809
Tap Fees 20,826
Miscellaneous Operating Revenue 1,807

Total Operating Revenues 529,442

Operating Expenses:

Cost of Goods Sold 142,706
Salaries 120,914
Payroll Taxes 6,952
Retirement Expense 19,103
Repairs and Maintenance 3,092
Auto and Truck Expense 24,159
Small Equipment 181
Dues and Subscriptions 862
Equipment Rental 231
Insurance 36,824
Professional Fees 10,470
Office Expense 5,199
Postage 4,118
Rents 4,376
Supplies 14,109
Telephone 5,539
Travel 122
Uniforms 1,770
Utilities 35,922
Other Taxes 16,362
Miscellaneous Operating Expenses 7,889
Contract Labor 3,373
Interest Expense 12,355
Depreciation Expense 613,512
Total Operating Expense 1,090,140
Net Operating Income (Loss) (560,698)
Non-Operating Revenues (Expenses):
Interest Income 354
Total Non-Operating Revenues (Expenses) 354
Net Income (Loss) (560,344)
Net Assets, Beginning of Year, Restated 21,414,273
Add: Capital Contribution 2,603,029
Net Assets, End of Year 23,456,958

The accompanying notes are an integral part of this financial statement.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2011

Cash Flows from Operating Activities:

Receipts from Customers 522,760

Payments to Suppliers (340,573)

Payments to Employees (132,924)
Net Cash Provided (Used) by Operating Activities 49,263

Cash Flows From Capital and Related Financing Activities:

Grant Receipts 2,603,029

Purchase of Capital Assets (2,545,011)

Payment on Long-term Debt (28,805)
Net Cash (Used) for Capital and Related Financing Activities 29,213

Cash Flows from Investing Activities:

Interest revenue 354
Net Increase (Decrease) in Cash 78,830
Cash and restricted cash, Beginning of Year 54,001
Cash and restricted cash, End of Year 132,831
Reconciliation of Operating Income (Loss) to Net Cash Provided by Operating Activities:

Operating Income (L.oss) (560,698)
Adjustments to reconcile operating net cash provided by operating activities:

Depreciation 613,512
Restatement of retained earnings 5,323
Changes in assets and liabilities
(Increase) decrease in accounts receivable (2,357)
(Increase) decrease in construction related receivables (24,992)
(Increase) decrease in notes receivable (4,325)
(Increase) decrease in inventories (4,137)
(Increase) decrease in prepaid insurance (5,323)
Increase (decrease) in accounts payable 8,211
Increase (decrease) in accrued payroll and withheld taxes payable (845)
Increase (decrease) in sales and utility taxes payable (98)
Increase (decrease) in construction related payables 24,992
Net Cash Used by Operations 49,263

The accompanying notes are an integral part of this financial statement.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
NOTES TO FINANCIAL STATEMENTS

December 31, 2011
Note 1. Summary of Significant Accounting Policies

A. Basis of Presentation

The financial statements of the Breathitt County Water District Board of Commissioners (the
“Commission”) have been prepared in conformity with generally accepted accounting principles
(GAAP) as applied to government units. The Governmental Accounting Standards Board (GASB) is
the accepted standards setting body for establishing governmental accounting and financial reporting
principles. The more significant of the Commission’s accounting policies are described below.

B. Reporting Entity

The Breathitt County Water District was formed pursuant to KRS 74.010 et. seq. by the formal vote of
the Breathitt County Fiscal Court on August 28, 2003 adopting ordinance 8-21-23A. The governing
body of the Breathitt County Water District is a Board of Commissioners that is appointed pursuant to
KRS 74.020.

The Commission shall be governed by and have all the powers listed in KRS 74.010 et. seq. and have
full and complete supervision, management, and control of the sources of supply of water as provided
in the ordinances of resolutions for acquiring and operating them and in their maintenance, operation,

and extension.

The accompanying financial statements comply with the provisions of GASB Statement 14, the
Financial Reporting Entity, in that the financial statements include all organizations, activities, and
functions for which the Commission is financially accountable. This report includes all activities
considered by management to be part of the Commission by virtue of Section 2100 of the GASB
Codification of Governmental Accounting and Financial Reporting Standards.

Section 2100 indicates that the reporting entity consists of a) the primary government, b) organizations
for which the primary government is financially accountable, and c¢) other organizations for which the
nature and significance of their relationship with the primary government are such, that exclusion
would cause the reporting entity’s financial statements to be misleading or incomplete.

The definition of the reporting entity is based primarily on the notion of financial accountability. A
primary government is financially accountable for the organizations that make up its legal entity. It is
also financially accountable for legally separate organizations if its officials appoint a voting majority
of an organization’s government body and whether it is able to impose its will on that organization or
there is a potential for the organization to provide specific financial benefits to, or to impose specific
financial burdens on, the primary government. A primary government may also be financially
accountable for governmental organizations that are fiscally dependent upon it.

A primary government has the ability to impose its will on an organization if it can significantly
influence the programs, projects, or activities of, or the level of services performed or provided by, the
organization. A financial benefit or burden relationship exists if the primary government a) is entitled
to the organization’s resources, b) is legally obligated or has otherwise assumed the obligation to
finance the deficits of, or provide financial support to, the organization; or c) is obligated in some
manner for the debt of the organization. Based on the application of these criteria, the Commission

has no component units.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS
NOTES TO FINANCIAL STATEMENTS
December 31, 2011
(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)

C. Basis of Presentation

The Commission’s basic financial statements consist of a statement of net assets, a statement of
revenue, expenses and changes in fund net assets, and a statement of cash flows.

D.  Fund Accounting

The Commission uses the proprietary fund to report on its financial position and the results of its
operations. Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain government functions or activities.

Funds are classified into three categories: governmental, proprietary and fiduciary. The Commission
uses the proprietary category for its programs.

E. Proprietary Fund Types

Proprietary funds are used to account for the Commission’s ongoing activities, which are similar to
those found in the private sector. The following is the proprietary fund type:

Enterprise Fund — This fund is used to account for the operations that are financed and operated
in a manner similar to private business enterprises where the intent is that the costs (expenses
including depreciation) of providing goods or services to the general public on a continuing
basis be financed or recovered primarily through user charges or where it has been decided that
periodic determination of revenue earned, expenses incurred, and/or net income is appropriate
for capital maintenance, public policy, management control, accountability or other purposes.

F.  Measurement Focus/Basis of Accounting

The proprietary funds are accounted for on the accrual basis of accounting. Revenues are recognized
in the period earned and expenses recognized in the period incurred. Pursuant to GASB Statement
No. 20 Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities
that Use Proprietary Fund Accounting, The Commission follows GASB guidance as applicable to
proprietary funds and Financial Accounting Standards Board (FASB) Statements or Interpretations,
Accounting Principles Board Opinions and Accounting Research Bulletins issued after November 30,
1989, that do not conflict with or contradict GASB pronouncements.

G. Allowance for Doubtful Accounts

Breathitt County Water District’s financial statements reflect an allowance account for its customer
accounts receivable based on management’s estimate of probable losses. An allowance expense in the
amount of $23,064 was recognized in the financial statements for the year ended December 31, 2011.
All receivables are considered short term and collectible in less than one year.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS
NOTES TO FINANCIAL STATEMENTS
December 31, 2011
(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)

H. Proprietary Funds

Proprietary funds distinguish operating revenues and expense from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with proprietary funds’ principal ongoing operations. All revenues and expenses not
meeting this definition are reported as non-operating revenues and expenses. Operating expenses for
the enterprise funds include the cost of sales and services, administrative expenses, and depreciation
on capital assets. The government has elected not to adopt FASB Statements or Interpretations issued
after November 30, 1989, unless the GASB specifically adopts such FASB Statements or

Interpretations.

1. Description of Program

The Commission is designed to construct waterlines, and supporting infrastructure for those
waterlines, that will provide clean water to the citizens of Breathitt County.

J. Capital Assets

Capital assets are stated at cost. Depreciation is calculated using the straight-line method over the
estimated useful lives of three years to forty years. Expenditures for repairs and maintenance are
charged directly to expenses as they are incurred. Expenditures determined to represent additions or

betterments are capitalized.

K. Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets
— net of related debt consists of capital assets, net of accumulated depreciation, reduced by the
outstanding balance of any borrowing used for the acquisition, construction or improvement of those
assets. Net assets are recorded as restricted when there are limitations imposed on their use by

internal or external restrictions.

L.  Operating Revenues and Expenses

Operating revenues and expenses are those revenues that are generated directly from the primary
activities of the proprietary fund and expenses incurred for the day to day operation. For the
Commission, operating revenues are water sales and tap-on fees and other miscellaneous revenues.

M. Capital Contributions

This represents contributions made available from a variety of sources including but not limited to
Community Development Block Grants, Kentucky Infrastructure Authority Grants, Coal Severance
Tax Funds, Abandoned Mine Lands Grants, U.S. Department of Agriculture Grants, and contributions

from the Breathitt County Fiscal Court.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS

NOTES TO FINANCIAL STATEMENTS
December 31, 2011

(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)

N.  Budgetary Accounting

The Treasurer/Superintendent shall prepare and submit to the Commission’s Budget Committee
proposals for the annual Commission budget based on a Calendar Year. The proposed budget will be
reviewed and passed to the Commission for tentative adoption. Following this action, the budget will
be submitted to the Kentucky State Local Finance Officer for approval as to form and classification.
The budget will then be returned to the Commission for adoption in the form of an ordinance as

provided in KRS 122.180.

O. Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenue and expense during the reporting period. Actual results could differ

from those estimates.

P.  Deposits and Investments

The government’s cash and cash equivalents are considered to be cash on hand, demand deposits,
certificates of deposit, and short-term investments with original maturities of three months or less

from the date of acquisition.

KRS 66.480 authorizes the Commission to invest in the following, including but not limited to,
obligations of the United States and of its agencies and instrumentalities, obligations and contracts for
the future delivery or purchase of obligations backed by the full faith and credit of the United States,
obligations of any corporation of the United States government, bonds or certificates of indebtedness
of this state, and certificates of deposits issued by or other interest-bearing accounts of any bank or
savings and loan institution which are insured by the Federal Deposit Insurance Corporation (FDIC)
or which are collateralized, to the extent uninsured, by any obligation permitted by KRS 41.240(4).

Note 2. Deposits and Investments

The Commission maintained deposits of public funds with depository institutions insured by the
Federal Deposit Insurance Corporation (FDIC) as required by KRS 66.480(1) (d). According to KRS
41.240(4), the depository institution should pledge or provide sufficient collateral which, together with
FDIC insurance, equals or exceeds the amount of public funds on deposit at all times. In order to be
valid against the FDIC in the event of failure or insolvency of the depository institution, this pledge or
provision of collateral should be evidenced by an agreement between the District and the depository
institution, signed by both parties, that is (a) in writing, (b) approved by the board of directors of the
depository institution or its loan committee, which approval must be reflected in the minutes of the
board or committee and (c¢) an official record of the depository institution. These requirements were
met.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS

NOTES TO FINANCIAL STATEMENTS
December 31, 2011

(Continued)

Note 2. Deposits and Investments (Continued)

Custodial credit risk is the risk that in the event of a depository institution failure, the District’s
deposits may not be returned. The District does not have a deposit policy for custodial credit risk but
rather follows the requirements of KRS 41.240(4). As of December 31, 2011, all deposits were
covered by FDIC insurance or a properly executed collateral security agreement.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Investments held for longer periods are subject to increased risk of adverse interest rate
changes. Breathitt County Water District does not have any investments other than its interest bearing
checking accounts. Concentrations of credit risk are the risk of loss attributed to the magnitude of the
District’s investments in a single issuer. All of the District’s cash at December 31, 2011 is held at
Citizens Bank & Trust. Foreign currency risk is the risk of changes in exchange rates effecting foreign
investments. The District does not hold any foreign investments.

Cash consisted of the following at December 31, 2011:

Bank Book Interest Financial

Balance Balance Rate Institution
Sinking Fund 17,796 17,796 0.25% Citizens Bank & Trust Co.
Short Lived Assets 16,611 16,331 0.25% Citizens Bank & Trust Co.
Reserve Account 4,633 5,008 0.25% Citizens Bank & Trust Co.
Operations and Maintenance 36,166 29,433 0.25% Citizens Bank & Trust Co.
AML Hwy 1110 Project 138 138 0.00% Citizens Bank & Trust Co.
AML Hwy 476 Project 67 67 0.00% Citizens Bank & Trust Co.
Panbowl Project 28 28 0.00% Citizens Bank & Trust Co.
Duckhollow Project - - 0.00% Citizens Bank & Trust Co.
Southfork Project 1 1 0.00% Citizens Bank & Trust Co.
Frozen Project - - 0.00% Citizens Bank & Trust Co.
Houston Project - - 0.00% Citizens Bank & Trust Co.
BCFC Water Assistance Fund 63,729 63,729 0.25% Citizens Bank & Trust Co.
Petty Cash/Undeposited Funds - 300 0.00% N/a

Totals 139,169 132,831

of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
of Jackson
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Note 3. Capital Assets

Capital asset activity for the year ended December 31, 2011 was as follows:

Primary Government

Capital Assets Not Being Depreciated:

Land and Land Improvements
Construction in Progress

Total Capital Assets Not Being Depreciated

Capital Assets Being Depreciated:
Vehicles
Office Equipment
Other Equipment

Meters
Infrastructure-Distribution System

Total Capital Assets Being Depreciated:

Less Accumulated Depreciation For:

Vehicles
Office Equipment
Other Equipment

Meters
Infrastructure-Distribution System

Total Accumulated Depreciation
Total Capital Assets Being Depreciated, Net

Total Capital Assets, Net
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1/1/2011 12/31/2011
Balance Additions Reductions Balance
4,000 1,500 - 5,500
697,398 2,542 425 (433,957) 2,805,866
701,398 2,543,925 (433,957) 2,811,366
121,604 - - 121,604
3,611 1,085 - 4,696
85,448 - - 85,448.
81,646 - - 81,646
22,543,389 433,958 - 22,977,347
22,835,698 435,043 - 23,270,741
(67,544) (21,472) - (89,016)
(3,435) (212) - (3,647)
(39,813) (13,311) - (53,124)
(2,041) (4,082) - (6,123)
(1,479,191) (574,435) - (2,053,626)
(1,592,024) (613,512) - (2,205,536)
21,243,674 (178,469) - 21,065,205
21,945,072 2,365,456 (433,957) 23,876,571

Total depreciation expense for the year ended December 31, 2011 was $613,512.
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(Continued)

Note 4. Long-Term Debt
A. Waterworks Revenue Bonds, Series 2009

On September 24, 2009, the Breathitt County Water District issued $350,000 in Waterworks Revenue
Bonds, Series 2009. The bonds were sold at par to the U.S. Department of Agriculture, acting though
Rural Development. The proceeds from these bonds were used for the construction of water liens.
The bonds are scheduled to mature in 2048 and carry an interest rate of 2.625%. Annual interest
payments are required with annual principal payments beginning in 2011. As of December 31, 2011,
the principal balance outstanding on these bonds was $350,000. Debt service requirements for the
remaining years are as follows:

Year Principal Interest Total Balance
344,500
2012 5,500 9,044 14,544 339,000
2013 6,000 8,899 14,899 333,000
2014 6,000 8,742 14,742 327,000
2015 6,000 8,584 14,584 321,000
2016 6,000 8,427 14,427 315,000
2017-2021 33,500 39,627 73,127 281,500
2022-2026 38,500 34,967 73,467 243,000
2027-2031 43,500 29,652 73,152 199,500
2032-2036 49,500 23,654 73,154 150,000
2037-2041 56,500 16,816 73,316 93,500
2042-2046 64,000 9,006 73,006 29,500
2047-2048 29,500 1,182 30,682 -
Total 344,500 198,600 543,100

B.  Kentucky Infrastructure Authority

In December 2009 the Breathitt County Water District requested $572,000 from the Kentucky
Infrastructure Authority’s Drinking Water State Revolving Fund Loan Program. During 2010 the
District received the funds and made the first payment on the loan balance. The loan was funded by
the American Recovery and Reinvestment Act. As part of the agreement $309,452 was forgiven.
Semi-annual principal and interest payments are due in June and December of each year. The debt is
scheduled to mature in 2030 and carry an interest rate of 1%. The agreement calls for the District to
deposit $1,000 per year into a reserve account until a balance of $10,000 is reached.

Debt service requirements for the remaining years are as follows:
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Note 4. Long-Term Debt (Continued)

Year Principal Interest Total Balance
245,602
2012 12,149 2,426 14,575 233,453
2013 12,271 2,304 14,575 221,182
2014 12,394 2,181 14,575 208,788
2015 12,518 2,057 14,575 196,270
2016 12,644 1,931 14,575 183,626
2017-2021 65,144 7,728 72,872 118,482
2022-2026 68,476 4,398 72,874 50,006
2027-2030 50,006 1,006 51,012 -
Total 245,602 24,031 269,633

Changes in long-term debt for the District are as follows:

1/1/2011 12/31/2011 Current

Balance Additions Reductions  Balance Portion
Rural Development Revenue Bonds 350,000 - (5,500) 344,500 5,500
Citizens Bank & Trust 11,276 - (11,276) - -
Kentucky Infrastructure Authority 257,631 - (12,029) 245,602 12,149
Total 618,907 - (28,8095) 590,102 17,649

Note 5. Employee Retirement System

The Commission has elected to participate in the County Employees Retirement System (CERS),
pursuant to KRS 78.530 administered by the Board of Trustees of the Kentucky Retirement Systems.
This is a cost sharing, multiple employer defined benefit pension plan, which covers all eligible full-
time employees and provides for retirement, disability and death benefits to plan members. Benefit
contributions and provisions are established by statue.

Non-hazardous covered employees are required to contribute 5 percent of their salary to the plan.
Non-hazardous covered employees who begin participation on or after September 1, 2008, are
required to contribute 6 percent of their salary to the plan. The Commission’s contribution rate for
non-hazardous employees was 16.93 percent for the first half of the year and 18.96 percent for the
second half of the year.

Benefits fully vest on reaching five years of service for non-hazardous employees. Aspects of benefits
for non-hazardous employees include retirement after 27 years of service or age 65. Non-hazardous
employees who begin participation on or after September 1, 2008, must meet the rule of 87 (members
age plus years of service credit must equal 87, and the member must be a minimum of 57 years of age)
or the member is age 65, with a minimum of 60 months service credit.
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Note 5. Employee Retirement System (continued)

Historical trend information showing the CERS’ progress in accumulating sufficient assets to pay
benefits when due is presented in the Kentucky Retirement Systems’ annual financial report. This
report may be obtained by writing to the Kentucky Retirement Systems, 1260 Louisville Road,
Frankfort, KY 40601-6124, or by telephone at (502) 564-4646.

Note 6. Insurance

For the year ended December 31, 2011, the Commission was a member of the Kentucky Association
of Counties’ All Lines Fund (KALF). KALF is a self-insurance fund and was organized to obtain
lower cost coverage for general liability, property damage, public officials’ errors and omissions,
public liability, and other damages. The basic nature of a self-insurance program is that of a
collectively shared risk by its members. If losses incurred for covered claims exceed the resources
contributed by the members, the members are responsible for payment of the excess losses.

Note 7. Contingencies

The District receives funding from local, state, and federal government agencies. These funds are to
be used for designated purposes only. For government agency grants, if the grantor’s review indicates
that the funds have not been used for the intended purpose, the grantors may request a refund of
monies advanced or refuse to reimburse the District for its disbursements. The amount of such future
refunds and unreimbursed disbursements, if any, is not expected to be significant. Continuation of the
District’s grant programs is predicated upon the grantor’s satisfaction that the funds provided are
being spent as intended and the grantors’ intent to continue their programs.

Note 8. Restatement of Net Assets

Net assets were increased by $5,323 to recognize prepaid insurance not recognized in prior year.
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Federal Pass-Through
CFDA Grantors Program
Federal Grantor/Pass-Through Grantor/Program Title Number Number Expenditures
US Department of Interior
Passed through Kentucky Natural Resources and
Environmental Protection Cabinet
Abandoned Mines Land - Frozen Water Project 15.252 182,000
Abandoned Mines Land - Duck Hollow Water Project 15.252 278,827
Abandoned Mines Land - Highway 476 Water Project 15.252 2.003.100
Total US Department of Interior 2,463,927
Total Federal Awards Expenditures 2,463,927

NOTE 1 - Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal activity of the
Breathitt County Water District Board of Commissioners and is presented on the modified cash basis
of accounting. The information in this schedule is presented in accordance with the requirements of
OMB Circular A-133, dudits of States, Local Governments, and Non-Profit Organizations.




REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENT PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS




Chris Gooch

Certified Public Accountant
P.O. Box 1536

Hazard, Kentucky 41702
(606) 436-5700 FAX: (606) 436-5701

To the Board of Commissioners
Breathitt County Water District

Report On Internal Control Over Financial Reporting And On
Compliance And Other Matters Based On An Audit Of Financial
Statement Performed In Accordance With Government Auditing Standards

We have audited the financial statements of the business-type activities of the Breathitt County Water
District, as of and for the year ended December 31, 2011, which collectively comprise the Breathitt
County Water District’s basic financial statements and have issued our report thereon dated May 25,
2012. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Breathitt County Water District’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Breathitt County Water District’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Breathitt County Water
District’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies, or material weaknesses.
We did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Breathitt County Water District’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing

Standards.

We noted certain matters that we reported to management of the Breathitt County Water District, in a
separate letter dated May 25, 2012.
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Report On Internal Control Over Financial Reporting And On

Compliance And Other Matters Based On An Audit Of Financial
Statement Performed In Accordance With Government Auditing Standards
(Continued)

This report is intended solely for the information and use of management, Commissioners, others
within the entity, and federal awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.

(=t

Chris Gooch
Certified Public Accountant

Hazard, Kentucky

May 25, 2012



INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133




Chris Gooch

Certified Public Accountant
P.O. Box 1536

Hazard, Kentucky 41702
(606) 436-5700 FAX: (606) 436-5701

To the Board of Commissioners
Breathitt County Water District

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133

Compliance

We have audited Breathitt County Water District’s compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct
and material effect on each of the Breathitt County Water District’s major federal programs for the
year ended December 31, 2011. Breathitt County Water District’s major federal programs are
identified in the summary of auditor’s results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs is the responsibility of the Breathitt County Water
District’s management. Qur responsibility is to express an opinion on Breathitt County Water
District’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about Breathitt County Water District’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination
of Breathitt County Water District’s compliance with those requirements.

In our opinion, Breathitt County Water District, complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended December 31, 2011.

Internal Control over Compliance

Management of Breathitt County Water District, is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered Breathitt
County Water District’s internal control over compliance with the requirements that could have a
direct and material effect on a major federal program to determine the auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion
on the effectiveness of Breathitt County Water District’s internal control over compliance.
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Independent Auditor’s Report On Compliance
With Requirements That Could Have A Direct
And Material Effect On Each Major Program
And On Internal Control Over Compliance In
Accordance With OMB Circular A-133

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material

weaknesses, as defined above.

This report is intended solely for the information and use of management, Commissioners, others
within the entity, federal awarding agencies, and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

firis Gooch
Certified Public Accountant

Hazard, Kentucky

May 25, 2012
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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A. SUMMARY OF AUDIT RESULTS
1. The auditor’s report expresses an unqualified opinion on the business-type activities of the
Breathitt County Water District Board of Commissioners.
2. No control deficiencies in the internal control were disclosed by the audit of the financial
statements.
3. No instances of noncompliance material to the financial statements of the Breathitt County
Water District Board of Commissioners were disclosed during the audit.
4. No control deficiencies relating to the audit of the major federal awards programs are reported in
the Independent Auditor’s Report.
5. The auditor’s report on compliance for the audit of the major federal awards programs for the
Breathitt County Water District Board of Commissioners expresses an unqualified opinion.
6. There are no audit findings relative to the major federal awards programs for the Breathitt
County Water District Board of Commissioners reported in Part C of this schedule.
7. The programs tested as major programs were:
US Department of Interior
Passed through Kentucky Environmental and Public Protection Cabinet
Abandoned Mine Lands Reclamation (AMLR) Program
Frozen Water Supply Project 15.252
Duck Hollow Water Supply Project 15.252
Highway 476 Water Supply Project 15.252
8. The threshold for distinguishing Type A and B programs was $300,000.
9.  Breathitt County Water District Board of Commissioners was determined to be a low-risk
auditee.
B. FINDINGS — FINANCIAL STATEMENT AUDIT
None

C. FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARDS PROGRAM

AUDIT

None

D.

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

None



