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RAISOR, ZAPP & WOODS, P.S.C.

Certified Public Accountants

513 HIGHLAND AVENUE

PO. BOX 354

CARROLLTON, KENTUCKY 41008
(502) 732-6655  FAX (502) 732-6161

To the Commissioners of the
Carroll County Water District No. 1
Ghent, Kentucky 41045

INDEPENDENT AUDITORS' REPORT

We have audited the accompanying financial statements of Carroll County Water District No. 1 as of and for the
years ended December 31, 2011 and 2010, as listed in the table of contents. These financial statements are the
responsibility of Carroll County Water District No. 1's management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generalily 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 audits

provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Carroll County Water District No. 1 as of December 31, 2011 and 2010, and the changes in
financial position, and cash flows thereof for the years 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 22, 2012, on our
consideration of Carroll County Water District No. 1'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 2 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 comparing the information for consistency with management’s responses fo 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.

/\%WO)W ¢ Wsade, PSC

RAISOR, ZAPP & WOODS, PSC
Certified Public Accountants

March 22, 2012

Page 1

Members - Private Companies Practice Section of the American Institute of CPA's
Members - Kentucky Society of Certified Public Accountants



MANAGEMENT’S DISCUSSION AND ANALYSIS

This Discussion and Analysis of Carroll County Water District #1 financial performance
provides an overview of the District’s financial activities for the fiscal year ending December 31,
2011. It should be read in conjunction with the District’s financial statements and supplementary

information.

Financial Statements Overview

This annual financial report consists of three major parts: management’s discussion and
analysis, basic financial statements, and supplementary information. Included with the financial
statement are notes that explain in more detail some of the information in the financial
statements. Additional to these notes is a section of supplementary information in support of the
information in the financial statements. The figure below illustrates how the annual financial

report is arranged.

— Management’s Discussion ~ Balance Sheet
& Analysis (Statement of Assets)
Annual Financial ———— Basic Financial Income Statement
Report Statements (Statement of Revenues)
- Statement of Cash Flows

Additional Information

L—— Notes to Basic Financial
Statements

The Balance Sheet or Statement of Net Assets includes all of the District’s assets and liabilities
and provides a basis for evaluating the overall health and financial flexibility of the District.

The Income Statement or the Statement of Revenues, Expenses, and Changes in Fund Net Assets
accounts for all the current year’s revenues and expenses. This statement is a ready reflection of
the success of the District’s operations over the past year and shows at a glance whether or not
the District has recovered all of its costs through its water rates and other charges.

The Statement of Cash Flows primary purpose is to provide information about the District’s cash
receipts, payments, and net changes in cash resulting from its operations, and financing activities
and provides further information on the sources and uses of cash and the changes in the cash

balances during the operating year.

Financial Highlights

e Total Assets decreased by $212,490 or 9%, from $13,446,144 in 2010 to $13,233,654 in
2011, due primarily to a decrease in the Net Asset base as a result of an increase in
Accumulated Depreciation, and the Disposition of Assets during the year, the asset being

old unused meters.



e Operating Revenues decreased by $101,992 or 5.7% from $1,794,118 in 2010 to
$1,692,126 in 2011. Residential and Commercial water sales in 2011 were down when
compared to 2010 for a total decrease of 19,358,560 gallons or 10.7%.

e Operating Expenses were down $30,979 in 2011 when compared to 2010. This decrease
is attributable to lower system maintenance costs and lower operating labor even though

system depreciation and retirement expense along with administrative salaries were up.

e Net Income before Capital Contributions for 2011 as compared to the previous year was
down $245,984. This is primarily due to lower operating income received in 2011 when
compared to 2010 because of reduced water sales and the disposition of assets during the

year,

Balance Sheet, Statement of Net Assets

The decrease in Net Assets in 2011 is attributed to the disposition of Fixed Assets (meters) and a
decrease in Net Income due to lower water sales.

2011 2010 2009 2008 2007 Difference %
10-11

Utility $11,023,731 | $11,341,881 | $10,091,605 | $10,349,658 | $10,499,086 | (318,150) (2.8)
Plant
Current $1,490,283 | $1,419970 | $§ 960,278 | $ 1,201,159 | $ 1,215,437 70,303 5
Assets
Other Non-
Current $ 719,640 | § 684293 |§ 739,138 | $§ 626,593 {§ 611,142 35,347 5.2
Assets
Total $5,580,709 | $5,606,064 | $4,976,896 | $ 5,124,308 | $ 5,037,316 (25,355) (0.5)
Net Assets

Long Term Liabilities at year-end 2011 are down due to Retirement of Debt per schedules.
Current Liabilities show a 23.5% increase over year-end 2012, most of which is explained by an

outstanding contractor invoice.

2011 2010 2009 2008 2007 Difference %
10-11
Long Term $7,089,123 $7,383,391 | $6,408,961 | $6,665,375 | $6,913,263 (294,268) 4)
Liabilities
Current &
Accrued $ 563,822 | § 456,689 | § 405,164 | $ 387,727 | § 375,086 107,133 23.5
Liabilities




Income Statement

Operating Revenues for 2011 were down 5.7% when compared to 2010 due to lower water sales
during 2011, The Net Income for the year was down by $654,523 due to decreased water sales
and lower Capital Contributions during the year.

2011 2010 2009 2008 2007 Difference %
(10-11)

Operating
Revenue $1,692,126 | $1,794,118 | $1,471,124 | $1,552,805 | $1,581,141 (101,992) | (5.7)
Operating
Expense $1,429,254 | $1,460,233 | $1,356,752 | $1,292,362 | $1,297,558 | (30,979) 2.1
Net Operating
Revenue $ 262,872 |$ 333,885 |$ 114372 | $ 260,443 | $ 283,583 (71,013) | (21.3)
Non-Operating
Expenses § 451,193 | § 276,222 | $ 278,594 | $ 277,619 | $ 267,967 | 174,971 63.3
Capital
Contributions | $ 154,794 | § 571,505 |$ 16,810 | $ 104,168 |$ 33217 (416,711) | (72.9)
Special Item $ 8,172 o - - — 8,172 —
Net Income § (25355) | § 629,168 | ($147,412) |$ 86,992 | $ 48,833 | 654,523 (104)

Statement of Cash Flows

Cash from Operating Activities was up 41.3% in 2011 due to decreased payments to suppliers
during the year. This along with proceeds from a pipeline relocation also accounts for the 41.8%
increase in Cash at End of the Year. $119,936 of this increase is the year-end unused portion of
this pipeline relocation funds contributed by local industry.

2011 2010 2009 2008 2007 Difference %
(10-11)

Cash from
Operating $ 830,125 | $ 587,377 | $ 530,922 | $ 687,815 | 3 649,906 242,748 41.3
Activities (Net)
Cash from Non-
Capital Financing | § 119,936 119,936
Activities
Cash from Capital
& Related $(669,296) | $(529,771) ($673,042) $(681,613) | $(457,197) (139,525) (26.3)
Financing
Activities
Cash From
Investing $ 9834 |§ 5,19 $ 4,840 |$ 5,185 $ 4,810 4,638 89.3
Activities
Change in Cash $ 290,599 | $ 62,802 ($137,280) | $ 11,387 $ 197,519 227,797 36.3
Cash Balance,
Beginning of Year | § 695,401 $ 632,599 $769,879 | $ 758,492 $ 560,973 62,802 9.9
Cash Balance, § 986,000 | $ 695,401 $632,599 | $ 769,879 $ 758,492 290,599 41.8
End of Year




Debt Administration

As of year’s end 2011 the District had Outstanding Bond Debt of $6,010,500, and a Note
Payable of $1,365,255 for a total of $7,375,755 in Long Term Debt. The Funds available for
Debt Service in 2011 were more than sufficient to cover debt payments without pulling down
cash. The Debt Coverage Ratio for 2011 was 1.21, a level that should be sufficient not only to
pay debt but also allow sufficient allocation to Depreciation.

2011 2010 2009 2008 2007 Difference | %
(10-11)

Total Bonds
Payable $6,010,500 | $6,196,000 | $5,127,000 | $5,296,000 | $5,459,500 | (185,500) (3)
Note Payable | $1,365,255 | $1,449,988 | $1,532,235 | $1,612,070 | $1,689,562 | ( 84,733) | (5.8)
Income
Available for ' § 262,872 | § 333,885 |$ 114,372 |$ 260,443 | $ 283,583 | ( 71,013) | (21.3)
Debt Service
Total Debt
Service $ 596,565 | $ 580,267 |$ 542,706 | $ 542,157 | $ 543,391 16,298 2.8
| Debt Coverage 1.21 1.92 .96 1.21 1.25 71 37

Economic OQutlook

Water Sales in 2011 were expected to remain at normal levels with little or no growth in any
category, but sales dropped in all categories but Industrial. No significant growth is expected in
2012, The two diagrams on the next page are offered to give a picture of the relative health of
the Water District. The graph of the Operating Expenses including Depreciation vs Operating
Revenue presents a view of monies remaining to cover debt after Operating Expenses have been
paid. You will note the numbers for 2011 reflect comfortable level of in Revenue vs Expenses as
was expected for the year. The graph titled Operating Ratio depicts Total Operation Expenses
less Depreciation divided by Total Revenues and is a measure of overall efficiency of the
District. Management feels that trends in this Operating Ratio reflects the health of the
operation. In the healthiest operations this ratio will remain constant or reduce over time. You
will note a slight decrease in this ratio for the year 2011. The facts portrayed by these two charts
along with a comfortable Debt Coverage Ratio reflect a very healthy District. The Debt Service
Ratio decreased in the year 2011 as expected but remains sufficient to handle debt. Since the end
of 2011, the District has taken advantage of an opportunity to refinance Bond Issues Series 1994,
1997 A&B, and 1999 A&B for a net savings of $491,971 over the next 27 years. This results in
an average annual savings of $18,221.

Contacting District Management

This financial report is designed to provide an easy to read general overview of the District’s
finances to its ratepayers, creditors, or public at large. It also provides accountability for the
money received by the district. Questions concerning this report may be directed to the Manager
of the District at 205 Main Cross Street in Ghent, Kentucky 41045, phone 502-347-9500.
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CARROLL COUNTY WATER DISTRICT NO. 1
STATEMENT OF NET ASSETS
December 31, 2011 and 2010

ASSETS

Current Assets:
Cash, Including Time Deposits
Accounts Receivable (Net)
Grant Proceeds Receivable
Other Receivables
inventory
Prepaid Expense

Total Current Assets

Noncurrent Assets:
Restricted Assets:
Cash, including Time Deposits
Interest Receivable
Bond Issuance Costs, Net
Capital Assets (Net)
Deposits

Total Noncurrent Assets

Total Assets

LIABILITIES

Current Liabilities:

Accounts Payable

Accounts Payable - Construction

Retainage Payable

Accrued Compensated Absences

Accrued Wages

Accrued Payroll Taxes/Employee Withhoiding

Utility Tax Payable

Sales Tax Payable

Current Liabilities Payable from Restricted Assets:
Accrued Interest Payable
Revenue Bonds Payable
Note Payable-Kentucky Infrastructure Authority

Total Current Liabilities

Noncurrent Liabilities:
Revenue Bonds Payable (including Bond Premium of
$6,604 for 2011 and $8,805 for 2010)
Deferred Loss - Early Debt Retirement
Note Payable - Kentucky Infrastructure Authority
Noncurrent Liabilities Payable from Restricted Assets:
Customer Deposits Payable

Total Noncurrent Liabilities

Total Liabilities

NET ASSETS

invested in Capital Assets, Net of Related Debt
Restricted for Capital Projects
Restricted for Debt Service

Unrestricted

Total Net Assets

2011 2010

$ 1,133,922 $ 876,030
145,011 166,345
75,433 146,160
13,505 19,484
86,694 178,986
35,718 32,965

$ 1,490,283 $ 1,419,970
$ 663,336 $ 623,454
48 58

56,156 60,681
11,023,731 11,341,881
100 100
$11,743,371 $12,026,174
$13,233,654 $13,446,144
$ 131,007 $ 19,492
2,178 32,052
3,545 -
21,921 35,624
3,276 1,776
17,001 12,630
3,682 4,081
2,296 2,484
81,622 78,317
210,000 185,500
87,294 84,733

$ 563,822 $ 456,689
$ 5,807,104 $ 6,019,305
(9,409) (12,546)
1,277,961 1,365,255
13,467 11,377

$ 7,089,123 $ 7,383,391
$ 7,652,945 $ 7,840,080
$ 3,706,937 $ 3,760,315
6,744 17,091
561,551 516,727
1,305,477 1,311,931

$ 5,580,709 $ 5,606,064

See accompanying notes to the basic financial statements.
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CARROLL COUNTY WATER DISTRICT NO. 1
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

For the Years Ended December 31, 2011 and 2010

Operating Revenues:

Charges for Services:

Water Charges (Net)

Bulk Water Charges

Total Charges for Services

Other Charges and Miscellaneous:

Billing Service Charges

Reconnect and Disconnect Charges

Miscellaneous

Total Other Charges and Miscellaneous

Totai Operating Revenues

Operating Expenses:
Accounting and Collecting Labor
Administrative Per Diem
Administrative Salaries
Depreciation Expense
Employee Benefits
Employee Licenses
Insurance
Maintenance of Mains/Distribution System
Office Supplies and Expense
Operating Labor
Other Interest Expense
Payroll Taxes
Professional Services
Purchased Power
Purchased Water
Regulatory Fees
Repairs & Maintenance
Retirement Plan Expense
Transportation Expense
Uniforms
Utilities & Telephone
Water Treatment Expense
Other Contracted Services

Total Operating Expenses

Net Operating income

Nonoperating Revenue (Expense):
Investment Income
Interest Expense
Amortization of Bond Issuance Costs

Gain (L.oss) on Sale/Abandonment of Fixed Assets
Total Nonoperating Revenue (Expense)

Net Income (Loss) Before Contributions & Special ltems

Capital Contributions
Special item
industrial Line Relocation
Income

Expense
Total Special ltem

Net Income (Loss)
Net Assets--Beginning of Year

Net Assets--End of Year

See accompanying notes to the basic financial statements.

2011 2010
1,610,886 1,712,371
124 89
1,611,010 1,712,460
45,159 45,472
33,105 32,480
2,852 3,706
81,116 81,658
1,692,126 1,794,118
95,912 94,114
16,200 16,200
171,295 99,832
456,993 409,482
50,727 56,708
925 990
28,392 28,232
71,339 155,343
38,456 30,898
163,233 219,049
153 93
33,983 30,337
14,940 12,367
125,124 121,429
9,315 10,820
2,950 2,519
12,705 10,110
79,564 66,802
27,389 26,991
4,963 3,798
12,553 8,637
12,143 14,022

- 41,460
1,429,254 1,460,233
262,872 333,885
16,985 14,237
(307,780) (286,318)
(4,525) (4,141)
(155,873) .
(451,193) (276,222)
(188,321) 57,663
154,794 571,505
195,789 -
(187,617) -
8,172 -
(25,355) 629,168
5,606,064 4,976,896
5,580,709 5,606,064

Page 8



CARROLL COUNTY WATER DISTRICT NO. 1
STATEMENT OF CASH FLOWS
For the Years Ended December 31, 2011 and 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers

Payments to Suppliers

Payments to Employees

Other Receipts (Payments)

Net Cash Provided (Used) by Operating Activities

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES

Proceeds Industrial Line Relocation
Costs Associated with Line Relocation

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Capital Contributions
Purchase of Capital Assets (including Work in Process)

Bond Proceeds

Principal Paid on Capital Debt
Interest Paid on Capital Debt
Grant Proceeds

Proceeds Build America Bonds Interest Reimbursement

Proceeds Sale of Capital Assets

Interim Financing Proceeds

Repayment of Interim Financing

Net Cash Provided (Used) by Capital and

Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of investments
Interest Received

Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents

Balances-Beginning of the Year

Balances-End of the Year

Balances
Per December 31, 2011
Statement of

2011 2010

$ 1,639,812 $1,662,775
(431,960) (744,587)
(458,843) (412,469)
81,116 81,658

$_ 830,125 $ 587,377
$ 195789 $ .
(75,853) -

$ 119,936 $ .
$ 15981 $ 15345
(333,062) (1,658,411)
. 1,246,000
(270,233) (259,247)
(303,539) (283,458)
199,092 410,000
10,448 .
12,017 .

- 1,215,751

- (1,215,751)

$ (669,296)  -$ (529,771)
$  (7,175) $  (9,090)
17,009 14,286

$ 9,834 $ 5,196
$ 290,599 $ 62,802
695,401 632,599
$ 986,000 $ 695,401

Balances
Per December 31, 2011
Statement of

Net Assets Cash Flows
Cash $ 646,706 $ 646,706
Time Deposits 487,216 -
Restricted Cash 339,294 339,294
Restricted Time Deposits 324,042 . -
Total Cash and Cash
Equivalents, End of Year $ 1,797,258 3 986,000
Balances Balances

Per December 31, 2010
Statement of

Per December 31, 2010
Statement of

Net Assets Cash Flows
Cash $ 392,931 $ 392,931
Time Deposits 483,099 -
Restricted Cash 302,470 302,470
Restricted Time Deposits 320,984 -
Total Cash and Cash
Equivalents, End of Year $ 1,499,484 $ 695,401

See accompanying notes to the basic financial statements.
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CARROLL COUNTY WATER DISTRICT NO. 1
STATEMENT OF CASH FLOWS
For the Years Ended December 31, 2011 and 2010

2011 2010
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Operating Income (Loss) $ 262,872 $ 333,885
Adjustments to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities:
Cash Flows Reported in Other Categories:
Depreciation Expense 456,993 409,482
Change in Assets and Liabilities:
Receivables, Net 21,334 (50,397)
Other Receivables 5,965 (1,314)
Inventories 92,292 (121,965)
Prepaid Expenses (2,753) 2,593
Accounts Payable (249) (2,620)
Accrued Wages 1,500 1,776
Utility Tax Payable (399) 143
Sales Tax Payable (188) 453
Accrued Payroll Taxes & Employee Benefits 4,371 (1,039)
Customer Meter Deposits Payable 2,090 1,430
Accrued Compensated Absences (13,703) 14,950
Net Cash Provided by Operating Activities $ 830,125 $ 587,377

SCHEDULE OF NONCASH INVESTING, CAPITAL, AND FINANCING ACTIVITIES

At December 31, 2011, Carroll County Water District No. 1 had outstanding obligations relating to capital
construction of plant assets of $5,723 included in accounts payable - construction and retainage payable.

At December 31, 2010, Carroll County Water District No. 1 had outstanding obligations relating to capital
construction of plant assets of $32,052 included in accounts payable - construction.

See accompanying notes to the basic financial statements. Page 10



CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS
December 31, 2011 and 2010

NOTE 1 - DESCRIPTION OF ENTITY AND SIGNIFICANT ACCOUNTING POLICIES

Description of entity: Carroli County Water District No. 1 is a rural water company serving approximately 3,000
customers in Carroll, Owen and Gallatin Counties, Kentucky of which 160 are considered commercial and 31 are
industrial users, or large users. The District is regulated by the Public Service Commission of the
Commonwealth of Kentucky. The water district was formed under the laws of Carroll County through its fiscal

court in 1960 and began operations in 1965.

In evaluating how to define Carroll County Water District No. 1 for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in the reporting
entity was made by applying the criteria set forth in GAAP. The basic -- but not the only -- criterion for including
a potential component unit within the reporting entity is the governing body's ability to exercise oversight
responsibility. The most significant manifestation of this ability is financial interdependency. Other
manifestations of the ability to exercise oversight responsibility include, but are not limited to, the selection of
governing authority, the designation of management, the ability to significantly influence operations and
accountability for fiscal matters. The other criterion used to evaluate potential component units for inclusion or
exclusion from the reporting entity is the existence of special financing relationships, regardiess of whether the
District is able to exercise oversight responsibilities. Based upon the application of these criteria, the District

has no component units.
A summary of the District's significant accounting policies follows:

Basis of presentation and accounting: As stated in Kentucky Revised Statutes (KRS) 278.015, “any water district
shall be a public utility and shall be subject to the jurisdiction of the Public Service Commission.” In KRS
278.220, it is outlined that the Public Service Commission may establish a system of accounts to be kept by the
utilities subject to its jurisdiction, and may prescribe the manner in which such accounts shall be kept. The
financial statements of the District are prepared in accordance with generally accepted accounting principles
(GAAP). The District applies all relevant Governmental Accounting Standards Board (GASB) pronouncements
and applicable Financial Accounting Standards Board (FASB) pronouncements and Accounting Principles Board
(APB) opinions issued on or before November 30, 1989, uniess they conflict with GASB pronouncements.

All activities of the District are accounted for within a single proprietary (enterprise) fund. Proprietary funds are
used to account for operations that are (a) financed and operated in a manner similar to private business
enterprises where the intent of the governing body is that the cost (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 (b) where the governing body has decided that periodic determination of revenues
earned, expenses incurred, and/or net income is appropriate for capital maintenance, public policy, management

control, accountability, or other purposes.

Proprietary funds utilize the accrual basis of accounting. Under the accrual basis of accounting, revenues are
recognized when earned and expenses are recorded when the liability is incurred or economic asset used.

The accounting and financial reporting treatment applied to the District is determined by its measurement focus.
The transactions of the District are accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assets and all liabilities associated with the operations are included on the Statement of
Net Assets. Net assets (i.e., total assets net of total liabilities) are segregated into invested in capital assets, net

of related debt; restricted; and unrestricted components.

Revenues and expenses: Operating revenues and expenses consist of those revenues and expenses that result
from the ongoing principal operations of the District. Operating revenues consist primarily of charges for
services. Non-operating revenues and expenses consist of those revenues and expenses that are related to
financing and investing types of activities and result from nonexchange transactions or ancillary activities.

Page 11



CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 1 - DESCRIPTION OF ENTITY AND SIGNIFICANT ACCOUNTING POLICIES (Continued)

The District adheres to the use restrictions established by bond agreements when expenses are incurred for
which both restricted and unrestricted net assets are available. The District has no policy defining which

resources (restricted or unrestricted) to use first.

Property and equipment: Property and equipment purchased or constructed is stated at cost. Interest related to
costs, and major improvements, renewals and replacements is capitalized as a cost of the project. Depreciation
is computed on the straight-line basis over the estimated useful lives of the related assets. The range of

estimated useful lives by type of asset is as follows:

- Structures & Improvements 10-35 years
- Distribution System 10-45 years
- Wells 35 years

- Machinery & Equipment 5-30 years

Inventory: inventories are stated at latest cost.

Compensated Absences: See Note 9 for the District’s policy on vacation and sick pay.

Income Taxes: The Carroll County Water District No. 1 is not subject to income taxes.

Contributed capital: Under the Governmental Accounting Standards Board's (GASB) Statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions, the District recognizes capital contributions
as revenues in the statement of revenues, expenses and changes in fund net assets. Tap on fees of $15,981 and
$15,345 were received by the District for the years ended December 31, 2011, and 2010, respectively. Additional
capital contributions of $128,365 Kentucky Grant Funds and $10,448 Build America Bonds interest
reimbursement were received by the District during the year ended December 31, 2011. Capital contributions of
$410,000 and $146,160 of Rural Development Grant and Kentucky Grant Funds were received by the District
during the year ended December 31, 2010 for the 2007 system improvement project.

Net assets: Net assets comprise the various net earnings from operating and non-operating revenues, expenses
and contributions of capital. Net assets are classified in the following three components: invested in capital
assets, net of related debt; restricted; and unrestricted net assets. Invested in capital assets, net of related debt,
consists of all capital assets, net of accumulated depreciation and reduced by outstanding debt that is
attributable to the acquisition, construction and improvement of those assets; debt related to unspent proceeds
or other restricted cash and investments is excluded from the determination. Restricted net assets consists of
net assets for which constraints are placed thereon by external parties, such as lenders, grantors, contributors,
laws, regulations and enabling legislation, including self-imposed legal mandates. Unrestricted net assets
consist of all other net assets not included in the above categories.

Estimates: The preparation of financial statements 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 revenues and expenses during the reporting

period. Actual results could differ from those estimates.

Statement of Cash Flows: For the purpose of the Statement of Cash Flows, Carroll County Water District No. 1
considers all highly liquid investments (including restricted assets) with a maturity of three months or less when

purchased to be cash equivalents.

NOTE 2 - DEBT RESTRICTIONS AND COVENANTS

The Bond and Interest Sinking Account was {o be established with the District’s original bond issue. Under the
bond resolution which established this account, it was provided that a minimum balance be maintained in this
account as security to the bondholders. In order to attain the minimum balance, the monthly transfer to be made

into the account for the outstanding bond issues is as follows:
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 2 — DEBT RESTRICTIONS AND COVENANTS (Continued)

one sixth (1/6) of the next semiannual interest payment
+ one twelfth (1/12) of next annual principal payment
monthly transfer

1]

Transfers sufficient to meet the total obligation outstanding on all issues were made timely during the years
ended December 31, 2011 and 2010.

Under the bond resolution of the original 1965 bonds {(now redeemed), a Depreciation Account was to be
established to provide funds for extraordinary repairs and extensions to the system, and to make up any
deficiency in the Bond and Interest Sinking Fund Account. Under the provisions of the 1994 Bond Resolution, an
adjustment was required to be made in the Depreciation Fund requirements upon the issuance of any bonds on a
parity with the Series 1994 bonds. Therefore, under the provisions of the Prior Second Lien Bond Resolution it
was determined that upon issuance of the 1999 Series A and Series B bonds, the monthly transfer required to be
deposited to the Depreciation Account would be increased to $2,090 each month until there is accumulated in
that account the sum of at least $250,800 (increased from $166,800). With the issuance of the 2005 Series A and
B bonds an additional monthly transfer of $525 is required to be deposited until an additional $63,000 is
accumulated (total $313,800). In November, 2010, the District issued taxable Waterworks Revenue Bonds Series
2010. Under the bond resolution, an additional $510 is required to be deposited until an additional sum of
$61,200 is accumulated (total $375,000). When the required balance of $375,000 is attained, the monthly transfers
may be discontinued, but are subject to resumption if the depreciation account is depleted below the required
balance. The Depreciation Account is to be maintained as long as any of the bonds are outstanding.

Under the District’s debt agreement with the Kentucky Infrastructure Authority (KIA) a R&M Reserve is to be
funded. $7,500 is to be transferred annually into the reserve until a balance of $75,000 is obtained.

A separate reserve has not been established for the Kentucky Infrastructure Authority reserve. However, the
District has funded reserve accounts sufficient to fund the maximum accumulation mandated in the 1999 bond
agreement plus the KIA’s required balance at December 31, 2011. The District transferred the amounts required
under the Series 2005 A and B bond agreement, and the additional $510 payment required by the 2010 Series

bond agreement during 2011.
NOTE 3 — CASH AND INVESTMENTS

KRS 66.480 authorizes the District to invest in obligations of the United States and its agencies and
instrumentalities, including repurchase agreements, through sources including national and state banks
chartered in Kentucky, obligations and contracts for future delivery backed by the full faith of the United States
or its Agency, certificates of deposit and interest bearing accounts in institutions insured by the Federal
Depository Insurance Corporation and other investments described therein provided that approved securities are
pledged to secure those funds on deposit in an amount equal to the amount of those funds. The District may

also invest in mutual funds meeting the requirements of the statute.

Carroll County Water District No. 1’s policies regarding deposits of cash are discussed above. The table
presented below is designed to disciose the level of custody credit risk assumed by the District based upon how
its deposits were insured or secured with collateral at December 31, 2011 and 2010. The categories of credit risk

are defined as follows:
Category 1 — Insured by FDIC or collateralized with securities held by the District (public trust) or by its agent
in its name.

Category 2 ~ Uninsured but collateralized with securities held by the pledging financial institution’s trust
department or agent in the District’s name.

Category 3 — Uninsured and uncollateralized; or collateralized with securities held by the pledging financial
institution, or by its trust department or agent but not in the District's name; or collateralized with no

written or approved collateral agreement.
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 3 — CASH AND INVESTMENTS (Continued)

December 31, 2011

Total Bank Custody Credit Risk Category Total Carrying

Type of Deposits Balance 1 2 3 Value
Time/Savings Deposits $ 1,818,250 $ 485,727 $ 1,332,623 $ - $ 1,797,158
Total Deposits $ 1,818,250 $ 485,727 $ 1,332,523 $ - $ 1,797,158

December 31, 2010

Total Bank Custody Credit Risk Category Total Carrying

Type of Deposits Balance 1 2 3 Value
Time/Savings Deposits $ 1,566,228 $ 460,066 $ 1,106,162 $ - $ 1,499,384
Total Deposits $ 1,566,228 $ 460,066 $ 1,106,162 $ - $ 1,499,384

Reconciliation to Statement of Net Assets:

December 31, 2011 December 31, 2010
Unrestricted Cash $ 1,133,922 $ 876,030
Restricted Cash, Including Time Deposits 663,336 623,454
Less: Cash on Hand (100) (100)
$ 1,797,158 $ 1,499,384
NOTE 4 - RESTRICTED ASSETS
Restricted assets consists of the following:
December 31, 2011 December 31, 2010
Restricted Cash and Time Deposits
Bond and Interest Sinking Account $ 235,727 $ 203,335
Depreciation Reserve Account 407,398 391,651
Customer Deposits 13,467 11,377
Construction 6,744 17,091
Total $ 663,336 $ 623,454
Interest Receivable - Depreciation Reserve Accounts $ 48 $ 58

NOTE 5 — CUSTOMER ACCOUNTS RECEIVABLE

Customer Accounts Receivable has been netted with an Allowance for Bad Debts of $8,595 and $12,737 at
December 31, 2011 and 2010, respectively. The amount provided for bad debts represents the portion of the total
amounts for which collection is unlikely, based on historical collection data.

NOTE 6 — CUSTOMER DEPOSITS/IESCROW

Customer deposits are coliected upon installation of water service. This amount is to be refunded to the
customer upon discontinuation of service (after the customer's bill has been paid in full) or one year pending a
satisfactory payment record. Deposits received from customers are held in an interest bearing account (which is
included in the financial statements as restricted cash). Records are maintained which detail the accrued
interest on each customer's deposit based on the current market rate. Accrued interest is paid annually and

when the deposit is refunded.
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CARROLL COUNTY WATER DISTRICT NO. 1

NOTES TO BASIC FINANCIAL STATEMENTS (Continued)

NOTE 7 - CAPITAL ASSETS

December 31, 2011 and 2010

Capital asset activity for the years ended December 31, 2011 and 2010, was as follows:

Land & Land Rights

Structures & Improvements

Distribution System

Wells

Machinery & Equipment

Construction in Process
Totals at Historical Cost

Less: Accumulated Depreciation
Structures & Improvements
Distribution System
Welis
Machinery & Equipment

Total Accumulated Depreciation

Capital Assets, Net

Balance at Balance at
January 1, 2011 Additions Disposals December 31, 2011
$ 273,816 § 3,000 § - % 276,816

247,471 70,774 - 318,245

14,384,541 132,214 291,125 14,225,630

525,978 - - 525,978

450,987 62,162 59,907 453,242

56,430 79,036 40,453 95,013

$ 15,939,223 § 347,186  § 391,485 $ 15,894,924
$ 96,902 § 8,175 % - 8 105,077
3,900,668 407,204 123,235 4,184,637

199,646 15,028 - 214,674

400,126 26,586 59,907 366,805

$ 4,597,342  § 456,993 § 183,142  § 4,871,193
$ 11,341,881 $ (109,807) $ 208,343 $ 11,023,731

During 2010, the District completed a $1,756,000 water system improvement project. The project included a
300,000 galion ground storage tank, a new pumping station, approximately 37,000 feet of line improvements to
valve stations and telemetry equipment. No new customers were added in the project.

Land & Land Rights

Structures & Improvements

Distribution System

Wells

Machinery & Equipment

Construction in Process
Totals at Historical Cost

Less: Accumulated Depreciation
Structures & Improvements
Distribution System
Wells
Machinery & Equipment

Total Accumulated Depreciation

Capital Assets, Net

Baiance at Balance at
January 1, 2010 Additions Disposals December 31, 2010
$ 252,314 § 21,502 §$ - $ 273,816

247,471 - - 247,471

12,549,556 1,834,985 - 14,384,541

525,978 - - 525,978

448,405 2,582 - 450,987

255,741 1,660,197 1,859,508 56,430

$ 14,279,465 $ 3,619,266 § 1,859,508 $ 15,939,223
$ 89,612 §$ 7,290 % - 3 96,902
3,535,563 365,105 - 3,900,668

184,618 15,028 - 199,646

378,067 22,059 - 400,126

$ 4,187,860 $ 409,482 $ - § 4,597,342
$ 10,091,605 § 3,109,784 § 1,859,508 $ 11,341,881

Included under the District’s Plant Assets at December 31, 2011 and 2010, respectively, were $352,886 and
$371,509 of fully depreciated assets. Land and land rights and construction in process are capital assets not

being depreciated.

Depreciation expense aggregated $456,993 and $409,482 in 2011 and 2010, respectively.
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CARROLL COUNTY WATER DISTRICT NO. 1

NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 8 - LONG-TERM DEBT

As of December 31, 2011 and 2010, the long-term debt payable consisted of the following:

Notes Payable:

Kentucky Infrastructure Authority represents a 20 year
loan, original principal of $1,908,662, secured by water
revenues. Interest is charged at 3% per annum.
Payments are made semi-annually. Final maturity is
December 1, 2024.

Total Notes Payable

Current Portion
Noncurrent Portion
Total Notes Payable

Bonds Payable:

Kentucky Rural Water Finance Corporation, Flexible
Term Finance Program, Series 2005 C, original issue
amount of $829,000, secured by water revenues. Interest
is charged at the rate of 4.03% per annum. Final maturity
is January 1, 2015.

RECD Revenue Bonds of 1994, original issue amount of
$540,000, secured by water revenues. Interest is charged
at the rate of 4.5% per annum. Final maturity is
September 1, 2033.

RECD Revenue Bonds of 1997 Series A, original issue
amount of $1,072,000, secured by water revenues.
Interest is charged at the rate of 4.875% per annum.
Final maturity is September 1, 2037.

RECD Revenue Bonds of 1997 Series B, original issue
amount of $1,194,000, secured by water revenues.
Interest is charged at the rate of 4.875% per annum.
Final maturity is September 1, 2037.

RECD Revenue Bonds of 1999 Series A, original issue
amount of $700,000, secured by water revenues. Interest
is charged at the rate of 4.5% per annum. Final maturity
is September 1, 2039.

RECD Revenue Bonds of 1999 Series B original issue
amount of $810,000, secured by water revenues. Interest
is charged at the rate of 4.5% per annum. Final maturity
is September 1, 2039.

December 31, 2011

December 31, 2010

$ 1,365,255 $ 1,449,988
$ 1,365,255 $ 1,449,988
$ 87,294 $ 84,733
1,277,961 1,365,255

$ 1,365,255 $ 1,449,988
$ 232,000 $ 336,000
422,000 432,000

920,000 936,500

1,018,000 1,037,000

610,000 621,000

706,000 719,000
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 8 — LONG-TERM DEBT (Continued)

Bonds Payable: {Continued)

December 31, 2011 December 31, 2010

RECD Revenue Bonds of 2005 Series A, original issue

amount of $592,000, secured by water revenues. Interest

is charged at the rate of 4.375% per annum. Final

maturity is September 1, 2044, 557,000 565,000

RECD Revenue Bonds of 2005 Series B, original issue

amount of $319,000, secured by water revenues. Interest

is charged at the rate of 4.125% per annum. Final

maturity is September 1, 2044, 299,500 303,500

RECD Revenue Bonds of 2010, (Build America Bonds —

Direct Payment), original issue amount of $1,246,000,

secured by water revenues. Interest is charged at the

rate of 3% per annum. Final maturity is September 1,

2049. 1,246,000 1,246,000
Total Bonds Payable $ 6,010,500 $ 6,196,000
Current Portion $ 210,000 $ 185,500
Noncurrent Portion 5,800,500 6,010,500

Total Bonds Payable $ 6,010,500 $ 6,196,000

Accrued Compensated Absences:

Current Portion $ 21,921 $ 35,624
Noncurrent Portion - -
Total Accrued Compensated Absences $ 21,921 $ 35,624

Bonds Payable - U.S. Department of Agriculture — Rural Development, Series 2011

On November 11, 2010, the Carroll County Water District issued $1,246,000 Taxable Waterworks Revenue Bonds,
Series 2010 with an interest rate of 3%. The proceeds were used to finance the 2007 water system improvement
project. The first interest payment was due March 1, 2011. The first principal payment is due September 1, 2012.
The final payment will be due September 1, 2049. These bonds are taxable Build America Bonds. As such, the
District will receive annual federal credit payments toward the debt service of approximately 35% of each interest
payment due. The credit will amount to $319,024 over the life of the issue.

Bonds Payable-Kentucky Rural Water Finance Corporation Flexible Term Finance Program Series 2005 C

On October 19, 2005 Carroll County Water District entered into an $829,000 bond agreement with Kentucky Rural
Water Finance Corporation. The proceeds of the bonds were used to redeem the District’s then outstanding
lease with U.S, Bank (principal, interest, and 3% redemption premium as required) on November 1, 2005.

The total cash flow required to service the (old) 1992 lease was $1,100,322. This exceeded the cash flow required
to service the new issue of $997,058 by $103,265. The economic gain to the District is $75,249 as calculated on a

present vaiue basis.

in the Statement of Net Assets, the net costs associated with the early debt retirement of the US Bank Lease are
deferred and amortized over the remaining life of the defeased debt. The amount deferred is reported as a
decrease (contra liability) to the book value of the new debt issued to finance the refunding. Total deferred costs
were $28,754. Amortization was $3,137 for each of the years ended December 31, 2011 and 2010, respectively,

and is included as a component of interest expense.
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 8 — LONG-TERM DEBT (Continued)
Changes in Long-term Debt

The following is a summary of changes in long-term debt for the years ended December 31, 2011 and 2010.

December 31, 2011

Balance at Balance at Current

January 1, 2011 Additions Retirements December 31, 2011 Portion
Notes Payable $ 1,449,088 $ - % (84,733) $ 1,365,255 § 87,294
Bonds Payable 6,196,000 - {185,500) 6,010,500 210,000
Accrued Compensated Absences 35,624 8,004 (21,707) 21,921 21,921
Total Enterprise Fund Debt $ 7,681,612 § 8,004 $ (291,940) $ 7,397,676 $ 319,215

December 31, 2010

Balance at Balance at Current

January 1, 2010 Additions Retirements December 31, 2010 Portion
Notes Payable $ 1,632,235 $ - % (82,247) % 1,449,988 §$ 84,733
Bonds Payable 5,127,000 1,246,000 (177,000) 6,196,000 185,500
Accrued Compensated Absences 20,674 14,950 - 35,624 35,624
Total Enterprise Fund Debt $ 6,679,909 $ 1,260,950 $ (259,247) $ 7,681,612 $ 305,857

The annual requirements for all long-term debt outstanding at December 31, 2011, are as follows:.

Federal Total Principal,
Note Note Payable Service Bonds Credit Interest Interest
Due Payabie Interest Fee Bonds Interest Payment & Servicing Fee

2012 $ 87,294 § 40,308 $ 3,359 § 210,000 $ 242,521 $ 13,083 $ 596,565
2013 89,933 37,669 3,139 217,500 233,878 12,915 595,034
2014 92,651 34,951 2,913 121,000 224,846 12,747 489,108
2015 95,451 32,151 2,679 116,000 219,756 12,569 478,606
2016 98,336 29,266 2,439 120,000 214,864 12,380 477,285
2017-2021 538,103 99,907 8,326 693,500 992,230 58,884 2,390,950
2022-2026 363,487 19,319 1,609 868,000 829,725 53,141 2,135,281
2027-2031 - - - 1,091,000 624,988 46,305 1,762,293
2032-2036 - - - 1,274,500 370,518 38,136 1,683,154
2037-2041 - - - 711,000 119,465 28,382 858,847
2042-2046 - - - 421,000 42,466 16,727 480,193
2047-2049 - - - 167,000 6,801 3,216 177,017

$ 1,365,255 §$ 293,571 $ 24464 6,010,500 $ 4,122,058 § 308,485 $ 12,124,333

The annual requirements for ali long-term debt outstanding at December 31, 2010, are as follows:

Federal Total Principal,
Note Note Payable Service Bonds Credit Interest interest

Due Payable interest Fee Bonds interest Payment & Servicing Fee
2011 $ 84,733 § 42,869 $ 3572 $ 185,500 § 253,054 % 10,539 § 580,267
2012 87,294 40,308 3,359 210,000 242,521 13,083 596,565
2013 89,933 37,669 3,139 217,500 233,878 12,915 595,034
2014 92,651 34,951 2,913 121,000 224,846 12,747 489,108
20156 95,451 32,151 2,679 116,000 219,756 12,569 478,606
2016-2020 522,315 115,694 9,641 661,500 1,020,466 59,913 2,389,529
2021-2025 477,611 32,798 2,733 830,500 865,265 54,368 2,263,275
2026-2030 - - - 1,042,000 669,846 47,775 1,759,621
2031-2035 - - - 1,247,500 424,342 39,890 1,711,732
2036-2040 - - - 893,000 155,478 30,471 1,078,949
2041-2045 - - - 451,500 54,567 19,226 525,293
2046-2049 220,000 11,092 5,528 236,620
$ 1,449,988 § 336,440 $ 28,036 § 6,196,000 $ 4,375,111  § 319,024 $ 12,704,599

'
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 9 —~ COMPENSATED ABSENCES

Employees receive one half sick day per month for sick time. A maximum of six months sick leave can be
accumulated. Unused sick time accumulated is added to service time at retirement from the District. Vacation days

accumulate as follows:

At the end of 1st year - 1 week

At the end of 3rd year - 2 weeks
At the end of 10th year - 3 weeks
At the end of 15th year - 4 weeks

Unused vacation may be carried into the next calendar year.
The District accrues a liability for compensated absences which meet the following criteria:

1. The District's obligation refating to employees’ rights to receive compensation for future
absences is attributable to employees’' services already rendered.

2. The obligation relates to rights that vest or accumulate.

3. Payment of the compensation is probable.

4 The amount can be reasonably estimated.

In accordance with the above criteria, (included in current accrued compensated absences) the District accrues a
liability for sick pay which has been earned but not taken by District employees of retirement age. The sick leave
attributable to these individuals and accrued in the financial statements was $2,596 and $4,191 for the years
ended December 31, 2011 and 2010, respectively. Sick leave accumulated but not accrued at December 31, 2011
and 2010 was $30,069 and $41,611, respectively. At December 31, 2011 and 2010, a liability for accrued vacation
due was recorded in the amount of $19,325 and $31,433, respectively.

NOTE 10 — FUND EQUITY - RESTRICTED NET ASSETS

December 31, 2011 December 31, 2010
Restricted Capital Projects:
Monies Reserved for Future Construction $ 6,744 $ 17,091
Total Restricted for Capital Projects $ 6,744 $ 17,091

Restricted for Debt Service:
RECD Revenue Bonds of 1994, 1997 Series A & B,
1999 Series A & B, 2005 Series A & B, 2010 Series and
Kentucky Infrastructure Authority Note Payable

Cash $ 643,125 $ 594,986
Add: Accrued Interest Receivable 48 58
Less: Accrued Interest Payable {81,622) {78,317)

Total Restricted for Debt Service $ 561,551 $ 516,727

NOTE 11 - INTEREST EXPENSE

Interest expense incurred for the years ended December 31, 2011 and 2010 was $307,933 and $286,411,
respectively. Additional interest of $20,781 was capitalized as part of the 2007 improvement project in 2010. No

interest was capitalized in 2011.

NOTE 12 — THE COUNTY EMPLOYEES' RETIREMENT SYSTEM

Entry into the Commonwealth of Kentucky's County Employees' Retirement System (CERS) was authorized by
the Commissioners. Electing employees and all new employees of the District may participate in the System.
The most recent financial report on CERS is included in the Kentucky Retirement System’s annual report, June
30, 2011 and 2010. Copies of this report will be distributed to each participating employer in the Kentucky
Employees Retirement System, County Employees Retirement System, and State Police Retirement System.
Copies will also be available to Legislative personnel and state libraries.
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 12 -~ THE COUNTY EMPLOYEES' RETIREMENT SYSTEM (Continued)

Plan Description - CERS is a cost-sharing multiple-employer defined benefit pension plan that covers substantially
all regular fuil-time members employed in non-hazardous duty positions of each participating county, city and
school board, and any additional eligible local agencies electing to participate in CERS. The plan provides for
retirement, disability, and death benefits to plan members. Retirement benefits under the plan will vary based on
final compensation, years of service and other factors as fully described in the plan documents. Retirement
benefits may be extended to beneficiaries of plan members under circumstances. Cost-of-living (COLA)
adjustments are provided at the discretion of the State legislature.

Contributions - For the years ended June 30, 2011, and 2010, plan members were required to contribute 5% of
their annual creditable compensation. Participating employers were required to contribute at an actuarially
determined rate. Per Kentucky Revised Statute Section 61.565 (3), normal contribution and past service
contribution rates shall be determined by the Board of Trustees of the Kentucky Retirement Systems (Board) on
the basis of an annual valuation last preceding the July 1 of a new biennium. The Board may amend contribution
rates as of the first day of July of the second year of a biennium, if it is determined on the basis of a subsequent
actuarial valuation that amended contribution rates are necessary to satisfy requirements determined in
accordance with actuarial bases adopted by the Board. For the fiscal years ended June 30, 2011 and 2010,
participating employers contributed 16.93% and 16.16% respectively, of each employee’s creditable
compensation (17.93% and 17.16% for new members after September 1, 2008). The actuarially determined rates
set by the Board for the fiscal years ended June 30, 2011 and 2010 were 16.93% and 20.91%, respectively.
Administrative costs of Kentucky Retirement System are financed through employer contributions and

investment earnings.

In accordance with House Bill 1, signed by the Governor on June 27, 2008, plan members who began
participating on, or after, September 1, 2008, were required to contribute a total of 6% of their annual creditable
compensation. Five percent of the contribution was deposited to the member’s account while the 1% was
deposited to an account created under 26 USC Section 401(h) in the Pension Fund (see Kentucky Administrative
Regulation 105 KAR 1:420E). Interest is paid each June 30 on members’ accounts at a rate of 2.5%. If a member
terminates employment and applies to take a refund, the member is entitled to a full refund of contributions and
interest; however, the 1% contribution to the 401(h) account is non-refundable and is forfeited. For plan
members who began participating prior to September 1, 2008, their contributions remain at 5% of their annual

creditable compensation.

The District’s total payroll for the year ended December 31, 2011 was $463,330. Contributions were based on
$425,124 (eligible gross wages). The total pension expense for the year ended December 31, 2011 was $79,560
and $21,918 for the employer and employees, respectively. All contributions were made as required during the

year ended December 31, 2011.

The District’s total payroll for the year ended December 31, 2010 was $416,937. Contributions were based on
$397,217 (eligible gross wages). The total pension expense for the year ended December 31, 2010 was $65,802
and $19,861 for the employer and employees, respectively. All contributions were made as required during the

year ended December 31, 2010.

The District’s contribution for the year ended June 30, 2011 and 2010, was .0228% and .0189%, respectively, of
the System’s total contribution requirements for all employers.

For non-hazardous duty, the required contributions to the plan were as follows:

Annual Required Actual Retiree Drug Percentage

Contributions Contributions Subsidy Contributions Contributed
June 30, 2011 432,414,052 435,404,150 - 100.7%
June 30, 2010 453,055,709 373,682,939 9,156,991 84.5%
June 30, 2009 425,830,683 303,046,162 7,623,628 73.0%
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CARROLL COUNTY WATER DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

NOTE 12 —- THE COUNTY EMPLOYEES' RETIREMENT SYSTEM (Continued)

The Kentucky Retirement Systems Insurance Fund (Fund) was established to provide hospital and medical
insurance for members receiving benefits from CERS. The Fund pays a prescribed contribution for whole or
partial payment of required premiums to purchase hospital and medical insurance for current beneficiaries.

NOTE 13 — ECONOMIC DEPENDENCY

Carroll County Water District No. 1 provides water services to residential, commercial and industrial customers.
It should be noted that 16.6% and 13.0% of total water revenue was received from two industries, North American
Stainless and Gallatin Steel, for the years ended December 31, 2011 and 2010.

NOTE 14 — INSURANCE AND RELATED ACTIVITIES

The District is exposed to various forms of loss of assets associated with the risks of fire, personal liability, theft,
vehicular accidents, errors and omissions, fiduciary responsibility, etc. Each of these risks is covered through
premiums paid to Kentucky Association of Counties All Lines Fund. The District is also subject to the risks
associated with employee injury. These risks are covered through premiums paid to the Kentucky Association of
Counties, Workers’ Compensation Self-insurance Fund. Such coverage is retrospectively rated and premiums

may be adjusted based on experience.

NOTE 15 - BAD DEBT EXPENSE

Water revenue charges have been netted with an estimated bad debt expense of $22,246 and $37,288 at
December 31, 2011 and 2010, respectively.

NOTE 16 — COMMITMENTS, CONTINGENCIES AND SUBSEQUENT EVENTS

Carroll County Water District No. 1, has entered into a water resale agreement with Kentucky American Water
Company to supply Kentucky American Water Company’s customers in the area of Wheatley, Kentucky. Under
this agreement, Carroll County Water District No. 1 will sell its water to the Kentucky American Water Company at
a price of $1.66 per 1,000 gallons. The agreement is for a term of 20 years with automatic one-year extensions
unless terminated by either party upon one year’s written notice. Rates may be modified by providing 120 days

notice or by action of the Public Service Commission.

The District has motions before the Public Service Commission, Franklin Circuit Court, and the Kentucky Court
of Appeals regarding its service area and the provision of services within that area. We are unable to determine

what effect these decisions will have on the District.

The District has entered into a 99 year lease with the City of Ghent for the use of one of the City’s buildings. The
District paid the City $15,000 for the lease. The prepayment is being amortized over the life of the lease.

Carroll County Water District has been awarded a $550,000 grant through the State legislative process. This
grant was used to reimburse the District $199,092 for radio-read meters purchased in 2010 and two new service
vehicles. Additional grant reimbursement requests of $75,433 are included in other accounts receivable at
December 31, 2011. These reimbursements are for costs associated with the Districts’ Browns Bottom Lane

improvement project and its standby generator project.

The District is in the process of refinancing the Series 1994, 1997 A & B and Series 1999 B bonds outstanding
through the Kentucky Rural Water Finance Corporation Flexible Term Program. It is anticipated that the final

terms and agreement will be finalized by March 26, 2012.
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RAISOR, ZAPP & WOODS, P.S.C.

Certified Public Accountants

513 HIGHLAND AVENUE

PO. BOX 354

CARROLLTON, KENTUCKY 41008
(502) 732-6655  FAX (502) 732-6161

To the Commissioners of the
Carroll County Water District No. 1
Ghent, KY 41045

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

We have audited the financial statements of Carroll County Water District No. 1, as of and for the year
ended December 31, 2011, and have issued our report thereon dated March 22, 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 Carroll County Water District No. 1’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of Carroll County Water District No. 1’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Carroll County Water District

No. 1’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses and therefore, there
can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, as described in the accompanying schedule of findings and questioned costs,
we identified certain deficiencies in internal control over financial reporting that we consider to be
material weaknesses and other deficiencies that we consider to be significant deficiencies.

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. We consider the deficiencies described in the accompanying schedule of
findings and responses to be material weaknesses (ltems 11-1 and 11-2).

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiency described in the accompanying schedule of findings and
responses as ltem 11-3 to be a significant deficiency.
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Commissioners of the
Carroll County Water District No. 1
Page Two

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether Carroll County Water District No. 1’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 Carroll County Water District No. 1 in a
separate letter dated March 22, 2012.

Carroll County Water District No. 1’s response to the findings identified in our audit is described in
the accompanying schedule of findings and responses. We did not audit Carroll County Water

District No. 1's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, the Rural Economic
Community Development Service, Kentucky Infrastructure Authority, other lending agencies, and
the Public Service Commission, and is not intended to be and should not be used by anyone other

than these specified parties.

/?\ ) ,W“-M‘wd" Psc

RAISOR, ZAPP, & WOODS P.S.C
Certified Public Accountants

March 22, 2012

Raisor, Zapp & Woods, P.S.C.
CERTIFIED PUBLIC ACCOUNTANTS Page 23



CARROLL COUNTY WATER DISTRICT NO. 1
SCHEDULE OF FINDINGS AND RESPONSES
For the Year Ended December 31, 2011

A. SUMMARY OF AUDITORS’ RESULTS

1. The auditors’ report expresses an unqualified opinion on the financial statements of the Carroll County
Water District No. 1.

2. Three deficiencies in internal control related to the audit of the financial statements are reported in the
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. ltems
11-1 and 11-2 were reported as material weaknesses. Item 11-3 was reported as a significant deficiency.

3. No instances of noncompliance material to the financial statements of Carroll County Water District No.
1, which would be required to be reported in accordance with Government Auditing Standards, were

disclosed during the audit.

B. FINDINGS ~ FINANCIAL STATEMENTS AUDIT

DEFICIENCIES IN INTERNAL CONTROL

GOVERNMENT AUDITING STANDARDS

11-1 SIZE OF ENTITY, CROSS-TRAINING AND CHECKING PROCEDURES
CONDITION:

Due to the size of the entity, cross-training and checking procedures are not in place for certain
administrative positions. This limits internal control. This condition was also cited as a material weakness in
the schedule of findings and questioned costs for the year ended December 31, 2010 as 10-1.
Inconsistencies and other mispostings were observed.

CRITERIA:

Internal controls should be in place to provide management with reasonable, but not absolute, assurance that
assets are safeguarded against loss from unauthorized use or disposition, and allow timely preparation of
financial data consistent with management assertions.

CAUSE:

Responsibilities associated with individual positions limit the availability of individuals to rotate duties and
implement checking procedures.

EFFECT:

This limitation may affect the ability to timely record, process, summarize and report financial data.

RECOMMENDATION:

Management should strive to provide cross-training for administrative staff and implement checking
processes to review the accuracy and consistency of the financial information prepared.

RESPONSE:

We concur with the recommendation. Management will enhance the monthly review and checking
procedures associated with its financial information,
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CARROLL COUNTY WATER DISTRICT NO. 1
SCHEDULE OF FINDINGS AND RESPONSES (CONTINUED)
For the Year Ended December 31, 2011

B. FINDINGS - FINANCIAL STATEMENTS AUDIT (Continued)
DEFICIENCIES IN INTERNAL CONTROL (Continued)

GOVERNMENT AUDITING STANDARDS (Continued)

11-2 FAILURE TO PREPARE COMPLETE SET OF FINANCIAL STATEMENTS INCLUDING REQUIRED NOTE
DISCLOSURES

CONDITION:

District financial statements, including the required disclosures, are prepared as part of the annual audit.
This condition was also cited as a material weakness in the schedule of findings and questioned costs for the

year ended December 31, 2010 as 10-2.

CRITERIA:

internal controls should be in place to provide management with reasonable, but not absolute, assurance that
financial statements and required notes are prepared in accordance with generally accepted accounting

principles.

CAUSE:

The draft accrual basis financial statements and disclosures are prepared during the audit process. The
entries are entered into the District’s general ledger/financial reports.

EFFECT:

Management engaged the auditor to prepare the draft of the financial statements, including the related notes
to the financial statements. Management reviewed, approved, and accepted responsibility for the financial

statements prior to their issuance.

RECOMMENDATION:

District management should continue to enhance its knowledge of reporting requirements in providing
oversight of this service.

RESPONSE:

The outsourcing of this service is a result of management’s cost benefit decision to use others’ accounting
expertise rather than incur internal resource costs. We concur with the recommendation and will continue to
improve our overall accounting knowledge in performing our oversight responsibilities.

11-3 COLLECTION PROCEDURES ASSOCIATED WITH OTHER RECEIVABLES

CONDITION:

Amounts due the District at December 31, 2009 were not collected during the year ended December 31, 2010
or 2011. No documentation of coliection efforts were observed.

CRITERIA:

Amounts due the District should be pursued promptly.
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CARROLL COUNTY WATER DISTRICT NO. 1
SCHEDULE OF FINDINGS AND RESPONSES (CONTINUED)
For the Year Ended December 31, 2011
B. FINDINGS - FINANCIAL STATEMENTS AUDIT (Continued)
DEFICIENCIES IN INTERNAL CONTROL (Continued)
GOVERNMENT AUDITING STANDARDS (Continued)
11-3 COLLECTION PROCEDURES ASSOCIATED WITH OTHER RECEIVABLES (Continued)
CAUSE:
Continued billing procedures were not observed.
EFFECT:

Accounts Receivable due the District continued to be outstanding after one year.

RECOMMENDATION:

On a monthly basis, miscellaneous accounts receivable balances should be reviewed. The District should
pursue reimbursements due.

RESPONSE:

We concur with the recommendation.

COMPLIANCE AND OTHER MATTERS

NONE
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RAISOR, ZAPP & WOODS, P.S.C.

Certified Public Accountants 513 HIGHLAND AVENUE
P.O. BOX 354
CARROLLTON, KENTUCKY 41008
(602) 732-6655  FAX (502) 732-6161

To the Commissioners of the
Carroll County Water District No. 1
Ghent, Kentucky 41045

RURAL DEVELOPMENT COMPLIANCE LETTER

We have audited the financial statements of Carroll County Water District No. 1 as of December 31, 2011, and have
issued our report thereon dated March 22, 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. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of

material misstatement.

In planning and performing our audit of the financial statements of Carroll County Water District No. 1 for the year
ended December 31, 2011, we considered its internal control over financial reporting as a basis for designing our
auditing procedures for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Carroll County Water District No. 1’s internal control over financial
reporting. After obtaining an understanding of the control environment and the flow of transactions through the
accounting system, we did not rely on the system of internal accounting controls because of the size of the entity.
Our review identified material weaknesses in the internal accounting control system as disclosed in the Schedule of

Findings and Questioned Costs.

The following information is presented as supplemental information in accordance with USDA Rural Development’s
requirements.

1. The accounting records of Carroll County Water District No. 1 appear adequate.

2, Control over fixed assets is adequate.

3. USDA Rural Development loan agreements require transfers to be made monthly to the Bond and
Interest Sinking Account and Depreciation Account. Transfers to these accounts were made timely.

4. The general accounting records were kept on forms and in the manner suggested by Rural
Development.

5. All bank accounts were confirmed directly by the depository and reconciled to the cash balances as
shown in these financial statements. The accounts are insured by the Federal Deposit Insurance
Corporation, and $1,800,000 (face value)/$1,896,066 (market value) in securities pledged by the
depository to secure the District’s funds.
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To the Commissioners of the
Carroll County Water District No. 1
Page Two

6. insurance coverage may be summarized as follows:

Fire and Extended Coverage

Office Building

Pre-Fab Bldg./Pump Station
Pre-Fab Bldg./Chem Feed
Pump House

Ghent Booster Pump House
Well/Pump

Well/Pump

Well/Pump

Well/Pump

Water Lift Pump

191,000 Gallon Tank
Tank-50,000 Gallon

500,000 Galion Tank

Pump Station

Tank-50,000 Gallon
Tank-Standpipe-200,000 Gallon
Tank-80,000 Gallon
Tank-50,000 Galion
Tank-50,000 Galion

Booster Station-Underground
Tank-Standpipe-125,000 Galion
Booster Station-Underground
Storage Building

Treatment Plant

Well #7-Motor/Switch Gear
Well #8-Motor/Switch Gear
Tank/Fence-KU-Elev.-150,000 Gallon
Tank-Standpipe-171,000 Gallon
Pump Station-Underground
Pump Station-Above ground
Tank-200,000 Elevated Tank
Well #5 Pump/Switchgear
Radio Telementary Tank & Pump Stations
Telecommunications Equip.
Case Tractor Backhoe

Ditch Witch

Computer Equipment
Hydraulic Excavator

2000 Vac-Tron

Gooseneck/2T Trailer

Trailer

SCADA Additions

Old City Building

Underground Booster Station
Underground Valve Station
Valve Station - Orchard Lane
Tank 300,000 Gallon - Orchard Lane
Underground Valve Station - Lewis Road

Underground Valva Station - Buck Run Road

Totals

Raisor, Zapp & Woods, PS.C.
CERTIFIED PUBLIC ACCOUNTANTS

205 Main Cross St.

186 Main St.
186 Main St.
186 Main St.
186 Main St.

Bucks Run Rd.
Bucks Run Rd.
M & T Rd.

Hwy 1112

Ghent Eagle Rd.
Worthville

Dividing Ridge Rd.

Ghent

Hwy 47
Hwy 47
Buffalo Rd.

Jackson Ridge Rd.

Cauley Farm
Hwy 42 & 47
Gallatin Co.

Hwy 355
Perry Park
Kendall Rd.
Saylor Road
Fishing Street

Building

$ 166,500
30,000

5,000

28,000

30,000

8,000
346,900
60,000
1,107,400
38,500
60,000
359,400
75,000
60,000
60,000

294,300
70,000
5,000

562,500
338,600

659,800

30,000
75,000
67,000
67,000
265,000
66,300
64,800

$ 5,000,000

Contents

$ 27,800

100,000
10,000
30,000

160,000
20,000
20,000

8,000
8,000
20,000
12,000
32,900
60,000
7,200

25,000
19,400
12,750
50,000
50,000
20,000
20,000
33,200
33,800
80,000
20,000
33,900
20,000
50,000
50,000
20,000
15,000
50,000
15,000
15,000
11,000

3,000
95,000
10,000

400

$ 1,268,350
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Commercial Liability Limits of Insurance

General Liability Aggregate/Products $1,000,000 per claim/$3,000,000 aggregate
Errors/Omissions/Employment Practices $1,000,000 per claim/$1,000,000 aggregate
/1,000 deductible

Transportation Equipment

Liability/Bodily Injury $1,000,000 each accident
ACV/Deductible $500

Workman's Compensation

All Employees Statutory
Crime other than
Employee Dishonesty $150,000 / $500 deductible
Employee Dishonesty,
Forgery, Theft $150,000 / $250 deductible
Legal Defense Coverage $100,000 / $0 deductible
Individual Bonds $355,000 (each) District Manager/Secretary Treasurer/Deductible $500

7. Carroll County Water District No. 1 is a governmental unit and thus exempt from income taxes.

8. The aggregate amount of customer accounts receivable at December 31, 2011, was $153,606, net of
the allowance for bad debts of $8,595.

Respectfully submitted,

/PNW,W ¢ Alsoda, PSC

RAISOR, ZAPP & WOODS, PSC
Certified Public Accountants

March 22, 2012

Raisor, Zapp & Woods, PS.C.
CERTIFIED PUBLIC ACCOUNTANTS
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