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TREVOR B. GOUGH, CPA, PLLC

CERTIFIED PUBLIC ACCOUNTANT

2920 Lone Oak Road, Suite 4
Paducah, KY 42003

Phone: (270) 554-7699

E-mail: trevor@tbgcepa.com

Independent Auditor’s Report

To the Members of the Commission
Caldwell County Water District
Princeton, KY 42445

We have audited the accompanying financial statements of Caldwell County Water District as of and for the year
ended December 31, 2011 as listed in the table of contents. These financial statements are the responsibility of the
Water District’s management. Our responsibility is to express an opinion on these financial statements based on our
audit. The prior year summarized information has been derived from the organization’s 2010 financial statements
and in our report dated March 7, 2011 we expressed an unqualified opinion on those financial statements.

We conducted our audit in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmental 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 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
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of Caldwell County Water District as of December 31, 2011, and the respective changes in
financial position, and cash flows 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 March 5, 2012, on our
consideration of Caldwell County Water District’s internal control over financial reporting and 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 the 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 read in conjunction with this report in considering the results of our audit.

The management’s discussion and analysis and budgetary comparison information on pages 2 through 4 are not a
required part of the basic financial statements but are supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries offranagement regarding the methods of measurement and presentation of the required
supplemental informa#iafi. However, we did not audit the information and express no opinion on it.

MPcc

icah, KentuC
arch 5, 2012



CALDWELL COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2011

The Caldwell County Water District (“District”) offers Management’s Discussion and Analysis to provide an
overview and analysis of the District’s financial activities for the year ended December 31, 2011. To fully
understand the entire scope of the District’s financial activities, this information should be read in conjunction with
the financial statements provided in this document.

FINANCIAL HIGHLIGHTS

The District’s 2011 operating revenues of $1,040,811 increased less than 1% over the 2010 amount, while operating
expenses for 2011 of $1,140,775 increased 6.1% over 2010. Non-operating income for 2011, consisted of interest
income of $3,043 and capital contributions consisted of tap on fees of $15,550.

The District’s net assets decreased by $232,936, resulting in a December 31, 2011 balance of $7,714,723. This
balance represents a 2.96% decrease in net assets over the December 31, 2010 balance of $7,947,659.

The District’s unrestricted cash available for operating expenses was $424,035 at December 31, 2011.
The District’s investment in capital assets was $10,142,928 net of depreciation at December 31, 2011.
OVERVIEW OF FINANCIAL STATEMENTS

Caldwell County Water District’s basic financial statements include a statement of net assets, statement of revenues,
expenses and changes in net assets, statement of cash flows and notes to the financial statements.

The District’s financial statements are prepared on the accrual basis of accounting in accordance with generally
accepted accounting principles promulgated by the Governmental Accounting Standards Board (GASB).

Statement of net assets. The statement of net assets presents the financial position of the District. It presents
information on the District’s assets and liabilities, with the difference between the two reported as net assets. Over
time, increases or decreases in net assets may serve as a useful indicator of whether the financial position of the
District is improving or deteriorating. This statement of net assets can be found on page 5.

Statement of revenues, expenses and changes in net assets. The statement of revenues, expenses and changes in
net assets presents information showing how the District’s net assets changed during the most recent fiscal year. All
changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of related cash flows. Revenues are recognized when they are earned, not when they are received. Expenses
are recognized when incurred, not when they are paid. Thus, revenues and expenses are reported in this statement
for some that will only result in cash flows in future periods. The statement of revenues, expenses and changes in net
assets is on page 6 of this report.

Statement of cash flows. The statement of cash flows presents information on the effects changes in assets and
liabilities have on cash during the course of the fiscal year, and can be found on page 7 of this report.

Notes to the financial statements. The notes provided additional information that is essential to a full
understanding of the data provided in the District financial statements. The notes to the financial statements can be
found on pages 8-15 of this report.



OVERVIEW OF THE DISTRICT’S FINANCIAL POSITION AND RESULTS OF OPERATIONS

As noted earlier, net assets may serve over time as a useful indicator of the District’s financial position. The

District’s assets exceeded liabilities by $7,714,723 at December 31, 2011.

A portion of the District’s net assets ($6,680,427) reflects its investment in net plant, such as water tanks, buildings,
equipment, and distribution systems, less any related outstanding debt used to acquire those assets. The district uses
these assets to provide services to customers; consequently, these assets are not available for future spending.
Resources needed to repay the outstanding debt shown on the balance sheet must come from other sources such as
operations, since the assets themselves cannot be used to liquidate these long-term liabilities.

The District’s overall financial position and operations for the past two years is summarized as follows:

Assets:
Current and cash equivalents
Capital assets
Other assets

Total assets

Liabilities:
Other liabilities
Current Portion of long-term debt
Long-term liabilities

Total liabilities

Net assets:
Invested in capital assets, net of related depreciation and debt
Restricted
Unrestricted

Total net assets

Operating revenues
Operating (expenses)
Operating income (loss)
Non-operating income
Non-operating (expenses)

Change in net assets

Net assets beginning
Net assets ending

CAPITAL ASSETS

The District’s investments in capital assets net of depreciation as of December 31, 2011 was as follows:

Land

Leasehold improvement
Office furniture and fixtures
Utility plant

Vehicles and equipment
Building

2011 2010
1,061,501 1,030,724
10,142,928 10,410,806
35,787 96,358
11,240,216 11,537,888
62,993 53,728
76,000 74,000
3,386,500 3,462,500
3,525,493 3,590,228
6,680,427 6,874,306
445,498 416,393
588,798 656,960
7,714,723 7,947,659
1,040,811 1,039,991
(1,140,775) (1,074,398)
(99,964) (34,407)
18,593 512,222
(151,565) (227,559)
(232,936) 250,256
7,947,659 7,697,403
7,714,723 7,947,659

9,000
3,247
14,236
9,954,457
59,861
102,127

10,142,928




During the year ending December 31, 2011 the District finished construction on a maintenance building. Other
capital additions included $4,399 of office furniture and fixtures.

LONG TERM DEBT
No new debt was acquired in 2011. Long-term debt at December 31, 2011, was as follows:

Long-term debt:

2011

1993 Waterworks Revenue Bonds 311,500
1996 Waterworks Revenue Bonds 727,000
1999 Waterworks Revenue Bonds 684,000
1999 Waterworks Revenue Bonds 362,000
2002 Waterworks Revenue Bonds 735,000
2004 Waterworks Revenue Bonds 558,000
KIA Note 85,000

3,462,500
Current maturities of long-term debt (76,000)
Long-term debt $ 3,386,500

Interest expense of $151,565 was paid during the year ending December 31, 2011.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Caldwell County Water District’s finances for
all those with an interest in the government’s finances. Questions or requests for additional information may be
addressed to Jimmy Littlefield, Chairman, Caldwell County Water District, 118 West Market Street, Princeton, KY
42445,



CALDWELL COUNTY WATER DISTRICT
STATEMENT OF NET ASSETS- PROPRIETARY FUND
DECEMBER 31, 2011
With Comparative Totals for December 31, 2010

ASSETS
Current assets: 2011 2010
Cash and cash equivalents $ 424,035 % 428,184
Accounts receivable 171,855 165,470
Other receivable 141 0
Prepaid expenses 8,623 7,976
Inventory 20,140 18,000
Total current assets 624,794 619,630
Non-current assets:
Capital assets
Land 9,000 9,000
Plant and equipment 14,054,094 14,044,795
Building 103,242 0
Less: Accumulated depreciation (4,023,408) (3,642,989)
Total Capital Assets 10,142,928 10,410,806
Other Assets
Bond issue costs 88,883 88,883
Less: Accumulated amortization (53,096) (50,025)
Note Receivable 0 57,500
Total other assets 35,787 96,358
Restricted assets:
Restricted cash 436,707 411,093
Total non-current assets 10,615,422 10,918,257
Total assets $ 11,240,216  § 11,537,887
LIABILITIES
Current liabilities:
Current maturities of long-term debt $ 76,000 $ 74,000
Accounts payable-trade 28,495 24,495
Payroll liabilities 22,913 21,372
Tenant deposits payable 8,790 5,300
Other current liabilities 2,795 2,561
Total current liabilities 138,993 127,728
Non-current liabilities
Notes payable 75,000 85,000
Bonds payable 3,311,500 3,377,500
Total non-current liabilities 3,386,500 3,462,500
Total liabilities 3,525,493 3,590,228
NET ASSETS
Net assets invested in capital assets, net of depreciation and debt 6,680,427 6,874,306
Restricted net assets 445,498 416,393
Unrestricted net assets 588,798 656,960

Total net assets $ 7,714,723  § 7,947,659




CALDWELL COUNTY WATER DISTRICT
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
PROPIETARY FUND
FOR THE YEAR ENDED DECEMBER 31, 2011
With Comparative Totals for December 31, 2010

OPERATING REVENUES 2011 2010
Charges for services $ 1,019914 $ 1,019,874
Other income 20,897 20,117

Total operating revenues 1,040,811 1,039,991

OPERATING EXPENSES
Salary expenses 314,234 282,583
Water expenses 349,798 328,374
General operating expenses 93,252 94,405
Depreciation 380,420 365,965
Amortization 3,071 3,071

Total operating expenses 1,140,775 1,074,398
Operating Income (99,964) (34,407)

NON-OPERATING REVENUES (EXPENSES)

Interest revenue 3,043 3,880
Interest expense (151,565) (154,588)
Grant administration 0 (12,500)

Total non-operating revenues (expenses) (148,522) (163,208)
Change in net assets before capital contributions and special times (248,486) (197,615)

CAPITAL CONTIBUTIONS
Tap-on fees 15,550 27,144
Grant proceeds 0 481,198

Total capital contributions 15,550 508,342
Change in net assets before special items (232,936) 310,727
SPECIAL ITEMS
Release of indebtedness (See Note 11) 0 (60,471)
Change in net assets (232,936) 250,256
Net assets, beginning of year 7,947,659 7,697,403

Net assets, end of year $ 7,714,723  $§ 7,947,659




CALDWELL COUNTY WATER DISTRICT

STATEMENT OF CASH FLOWS-PROPIETARY FUND

YEAR ENDED DECEMBER 31, 2011
With Comparative Totals for December 31, 2010

Cash flows from operating activities:
Cash received from customers $
Cash payments to suppliers for goods and services
Cash payments to employees for services

Net cash provided (used) by operating activities

Cash flows from capital and related financing activities:
Tap-on fees
Grant Proceeds
Grant administration fees
Acquisition and construction of property, plant and equipment
Principal payments on long-term debt
Interest paid on long-term debt

Net cash provided (used) by capital and relating financing activities

Cash flows from investing activities
Interest earnings
Note Receivable — Payments received
Net cash provided (used) by investing activities

Net increases (decreases) in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year $
Current cash and cash equivalents $
Restricted cash

Cash and cash equivalents, end of year $
Operating Income $

Adjustments-operating activities
Depreciation and amortization
(Increase) decrease in:

Accounts receivable
Prepaid expenses
Other receivables
Inventory
(Increase) decrease in:
Accounts payable
Payroll liabilities
Customer deposits
Accrued liabilities
Net cash provided by operating activities $

2011 2010
1,037,774 1,037,014
(441,603) (425,080)
(312,693) (283,058)
283,478 328,876
15,550 27,144
0 481,198
0 (12,500)
(112,542) (481,441)
(74,000) (71,000)
(151,565) (154,588)
(322,557) (211,187)
3,043 3,880
57,500 6,000
60,543 9,880
21,464 127,569
839,278 711,709
860,742 839,278
424,035 428,185
436,707 411,093
860,742 839,278
(99,964) (34,407)
383,491 369,036
(6,386) (15,120)
(647) (369)
(141) 12,105
(2,140) 0
4,000 (2,692)
1,541 254
3,490 40
234 29
283,478 328,876




CALDWELL COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

Note 1 — Summary of Significant Accounting Policies:

Organization-The Caldwell County Water District is a county water district supported by funds derived from the sale
of water and is operated by a District Board. The District is authorized under Kentucky Revised Statutes and
constitutes a governmental subdivision of the Commonwealth of Kentucky. The District is located in Princeton,
Kentucky and primarily serves rural Caldwell County.

Principles determining scope of reporting entity-The District’s financial report includes only the funds of
the District. The District has no oversight responsibility for any other governmental entity and is not included
in any other governmental “reporting entity” as defined by the Governmental Accounting Standards Board
pronouncement. The District’s Board members are appointed by the County Judge Executive, a publicly
elected official, and they have decision making authority, the authority to set rates, the power to designate
management, the ability to significantly influence operations and primary accountability for fiscal matters.

The accounting policies of the Caldwell County Water District (District) conform to accounting principles
generally accepted in the United States of America as applicable to utilities and/or proprietary funds. The
following is a summary of the significant accounting policies.

Basis of accounting-The District is presented as an enterprise fund. The financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting. Under the accrual
basis of accounting, revenues are recognized when earned and expenses are recognized when the liability is
incurred or economic asset used. Revenues, expenses, gains, losses, assets and liabilities resulting from
exchange and exchange-like transactions are recognized when the exchange takes place. Grants and similar
items are recognized as soon as all eligibility requirements imposed by the provider have been met.

The District follows all pronouncements of the Government Accounting Standards Board, and applies
Financial Accounting Standards Board pronouncements issued after November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements. Enterprise funds distinguish operating
revenues and expenses from non-operating items, Operating revenues and expenses generally result from
providing services and producing and delivering goods in connection with an enterprise fund’s principal
ongoing operations. The principal operating revenues of the District are charges to customers for water
services. Operating expenses for enterprise funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses.

Accounts receivable-The direct write-off method was used for recording un-collectible accounts. No
allowance for un-collectible accounts was deemed to be needed. The District grants credit to customers,
substantially all of who are residents of Caldwell County.

Capital Assets-Capital assets are stated at original cost as defined for regulatory purposes. The costs of
additions to capital assets and replacement of retirement units are capitalized. Replacement of minor items of
property is charged to expense as incurred. Depreciation is computed using the straight-line method. When
assets are retired or otherwise disposed of, the cost and related accumulated depreciation are removed from
the accounts, and any resulting gain or loss is recognized in income for the period. The cost of maintenance
and repairs is charged to income as incurred; significant betterments are capitalized. Contributions from
customers for the purpose of purchasing service connections to the utility plant are recorded as income when
they are received. Depreciation on contributed assets is recorded as an expense in the statement of revenue
and expense. Capital assets are depreciated over the following useful lives:



CALDWELL COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2010

Note 1 — Summary of Significant Accounting Policies (continued):

Capital Assets — (continued)

Buildings 30 — 40 years
Improvements other than buildings 33 - 40 years
Machinery and equipment 5 — 10 years
Leasehold improvements 15 —25 years

Intangible assets-Financing and bond issue costs are being amortized over the life of the debt on the straight-
line basis.

Inventories — Inventories are stated at the lower of cost or market determined by the first-in, first-out
method.

Use of estimates-The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the 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 expenses during the reporting period. Actual results could differ
from those estimates.

Taxes on income-The District is exempt from paying income taxes under Section 115 of the Internal
Revenue Code.

Cash and cash equivalents-For purposes of the statements of cash flows, the District considers all highly
liquid investments with original maturity of three months or less when purchased to be cash equivalents.
Cash equivalents consist of funds held in a sweep account in a financial institution.

Revenue Recognition-Operating revenues are recognized in the period that water is supplied to participants
and others. All other revenues are reflected in non-operating income.

Use of Restricted/Unrestricted Net Assets-When an expense is incurred for purposes for which both
restricted and unrestricted assets are available, the District’s policy is to apply restricted assets first.

Note 2 — Cash and Investments:

Deposits:
As of December 31, 2011, the carrying amount of the District’s deposits was $860,742 and the bank balance
was $999,555.

Custodial Credit Risk-Deposits-Custodial Credit Risk is the risk that in the event of a bank failure, the
District’s deposits may not be returned to it. The District does not have a deposit policy for the custodial
credit risk. As of December 31, 2011, the District was exposed to custodial credit risk as follows:

Secured by FDIC $ 250,000
Uninsured and collateralized with pledged securities 749,555

Total $ 999,555



CALDWELL COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2010

Note 2 — Cash and Investments (continued):

The collateral agreement with First Southern Bank states that $635,000 of securities will be held as collateral
for the District year round. The agreement states that it is the District’s responsibility to inform the bank in a
timely manner when the District will have deposits that will exceed the amount of securities pledged in order
for the Bank to purchase additional securities for collateral.

The District has no formal policies in regard to deposits. Unexpected daily cash surpluses that arise in the
District’s operating account are invested overnight in the custodian’s repurchase agreement sweep account.
The District does not have a policy to limit credit risk associated with the sweep account.

Restricted Cash

The Caldwell County Water District Bonds-All Series requires the Utility establish a Sinking Reserve in an
amount not less than the maximum amount of principal and interest requirements falling due in any twelve
month period on all of the outstanding bonds. At December 31, 2011, the sinking fund balance was not
sufficient to satisfy such bond requirements.

The Bonds also require that a Depreciation Fund be funded monthly. The 1999 Series Bonds require that
amounts be deposited over the life of the Bonds. The remaining series require the Depreciation Fund be
funded until the balance reaches certain amounts with the maximum amount being $79,800. The District is
funding the Depreciation Fund monthly as required. At December 31, 2011, the balance of the Depreciation
Fund was $240,189.

Note 3 — Capital Assets:

Capital assets, as of December 31, 2011 consist of the following:

Balance Balance
1/1/2011 Additions Deletions 12/31/2011

Capital assets not depreciated:

Land 9,000 0 0 9,000

Construction in Progress 14,030 1,844 (15,874) 0
Total non-depreciable assets 23,030 1,844 (15,874) 9,000
Capital assets being depreciated:

Machinery and equipment 204,772 0 0 204,772

Office furniture and equipment 52,881 4,399 0 57,280

Leasehold improvements 30,359 0 0 30,359

Transmission and distribution equipment 13,742,753 18,931 0 13,761,684

Building 0 103,242 0 103,242
Total depreciable assets 14,030,765 126,572 0 14,157,337
Less accumulated depreciation:

Machinery and equipment 117,921 26,990 0 144,911

Office furniture and equipment 37,598 5,446 0 43,044

Leasehold improvements 26,046 1,066 0 27,112

Transmission and distribution equipment 3,461,424 345,803 3,807,227
Building 1,115 1,115
Total accumulated depreciation 3,642,989 380,420 0 4,023,409
Capital assets, net 10,410,806 (252,004) (15,874) 10,142,928

Depreciation charged to income was $380,420.



CALDWELL COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2010

Note 4 — Long Term Debt:

Note Payable

In July 2004, Caldwell County Water District entered into an assistance agreement with Kentucky
Infrastructure Authority. Assistance in the form of a $150,000 loan was provided for line expansion. The loan
is to be repaid in monthly installments beginning in September 2004 and ending June 2018. Interest is
variable ranging from 2.25%-5.25%

Bonds Payable

During 1993, Caldwell County Water District adopted a resolution to issue $410,000 in principle of Caldwell
County Water District Water Revenue Bonds, Series 1993 dated October 22, 1993 for the purpose of line
construction in Caldwell County.

Bond covenants require that a depreciation fund be funded in the amount of $205 per month until there is an
accumulated amount of at least $24,600. Bond covenants also require a Sinking Fund to be funded by
monthly deposits equal to 1/6® of the next succeeding six-month interest payment and 1/ 12" of the principal
of any bonds maturing on the next succeeding January 1%

The bond covenants require that the rates for all utility services rendered by the District must be reasonable.
The District must be audited annually and must maintain adequate employee bonding and property insurance.
The net revenues of the District must be equal to 120% of the maximum annual debt service that will be due
each calendar year for both principal and interest on bonds.

Principal maturities falling due prior to January 1, 2009 shall not be subject to prepayment. Principal
maturities falling due on and after January 1, 2009 shall be subject to prepayment by the District on any
interest payment date falling on and after January 1, 2009 at par plus accrued interest, without any
prepayment penalty. Interest at 5.0% is paid each January 1 and July 1.

During 1996, Caldwell County Water District adopted a resolution to issue $900,000 in principle of Caldwell
County Water District Water Revenue Bonds, Series 1996 dated November 12, 1996 for the purpose of line
construction in Caldwell County.

Bond covenants require that a depreciation fund be funded in the amount of $611 per month until there is
accumulated an amount of at least $79,800. The Sinking Fund is to be funded monthly with 1/6™ of the next
succeeding six-month interest payment and 1/12" of the principal of any bonds maturing on the next
succeeding January 1%

Bond covenants require that the rates for all utility services rendered by the District be reasonable, the District
must be audited annually and must maintain adequate employee bonding and property insurance. The net
revenues of the District must be equal to 120% of the maximum annual debt service that will be due each
calendar year for both principal and interest bonds.

Principal maturities falling due prior to January 1, 2009 shall not be subject to prepayment. Principal
maturities falling due on and after January 1, 2009 shall be subject to prepayment by the District on any
interest payment date falling on and after January 1, 2009 at par plus accrued interest without any prepayment
penalty. Interest at 4.875% is paid each January 1 and July 1.

During 1999, Caldwell County Water District adopted a resolution to issue $800,000 principle of Caldwell
County Water District Water Revenue Bonds, Series 1999 Dated December 30, 1999 for the purpose of line
construction in Caldwell County.



CALDWELL COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2010

Note 4 — Long Term Debt (continued):

Bonds Payable-(continued)

Bond covenants require that a depreciation fund be funded in the amount of $370 per month until the bond is
paid in full. The Sinking Fund is to be funded monthly with 1/6" of the next succeeding six-month interest
payment and 1/12" of the principal of any bonds maturing on the next succeeding January 1%.

Bond covenants require that the rates for all utility services rendered by the District be reasonable, the District
must be audited annually and must maintain adequate employee bonding and property insurance. The net
revenues of the District must be equal to 120% of the maximum annual debt service that will be due each
calendar year for both principal and interest bonds. Interest at 4.375% is paid each January 1 and Julyl.

During 1999, Caldwell County Water District adopted a resolution to issue $420,000 principle of Caldwell
County Water District Water Revenue Bonds, Series 2000 Dated December 30, 1999 for the purpose of line
construction in Caldwell County.

Bond covenants require that a depreciation fund be funded in the amount of $205 per month until the bonds
are paid in full. The Sinking Fund is to be funded monthly with 1/6™ of the next succeeding six-month
interest payment and 1/12" of the principal of any bonds maturing on the next succeeding January 1.

Bond covenants require that the rates for all utility services rendered by the District be reasonable, the District
must be audited annually and must maintain adequate employee bonding and property insurance. The net
revenues of the District must be equal to 120% of the maximum annual debt service that will be due each
calendar year for both principal and interest bonds. Interest at 3.25% is paid each January 1 and Julyl

During 2004, Caldwell County Water District adopted a resolution to issue $815,000 principle of Caldwell
County Water District Water Revenue Bonds, Series 2003 Dated June 17, 2004 for the purpose of line
construction in Caldwell County.

Bond covenants require that a depreciation fund be funded in the amount of $390 per month until there is
accumulated an amount of at least $46,800. These deposits are in addition to those required under the Prior
Second Lien Bond Resolution. The Sinking Fund is to be funded monthly with 1/6™ of the next succeeding
si>t<-month interest payment and 1/12" of the principal of any bonds maturing on the next succeeding January
1%,

Bond covenants require that the rates for all utility services rendered by the District be reasonable, the District
must be audited annually and must maintain adequate employee bonding and property insurance. The net
revenues of the District must be equal to 120% of the maximum annual debt service that will be due each
calendar year for both principal and interest bonds. Interest at 3.25% is paid each January 1 and Julyl.

During 2005, Caldwell County Water District adopted a resolution to issue $600,000 principle of Caldwell
County Water District Water Revenue Bonds, Series 2004 dated September 27, 2005 for the purpose of line
construction in Caldwell County.

Bond covenants require that a depreciation fund be funded in the amount of $280 per month until there is
accumulated an amount of at least $33,600. These deposits are in addition to those required under the Prior
Second Lien Bond Resolution. The Sinking Fund is to be funded monthly with 1/6" of the next succeeding
six-month interest payment and 1/12" of the principal of any bonds maturing on the next succeeding January
1

Bond covenants require that the rates for all utility services rendered by the District be reasonable, the District
must be audited annually and must maintain adequate employee bonding and property insurance. The net
revenues of the District must be equal to 120% of the maximum annual debt service that will be due each
calendar year for both principal and interest bonds. Interest at 4.125% is paid each January 1 and July 1.



CALDWELL COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2010

Note 4 — Long Term Debt (continued);

Long-term debt activity for the year ended December 31, 2011 is as follows:

KIA Loan; 2.25%-5.25%, Matures 2018
Series 1993; 5% Matures 2033
Series 1996; 4.875% Matures 2035
Series 1999; 4.375% Matures 2039
Series 2000; 3.25% Matures 2039
Series 2002; 4.375% Matures 2042
Series 2004; 4.125% Matures 2044

Total Long-term debt

Less current maturities

Long-term debt, net

Maturities of long-term debt are as follows:

Maturity Date
January 1
2012
2013
2014
2015
2016
2016-2021
2021-2026
2026-2031
2031-2036
2036-2041
2041-2045

Note 5 — Economic Dependencies:

Balance Balance
1/1/2011 Proceeds (Repayments) 12/31/2011
95,000 0 10,000 85,000
320,000 0 8,500 311,500
743,000 0 16,000 727,000
697,000 0 13,000 684,000
368,500 0 6,500 362,000
747,000 0 12,000 735,000
566,000 0 8,000 558,000
3,536,500 0 74,000 3,462,500
(74,000) (76,000) 74,000 (76,000)
3,462,500 (76,000) 148,000 3,386,500
Principal Interest Total
76,000 148,340 224,340
79,500 144,954 224,454
83,000 141,396 224,396
86,500 137,757 224,257
89,500 134,018 223,518
496,500 611,536 1,108,036
581,000 494,151 1,075,151
735,000 355,433 1,090,433
714,000 189,084 903,084
459,500 63,771 523,271
62,000 3,878 65,878
3,462,500 2,424,318 5,886,818

The majority of the District’s revenue consists of charges for water-related services to customers in Caldwell
County, Kentucky. For the year ended December 31, 2011 the revenues from these sources totaled

$1,040,811. The District also receives monies from the United States Department of Agriculture and the
Kentucky Infrastructure Authority whenever funds are available.

Note 6 — Concentration of Credit Risk:

The District provides water service to citizens of Caldwell County, Kentucky. It extends credit to all of these

customers.

Note 7 — Risk Management:

The District is exposed to various risks of loss related to torts, theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The utility covers these risks with

insurance.



Note 8 — Compensated Absences:

The District grants employees vacation time based on years of service. Employees must use vacation within
the twelve month period after the time is earned. The liability for unused vacation time at December 31, 2011
was $7,406.

The District’s policy on sick pay states that employees will be granted one sick day per month. During the
employee’s probationary period sick leave may be earned but not taken. Sick leave is forfeited upon
termination of employment. It is impracticable to estimate the amounts of compensation for future medical
leave and accordingly, no liability has been recorded in the accompanying financial statements. The
District’s policy is to recognize the cost of compensated medical leave when actually paid to employees.

Note 9 — Retirement Plan:

The Caldwell County Water District is a participant in the County Employees Retirement System (CERS), a
cost-sharing, multi-employer public employee retirement system. CERS provides retirement, disability, and
death benefits to plan members. Retirement benefits may be extended to beneficiaries of plan members under
certain circumstances. Cost of living adjustments are provided at the discretion of the state legislature.
Kentucky Retirement Systems issues a publicly available financial report that includes financial statements
and required supplementary information for CERS. That report may be obtained by writing to Kentucky
Retirement Systems, Perimeter Park West, 1260 Louisville Road, Frankfort, KY 40601-6124 or by calling
(502) 564-4646.

CERS participants have a fully vested interest after completion of sixty (60) months of service, twelve (12)
months of which are current service. At a minimum, terminated employees are refunded their contributions
with credited interest at three (3) percent compounded annually through June 30, 1980, six (6) percent
thereafter through June 30, 1986, and four (4) percent thereafter. The Board determines and may amend
contribution rates, per Kentucky Revised Statue, if it is determined on the basis of an subsequent actuarial
valuation that amended contribution rates are necessary to satisfy requirements determined in accordance
with actuarial basis adopted by the Board.

CERS participants are required to contribute 5% of their creditable compensation by State statue. The district
is required by the same statue to contribute the remaining amounts necessary to pay benefits when due.
Employer contributions rates are set July 1 for the upcoming fiscal year and were as follows:

Rate Period Rate
July1,2011 through June 30, 2012 18.96%
July1,2010 through June 30, 2011 16.93%
July1,2009 through June 30, 2010 16.16%

Contributions for employees into the County Employees Retirement System are as follows:

Annual Required Percentage

Year Ended Contribution Annual Contribution Contribution
December 31 2011 $39,857 $39,857 100%
December 31 2009 $34,707 $34,707 100%

December 31 2008 527,247 $27,247 100%



Note 10 — Note Receivable:

Caldwell County Water District received a judgment related to Caldwell Circuit Case No. 96-CI-00121 in
1998. The receivable is secured by a Judgment Lien filed with the Caldwell County Court Clerk. The
structure of the real estate documents to which the lien is attached subject the district to the risk that the
asset could be devalued at the future date on which the lien could be exercised. In November 2010, the
District agreed to accept $57,500 as settlement in full. Payment was received on February 10. 2011.

Note 11 — Prior Period Adjustments:

In 2011 an effort was initiated to better track the volume and quantity of inventory maintained in the newly
acquired maintenance building. As a result of a physical inventory count on December 31, 2011 a value of
$20,140 was determined as of December 31, 2011. After further discussion it was estimated that an
inventory had been maintained in prior years at a value of $18,000. The inventory was stored in multiple
locations non-district owned facilities and was not considered to be material as of previous financial
statement dates. As a result of this determination the beginning net assets as of December 31, 2010 was
increased by $18,000 to reflect the correct beginning inventory balance.



SUPPLEMENTAL INFORMATION



CALDWELL COUNTY WATER DISTRICT
DETAIL SCHEDULE OF OPERATING EXPENSES
For the Year Ending December 31, 2011
With Comparative Totals for December 31, 2010

2011 2010
Salary expenses
Salaries & wages 222,124 211,617
Payroll tax expense 15,783 14,944
Employee retirement 39,857 34,707
Employee insurance 36,470 21,315
Total Salary expense 314,234 282,583
Water expenses
Water purchases 262,058 249,110
Supplies & materials 29,467 40,783
Contract labor - Meter reading 25,579 22,872
Repairs & maintenance 24,732 6,333
Testing 5,871 6,825
Chemicals 0 466
Dues & subscriptions 1,761 1,745
Equipment rent 330 240
Total Water expenses 349,798 328,374
General operating expenses
Utilities 21,360 19,740
Insurance 16,467 14,114
Legal & professional 26,101 17,945
Postage 8,383 8,271
Other contract services 3,141 4,532
Office supplies 3,313 5,790
Travel 2,615 3,433
Uniforms 3,419 3,195
Training & education 2,948 1,790
License fees 1,898 2,073
Miscellaneous 2,885 2,009
Advertising 870 711
Bad debt (148) 10,802
Total General operating expenses 93,252 94,405
Depreciation expense 380,420 365,965
Amortization expense 3,071 3,071

Total Operating expenses 1,140,775 1,074,398




CALDWELL COUNTY WATER DISTRICT
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
PROPRIETARY FUND
BUDGET AND ACTUAL
For the Year Ending December 31, 2011

Variance with
Final Budget

Positive

Budget Actual (Negative)
Operating revenues:
Charges for Services 1,076,130 1,019,914 (56,216)
Other income 17,000 20,897 3,897
Total operating revenue 1,093,130 1,040,811 (52,319)
Operating Expenses:
Salary expenses 350,095 314,234 35,861
Water expenses 406,234 349,798 56,436
General operating expenses 88,600 93,252 (4,652)
Depreciation 374,500 380,420 (5,920)
Amortization 3,071 3,071 0
Total operating Expenses 1,222,500 1,140,775 81,725
Operating income (129,370) (99,964) 29,406
Non-operating income (expenses):
Tap-on fees 12,000 15,550 3,550
Interest revenue 1,500 3,043 1,543
Interest expense (154,205) (151,565) 2,640
Total non-operating revenue {expenses) (140,705) (132,972) 7,733
Change in net assets (270,075) (232,936) 37,139
Net assets, beginning of year 7,947,659
Net assets, end of year 7,714,723

The District adopts an annual budget prepared under a basis of accounting in accordance with provisions of
the Public Service Regulatory Commission



TREVOR B. GOUGH, CPA, PLLC

CERTIFIED PUBLIC ACCOUNTANT

2920 Lone Oak Road, Suite 4
Paducah, KY 42003

Phone: (270) 554-7699

E-mail: trevor@tbgcpa.com

Report On Internal Control over Financial Reporting and On Compliance and
Other Matters Based On an Audit of Financial Statements Performed In
Accordance With
Government Auditing Standards

Commissioners
Caldwell County Water District
Princeton, Kentucky

We have audited the financial statements of the Caldwell County Water District, as of and for the year
ended December 31, 2011, and have issued our report thereon dated March 5, 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 Caldwell County Water District’s internal control
over financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal contro! over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Caldwell County Water
District’s internal control over financial reporting.

A control deficiency 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 misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the District’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the District’s financial statements that is more than inconsequential will
not be prevented or detected by the District’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that result in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the District’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies of material weaknesses. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Caldwell 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 did not disclose instances of noncompliance that are required to be
reported under Government Auditing Standards.

This report is intended solely for the information and use of management, others within the organization,
commissioners, and federal awarding agencies and is not intended to be and should not be used by anyone
other than these specified parties.
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