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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Morgan County Water District
West Liberty, Kentucky

We have audited the accompanying financial statements of the business-type activities of the
Morgan County Water District, as of and for the years ended December 31, 2011and 2010. These
financial statements are the responsibility of the Morgan County Water District’s management.
Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the business-type activities of the Morgan County Water District, as of
December 31, 2011 and 2010, and the respective changes in financial position, and cash flows,
where applicable, 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 April
26, 2012, on our consideration of the Morgan County Water District’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on 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 considered in assessing the results of our audit.



To the Board of Directors

Morgan County Water District

West Liberty, Kentucky

The Morgan County Water District has omitted the management’s discussion and analysis that
Governmental Accounting Standards Board (GASB) requires to 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. Our opinion on the basic financial statements is not
affected by this missing information.

Respectfully Submitted
7/}7“9’ o - %‘W‘/ ! 02’77 -

Morgan-Franklin, LLC

April 26, 2012



MORGAN COUNTY WATER DISTRICT
BALANCE SHEETS
December 31, 2011 and 2010

2011 2010
ASSETS V
CURRENT ASSETS
Cash - Operation $ $ 18,497
Construction Account 6,639 20,107
Bond Sinking Fund 162,208 177,205
Accounts Receivable 79,561 96,721
Unbilled Receivables 44,593 48,712
Allowance For Doubtful Accts. (8,011) (2,288)
Prepaid Expenses 7,412 6,561
Total Current Assets 292,402 365,515
PROPERTY AND EQUIPMENT
Water Lines 20,172,162 20,172,162
Accum. Depr. Water Lines (2,788,611) (2,384,689)
Building 124,112 124,112
Accum. Depr. Building (22,336) (19,233)
Office Equipment ' 8,410 8,410
Accum. Depr. Office Equipment (8,410) (8,410)
Equipment And Vehicles 472,403 472,403
Accum. Depr. Equipment And Vehicles (210,335) (166,444)
Land 74,200 74,200
Total Property And Equipment 17,821,595 18,272,511
OTHER ASSETS
Depreciation Reserve Account ‘ 126,857 156,120
Cash - Customer Deposits 19,760 20,691
Total Other Assets . 146,617 176,811
TOTAL ASSETS $ 18,260,614 $ 18,814,837

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
BALANCE SHEETS
December 31,2011 and 2010

2011 2010

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES

Bank Overdraft $ 3,592 $

Accrued Interest 99,624 101,037

Accrued Expenses 53,429 63,735

Accrued Salaries 3,000 2,912

Accounts Payable - Construction 13,519

Accounts Payable-Retirement . 4.286 3,838

Bonds Payable 62,780 62,000

Total Current Liabilities 226,711 247,041
LONG-TERM BONDS PAYABLE 4,048,330 4,111,110
OTHER LIABILITIES

Customer Deposits 16,232 18,061
TOTAL LIABILITIES 4,291,273 4,376,212
NET ASSETS:

Restricted For Debt Service 162,208 177,205

Restricted For Depreciation Reserve 126,857 156,120

Restricted For Construction 6,639 20,107

Unrestricted 36,848) (689)

Invested In Capital Assets, Net Of Related Debt 13,710,485 14,085,882
TOTAL NET ASSETS 13,969,341 14,438,625
TOTAL LIABILITIES AND NET ASSETS $ 18,260,614 $ 18,814,837

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
- For The Years Ended December 31,2011 and 2010

2011 2010
OPERATING REVENUES
Water Collection § 1,149,838 § 1,172,612
Sales Tax (1,486) (1,873)
Utility And Local Tax (29,342) (28,914)
State Reimb. Relocation Projects 17,872
Miscellaneous 12,273 21,707
Net Operating Revenues 1,149,155 1,163,532
OPERATING EXPENSES
Advertising 420 478
Bank Charges 153 . 10
Depreciation ’ 450,916 398,897
Fuel 16,381 14,295
Insurance 35,108 30,601
Miscellaneous -~ 3,399 3,944
Office Supplies 2,234 4,996
Outside Services 20,741 42,400
Payroll Taxes : 11,455 11,352
Postage 11,224 9,723
Professional Fees 1,824
Repairs & Maintenance 6,266 4,290
Retirement 26,698 23,251
Salaries 153,115 156,197
Supplies & Testing ‘ 64,919 93,146
Travel 681
Uniforms 2,174 2,896
Unemployment Insurance 271 371
Utilities and Telephone - 44,443 40,788
Water Line Relocation 17,061
Water Purchased 621,926 569,862
Worker's Compensation 4,342 4,495
Total Operating Expenses 1,493,927 1,413,816
NET OPERATING INCOME §  (344,772) $  (250,284)

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
For The Years Ended December 31,2011 and 2010

2011 2010

NON OPERATING REVENUES (EXPENSES)

Interest Expense (173,245) (115,723)

Interest Income 923 1,740

Insurance Proceeds 2,250

Rental Income 5,660 7,750
Total Other Income (Expenses) (166,662) (103,983)
Income/(Loss) Before Contributions
In Aid Of Construction (511,434) (354,267)
Contributions In Aid Of Construction ‘ 7,657
Contributions - Tap On Fees 42,150 31,970

Change In Net Assets (469,284) (314,640)
Total Net Assets - Beginning 14,438,625 14,753,265
Total Net Assets - Ending | $ 13,969,341 $ 14,438,625

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS
For The Years Ended December 31,2011 and 2010

2011 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Payments From Customers $ 1,176,839 $ 1,155,096

State Reimb. Relocation Projects 17,872

Miscellaneous Income 12,273 21,707

Payments To Vendors (861,831) (822,200)

Payments For Payroll And Related Expenses (219,039) (216,370)

Net Cash ProVided/(Used) By Operating Activities: 126,114 138,233
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:

Rental Income ; 5,660 7,750

Net Cash Provided/(Used) By Non-Capital

Financing Activities ’ 5,660 7,750 -

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Additions To Capital Assets (87,167)

Reduction In Accounts Payable Construction (13,519)

Interest (174,654) (117,137)

Net (Deposits)/Withdrawals Into Or From Bond Sinking Fund 14,997 24,448

Net (Deposits)/Withdrawals Into Or From Dep. Reserve Fund 29,262 (8,938)

Net (Deposits)/Withdrawals Into Or From Cash - Construction 13,468 (162,862)

Net (Deposits)/Withdrawals Customer Deposit Account 932 16,957

Customer Deposits Returned (1,830) (7,200)

Kentucky Infrastructure Authority Grant Proceed 228,298

Insurance Proceeds ‘ ; 2,250

Proceeds From Tap On Fees 42,150 31,970

Reduction In Bonds Payable (62,000) (42,310)
Net Cash Provided/(Used) By

Capital And Related Financing Activities §  (151,194) $ (131,691)

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS
For The Years Ended December 31, 2011 and 2010

2011 2010

CASH FLOWS FROM INVESTING ACTIVITIES

Cash Received From Interest $ 923 $ 1,740

Net Cash Provided/(Used) By

Investing Activities , 923 1,740
INCREASE/(DECREASE) IN CASH : (18,497) 16,032
CASH AT BEGINNING OF YEAR 18,497 2,465
CASH AT END OF YEAR $ 0 $ 18,497

Reconciliation Of Net Operating Income To Net Cash Provided By Operating Activities:

Net Operating Income § (344,772) $ (250,284)
Adjustments To Reconcile Net Operating Income To
Net Cash Provided By Operating Activities: "
Depreciation 450,916 398,897
Changes In Assets/Liabilities:
Accounts Receivable 17,160 (16,375)
Unbilled Receivables / | 4,119 955
Prepaid Expenses (851) (541)
Bank Overdraft - 3,592
Accrued Expenses (10,126) 7,403
Accrued Salaries 88 541
Accrued Sales Taxes (298)
Accrued Payroll Taxes (181) (14)
Accounts Payable Retirement 447 45
Allowance For Doubtful Accounts 5,722 (2,096)
Net Cash Provided/Used By Operating Activities $ 126,114 $ 138,233

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS
For The Years Ended December 31,2011 and 2010

Supplementary Information 2011 2010
Total Interest Cost $ 174,654 $ 175,451
Interest Capitalized as Part of Construction in Progress (59,728)
Interest Cost Charged To Operations $ 174,654 $ 115,723

The accompanying notes are an integral part of the financial statements.



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of the Morgan County Water District (the
District) is presented to assist in understanding the District's financial statements. The financial
statements and notes are representations of the District's management, who are responsible for -
their integrity and objectivity. These accounting policies, as applied to the aforementioned
financial statements, conform to generally accepted accounting principles applicable to
governmental units.

Organization & Activity

The Morgan County Water District was created in accordance with Chapter 74 of the Kentucky
Revised Statutes in February 1992. The purpose of the District is to provide water service to
residents of Morgan County.

Fund Accounting

The accounts of the District are organized on the basis of funds or account groups. A fund is an
accounting and fiscal entity with its own set of accounts segregated for the purpose of carrying
on a specific activity. Funds are generally divided into three categories (1) governmental, (2)
proprietary, and (3) fiduciary. Each fund is accounted for by providing a separate set of self-
balancing accounts that is comprised of its assets, liabilities, reserves, fund equity, revenues and
expenditures or expenses as appropriate. Account groups are created to maintain records of
fixed assets acquired from general government revenues and long-term liabilities to be paid out
of these revenues. These groups are accounting entities, but they are not fiscal entities since they
do not control financial resources.

Proprietary Fund Types are used to account for goods and services that are sold to consumers of
the goods and services. Operating revenues and expenses generally result from providing
services and producing and delivering goods in connection with proprietary funds’ principal
ongoing operations. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses. The operations are financed and operated in a manner similar
to business enterprises, and the goal of such governmental entities is to recover costs of
providing goods and services, or possibly even to earn a profit. Accounting for these activities is
similar to accounting for business enterprises. Revenues and expenses are recognized on the
accrual basis of accounting for the District’s Proprietary Fund Types. The District applies all
applicable FASB pronouncements and Accounting Principles Board (APB) opinions issued on or
before November 30, 1989, unless those pronouncements conflict with or contradict GASB
pronouncements, in which case, GASB prevails, in all accounting and reporting for its
proprietary operations.
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE’A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Proprietary Fund Types:

Water Fund - The Water fund provides water to residents of Morgan County, the operations of
which are financed by user charges.

Budgeting

The District prepares budgets annually. These budgets are adopted on a basis consistent with
generally accepted accounting principles and are used as a management control device.

Encumbrances
The District does not use a system of encumbrances in their accounting and reporting methods.

Allowance for Doubtful Accounts

An allowance for doubtful accounts has been established for utility accounts receivables that are
30+ days delinquent at year-end. Bills are due by the tenth of each month. It is the policy of the
District to shut off water service seven days after the due date. Customer deposits held are
applied to outstanding bills.

Accounts and Unbilled Receivables

The billing mailed on December 21, 2011 was for customer usage from approximately
November 15 through December 15, 2011. The entire amount is considered accounts receivable
as of December 31, 2011. The billing mailed on January 25, 2012 was for usage from
approximately December 15, 2009 through January 15, 2011. Fifty percent of this billing is
considered unbilled receivables at December 31, 2011.

Deposits and Investments

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

11
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
‘ December 31, 2011 and 2010
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Property, Plant and Equipment

Proprietary fixed assets consist of property and equipment used by the water department and are
stated at cost. Major additions and improvements are capitalized including extensions to
waterlines, sometimes referred to as infrastructure, while items which do not extend the useful
lives of the assets are expensed currently.

Depreciation has been provided using the straight-line method at rates based on estimated useful
lives set forth below:

Life in
Category years
Buildings 10-75
Equipment and Vehicles 3-25
Water Lines 10-50
Office Equipment 3-25

The depreciation expense provided on proprietary fund assets during the period ended December
31, 2011 is $450,916. For the period ended December 31, 2010 depreciation expense was
$398,897.

Interest Expense

Interest expense incurred during the construction of financed projects is capitalized during the
construction period. Interest expense on notes and bonds payable in subsequent years is
expensed currently. There was no construction in progress for the period ended December 31,
2011.

Cash and Cash Equivalents

For the purpose of these financial statements, cash and cash equivalents consist of unrestricted
cash in bank used for operations.

When both restricted and unrestricted resources are available for use, it is the District’s policy to
uses externally restricted resources first.

Inventory of Supplies

The District does not maintain an inventory of supplies. Supplies are purchased as needed.

12



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Federal Income Tax

The Morgan County Water District is exempt from federal income tax.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates that effect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

NOTE B - RESTRICTIONS ON CASH

Bond Sinking Fund

Deposits into Bond Sinking Funds are required to be made monthly in order to accumulate funds
for payment of bond principle and interest. At December 31, 2011, $162,188 was required to be
on deposit to meet payments of interest and principal due on bonds at January 1, 2011. The
balance in this account at December 31, 2011 was $162,208.

Depreciation Reserve

The Depreciation Reserve Account is being maintained as required in various bond documents.
The District was required to deposit $1,625 per month into the account. At December 31, 2011,
$135,622 was required to be on deposit. The District had $126,857 on deposit in this account for
the purpose of maintaining the water system. As of December 31, 2011, the underfunding
equaled $8,765.

NOTE C - CASH AND INVESTMENTS

The primary government maintained deposits of public funds with depository institutions insured
by the Federal Deposit Insurance Corporation (FDIC). According to KRS 66.480(1)(d) and KRS
41.240(4), the depository institution should pledge or provide sufficient collateral which,
together with FDIC insurance, equals or exceeds the amount of public funds on deposit at all
times. In order to be valid against the FDIC in the event of failure or insolvency of the
depository institution, this pledge or provision of collateral should be evidenced by an agreement
between the District and the depository institution, signed by both parties, that is (a) in writing,
(b) approved by the board of directors of the depository institution or its loan committee, which
approval must be reflected in the minutes of the board or committee, and (c) an official record of
the depository institution. As of December 31, 2011, these requirements were met.

13



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010

NOTE C - CASH AND INVESTMENTS (CONTINUED)

Custodial Credit Risk — Deposits

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

NOTE D - PROPERTY, PLANT AND EQUIPMENT

The District’s property, plant and equipment consists of the following:

Balance Disposals/ Balance Accum.

12/31/10 Additions Adjustments 12/31/11 Deprec.
Land § 74,200 $ 0 3 0 § 74200 § 0
Water Systemn/Lines 20,172,162 0 0 20,172,162 2,788,611
Buildings 124,112 0 0 124,112 22,336
Office Equipment 8,410 0 0 8,410 8,410
Equipment/Vehicles 472,403 0 0 § 472,403 210,335
Total $20.851,287 $ 0 3 0 $£20,851,287. $3,029,692 -

14



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

NOTE E - BONDS PAYABLE

The following is a summary of the long-term debt transactions of the Morgan County Water
District for the year ended December 31, 2011

Water Utility Fund
Revenue Bonds

2011 2010
Bonds payable — Beginning $ 4,173,110 § 4,215,420
Bonds retired (62,000) (42,310)
Bonds payable - Ending $ 4,111,110 $ 4,173,110

Bonds payable at December 31, 2011 consists of the following issues;
$300,000 Water revenue bonds, Series A 1993 maturing
through January 1, 2033, with interest at 5.0 percent : $ 232,000

$17,000 Water revenue bonds, Series B 1993, maturing
through January 1, 2033, with interest at 5.0 percent 13,280

$375,000 Water revenue bonds, Series 1995, maturing
through January 1, 2035, with interest at 4.5 percent 300,500

$75,000 Water revenue bonds, Series 1999, maturing ‘
through January 1, 2039, with interest at 4.5 percent - 65,300

$332,000 Water revenue bonds, Series 2001, maturing
through January 1, 2040, with interest at 3.25 percent 285,500

15



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

$300,000 Water revenue bonds, Series 2002, maturing

through January 1, 2042, with interest at 4.50 percent 274,900

$600,000 Water revenue bonds, Series 2003, maturing

through January 1, 2043, with interest at 4.375 percent 558,000 -

$1,000,000 Water revenue bonds, Series 2006, maturing

through January 1, 2045, with interest at 4.125 percent 952,000 -

$1,446,000 Water revenue bonds, Series 2008, maturing

through January 1, 2048, with interest at 4.125 percent 1,429,630 -
Total ©$ 4111,110

Bond Collateralization Requirements

According to Bond documents, the Bonds shall be payable solely out of the gross revenues of the
System. In addition to the revenue pledge securing the Bonds, a lien is created and granted in
favor of the Bond owners on all contracts and on all other rights of the District pertaining to the
System.

Compliance with Bond Ordinances

The bond ordinances contain significant limitations and restrictions on annual debt service
requirements, maintenance of and flow of monies through various restricted accounts, minimum
amounts to be maintained in various sinking funds and minimum revenue bond coverages.
Funds held in the various reserves at December 31, 2011, required by the revenue bond
ordinances are reported in the accompanying financial statements as restricted cash.

Sinking Fund Requirements

Sinking fund requirements are equal to the debt service requirements. The annual requirements
to amortize all bonds as of December 31, 2011, according to the bond documents, including
interest payments are as follows:

16



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES A 1993

YEAR PRINCIPAL INTEREST TOTAL
2012 $ 6,000 $ 11,600 $ 17,600
2013 7,000 11,300 18,300
2014 7,000 10,950 17,950
2015 7,000 10,600 17,600
2016 8,000 10,250 18,250
2017 8,000 9,850 17,850
2018 8,000 9,450 17,450
2019 9,000 9,050 18,050
2020 9,000 8,600 17,600
2021 10,000 8,150 18,150
2022 10,000 7,650 17,650
2023 11,000 7,150 18,150
2024 11,000 6,600 17,600
2025 12,000 6,050 18,050
2026 11,000 5,450 16,450
2027 12,000 4,900 16,900
2028 13,000 4,300 17,300
2029 13,000 3,650 16,650
2030 14,000 3,000 17,000
2031 15,000 2,300 17,300
2032 15,000 1,550 16,550
2033 16,000 800 16,800
$ 232,000 $ 153,200 $ 385,200
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES B 1993

YEAR PRINCIPAL INTEREST TOTAL
2012 $ 340 $ 664 $ 1,004
2013 360 647 1,007
2014 380 629 1,009
2015 4 400 610 1,010
2016 420 590 1,010
2017 440 569 1,009
2018 460 547 1,007
2019 480 524 1,004
2020 510 500 1,010
2021 530 475 1,005
2022 560 448 1,008
2023 590 420 1,010
2024 620 391 1,011
2025 650 360 1,010
2026 680 327 1,007
2027 720 293 1,013
2028 750 257 1,007
2029 790 220 1,010
2030 830 180 1,010
2031 870 139 1,009
2032 910 ' 95 1,005
2033 990 50 1,040
$ 13,280 $ 8,935 $ 22,215
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 1995

YEAR PRINCIPAL INTEREST TOTAL
2012 $ 7,000 h 13,523 $ 20,523
2013 7,500 13,208 20,708
2014 8,000 12,870 20,870
2015 8,000 12,510 20,510
2016 9,000 12,150 21,150
2017 9,000 11,745 20,745
2018 9,500 11,340 20,840
2019 10,000 . 10,913 20,913
2020 10,000 10,463 20,463
2021 11,000 10,013 21,013
2022 11,000 9,518 20,518
2023 12,000 9,023 21,023
2024 12,000 8,483 20,483
2025 13,000 7,943 20,943
2026 13,500 7,358 20,858
2027 14,000 6,750 20,750
2028 14,500 6,120 20,620
2029 15,500 5,468 20,968
2030 16,000 4,770 20,770
2031 16,500 4,050 20,550
2032 17,500 3,308 20,808
2033 18,000 2,520 20,520
2034 19,000 1,710 20,710
2035 19,000 855 19,855
$ 300,500 $ 196,611 $ 497,111
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 1999

YEAR PRINCIPAL INTEREST TOTAL
2012 $ 1,200 § 2,939 $ 4,139
2013 1,300 2,885 4,185
2014 1,300 2,826 4,126
2015 1,400 2,768 4,168
2016 1,400 2,705 4,105
2017 1,500 2,642 4,142
2018 1,600 2,574 4,174
2019 1,600 2,502 4,102
2020 1,800 2,430 4,230
2021 1,800 2,349 4,149
2022 1,900 2,268 4,168
2023 2,000 2,183 4,183
2024 2,000 2,093 4,093
2025 2,200 2,003 4,203
2026 2,200 1,904 4,104
2027 2,400 1,805 4,205
2028 2,400 1,697 4,097
2029 2,600 ; 1,589 4,189
2030 2,700 1,472 4,172
2031 2,800 1,350 4,150
2032 2,900 1,224 4,124
2033 3,100 1,094 4,194
2034 - 3,200 954 4,154
2035 3,300 810 4,110
2036 3,500 662 4,162
2037 3,600 504 4,104
2038 3,800 342 4,142
2039 3,800 171, 3,971

$ 65,300 $ 50,745 b 116,045
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2001

YEAR PRINCIPAL INTEREST TOTAL
2012 $ 6,000 $ 9,279 $ 15,279
2013 6,500 9,084 ' 15,584
2014 6,500 8,873 15,373
2015 6,500 8,661 15,161
2016 7,000 8,450 15,450
2017 7,000 8,223 15,223
2018 7,500 7,995 15,495
2019 7,500 7,751 15,251
2020 8,000 7,508 15,508
2021 8,000 7,248 15,248
2022 8,500 6,988 15,488
2023 8,500 6,711 15,211
2024 9,000 6,435 15,435
2025 9,000 6,143 15,143
2026 9,500 5,850 15,350
2027 10,000 5,541 15,541
2028 10,000 5216 15,216
2029 10,500 4,891 15,391
2030 11,000 4,550 15,550
2031 11,000 4,193 15,193
2032 11,500 3,835 15,335
2033 12,000 3,461 15,461
2034 12,000 3,071 15,071
2035 13,000 2,681 15,681
2036 13,000 2,259 15,259
2037 13,500 1,836 15,336
2038 14,000 1,398 15,398
2039 14,500 943 15,443
2040 14,500 471 14,971
$ 285,500 $ 159,545 $ 445 045
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2002

YEAR PRINCIPAL INTEREST TOTAL
2012 \ 4,200 $ 12,371 $ 16,571
2013 4,500 12,182 16,682
2014 4,600 11,979 16,579
2015 4,900 11,772 16,672
2016 5,000 11,552 16,552
2017 5,300 11,327 16,627
2018 5,500 11,088 16,588
2019 5,800 10,841 16,641
2020 6,000 10,580 16,580
2021 6,300 10,310 16,610
2022 : 6,600 10,026 16,626
2023 6,900 9,729 16,629
2024 7,200 9,419 16,619
2025 7,500 9,095 16,595
2026 7,900 8,757 16,657
2027 8,200 8,402 16,602
2028 8,600 8,033 16,633
2029 9,000 7,646 16,646
2030 9,400 7,241 16,641
2031 9,800 6,818 - 16,618
2032 10,200 6,377 16,577
2033 10,700 5,918 16,618
2034 11,200 5,436 16,636
2035 11,700 4,932 16,632
2036 12,200 4,406 16,606
2037 A 12,800 3,857 16,657
2038 13,300 : 3,281 16,581
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
N OTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2002

(Continued)

2039 $ 14,000 $ 2,682 $ 16,682
2040 14,500 2,052 16,552
2041 15,300 1,400 16,700
2042 15,800 711 : 16,511

3 274,900 $ 240,220 $ 515,120

WATER REVENUE BOND - SERIES 2003

YEAR PRINCIPAL INTEREST TOTAL
2012 NS 8,000 $ 24,413 $ 32,413
2013 8,000 24,063 32,063
2014 9,000 23,713 32,713
2015 9,000 23,319 32,319
2016 10,000 22,925 32,925
2017 ) 10,000 22,488 32,488
2018 11,000 22,050 . 33,050
2019 11,000 21,569 32,569
2020 12,000 21,088 33,088
2021 12,000 20,563 : 32,563
2022 13,000 20,038 33,038
2023 13,000 19,469 32,469
2024 14,000 18,900 32,900
2025 14,000 18,288 32,288
2026 15,000 17,675 32,675
2027 16,000 17,019 33,019

23



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2003

(Continued)

2028 $ 16,000 $ 16,319 $ 32,319
2029 17,000 15,619 32,619
2030 18,000 14,875 32,875
2031 19,000 14,088 33,088
2032 20,000 13,256 33,256
2033 21,000 12,381 33,381
2034 21,000 11,463 32,463
2035 22,000 10,544 32,544
2036 23,000 9,581 32,581
2037 24,000 8,575 32,575
2038 26,000 7,525 33,525
2039 27,000 © 6,388 33,388
2040 28,000 5,206 33,206
2041 29,000 3,981 32,981
2042 30,000 2,713 32,713
2043 32,000 1,400 33,400

$ 558,000 NS 491,494 NS 1,049,494

24



MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010
NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2006

YEAR . PRINCIPAL INTEREST TOTAL
2012 $ 13,000 $ 39,270 $ 52,270
2013 14,000 38,734 52,734
2014 14,000 38,156 52,156
2015 15,000 37,579 52,579
2016 16,000 36,960 52,960
2017 16,000 36,300 52,300
2018 17,000 ' 35,640 52,640
2019 18,000 34,939 52,939
2020 18,000 34,196 52,196
2021 19,000 33,454 52,454
2022 20,000 32,670 52,670
2023 21,000 31,845 52,845
2024 22,000 30,979 52,979
2025 22,000 30,071 52,071
2026 23,000 29,164 52,164
2027 24,000 28215 52,215
2028 25,000 27,225 52,225
2029 26,000 26,194 52,194
2030 27,000 25,121 52,121
2031 29,000 24,008 53,008
2032 30,000 22,811 52,811
2033 31,000 21,574 52,574
2034 32,000 20,295 52,295
2035 34,000 18,975 52,975
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS

December 31, 2011 and 2010

NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2006

2036 $ 35,000 $ 17,573 $ 52,573

2037 36,000 16,129 52,129

2038 38,000 14,644 52,644

2039 39,000 13,076 52,076

2040 41,000 11,468 52,468

2041 43,000 9,776 52,776

2042 45,000 8,003 53,003

2043 46,000 | 6,146 52.146

2044 48,000 4,249 52,249

2045 55,000 2,269 57,269
$ 952,000 $ 837,708 $ 1,789,708

WATER REVENUE BOND - SERIES 2008

YEAR PRINCIPAL INTEREST TOTAL

2012 $ 17,040 $ 58,972 $ 76,012

2013 17,750 58.269 76,019

2014 18,480 57,537 76,017

2015 19,240 56,775 76,015

2016 20,030 55,981 76,011

2017 20,860 55,155 76,015

2018 21,720 54,294 76,014

2019 22.620 53,399 76,019

2020 23,550 52,465 76,015

2021 24520 51,494 76,014

2022 25,530 50,483 76,013

2023 " 26,590 49,429 76,019

2024 27,680 48,333 76,013

2025 28,820 47,191 76,011

2026 - 30,010 46,002 76,012

2027 31,250 44,764 76,014
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

NOTE E - BONDS PAYABLE (CONTINUED)

WATER REVENUE BOND - SERIES 2008

(Continued)

2028 $ 32,540 $ 43,475 $ 76,015
2029 \ 33,880 42,133 76,013
2030 35,280 40,735 76,015
2031 36,740 39,280 76,020
2032 38,250 37,764 76,014
2033 39,830 36,187 76,017
2034 41,470 34,544 76,014
2035 43,180 32,833 76,013
2036 44,960 31,052 76,012
2037 46,820 29,197 76,017
2038 48,750 27,266 76,016
2039 50,760 25,255 76,015
2040 \ 52,850 23,161 76,011
2041 55,030 20,981 76,011
2042 57,300 18,711 76,011
2043 59,670 16,347 76,017
2044 62,130 13,886 76,016
2045 64,690 11,323 76,013
2046 67,360 8,655 76,015
2047 70,140 5,876 76,016
2048 72,310 2,983 75,293

$ 1,429,630 $ 1,382,187 h 2,811,817
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

NOTE F - RETIREMENT

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

Nonhazardous covered employees are required to contribute 5 percent of their salary to the plan.
Nonhazardous covered employees who begin participation on or after September 1, 2008 are
required to contribute 6 percent of their salary to be allocated as follows: 5% will go to the
member’s account and 1% will got the KRS insurance fund. The District’s contribution rate for
nonhazardous employees was 16.93 percent for the first six months of 2011 and 18.96 percent
for the last six months of 2011.

The District’s contribution for calendar year 2009 was $26,443, calendar year 2010 was $23,251
and calendar year 2011 was $26,698.

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

CERS also provides post retirement health care coverage as follows:

For member participating prior to July 1, 2003, years of service and respective
percentages of the maximum contribution are as follows:

% Paid by Member through

Years of Service % Paid by Insurance Fund Payroll Deduction
20 or more 100% 0%
15-19 75% 25%
10-14 50% 50%
4-9 25% 75%
Less than 4 0% 100%
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

NOTE F — RETIREMENT (Continued)

As aresult of House Bill 290 (2004 General Assembly), medical insurance benefits are
calculated differently for members who began participation on or after July 1, 2003. Once
mernbers reach a minimum vesting period of ten years, non-hazardous employees whose
participation began on or after July 1, 2003, earn ten dollars per month for insurance benefits at
retirement for every year of eamed service without regard to a maximum dollar amount.

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

401K

In January 2001, the district began a non-matching 401K deferred compensation plan. The
employees may contribute twenty-five percent (25%) of their compensation, not to exceed
$10,500 annually. Participation is optional. Benefits are available upon separation of service or
attainment of age fifty-nine and one-half (59.5) years. Benefits must commence by the later of:
April 1 of the calendar year in which employment ends, or the calendar year in which the
employee reaches age seventy and one-half (70.5) years of age.

NOTE G - INSURANCE COVERAGE

For the fiscal year ended December 31, 2011, the District was a member of the Kentucky
Association of Counties All Lines Insurance Fund (KALF). KALF is a self- insurance fund and
was organized to obtain lower cost coverage for general liability, property damage, public
liability, and other damages. The basic nature of a self-insurance program is that of a
collectively shared risk by its members. If losses incurred for covered claims exceed the
resources contributed by the members, the members are responsible for payment of the excess
losses.
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MORGAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

NOTE H - CONTRIBUTIONS IN AID OF CONSTRUCTION
Grant receipts and tap-on fees used for the construction of waterlines are recorded as contributed

capital as required by the Kentucky Public Service Commission. The District received
contributions in aid of construction throughout 2011 as follows:

Contributed Capital, December 31, 2010 $ 16,555,352
Additions to Contributed Capital during 2011 0
Contributed Capital, December 31, 2011 $ 16555352

NOTE I - RELATED PARTIES

Roy Collett, the District’s Chairperson, is an employee of the depository institution where the
District’s cash is held.

An employee of the District rented office space from the District. For the calendar year ended
December 31, 2011, the total amount paid to the District by the employee for rent was $200.

NOTE J - SUBSEQUENT EVENTS

Subsequent events have been evaluated through April 26, 2012, which is the date the financial
statements were available to be issued. On March 2, 2012, the Morgan County Water District’s
office building was destroyed by a tornado. The District was insured for $442,700 on the
building and $62,900 on the contents of the building. The District has established a new office
location at 1009 New Hwy. 172, West Liberty, Kentucky and has resumed regular operations.

NOTE K - COMPENSATED ABSENCES

Upon termination of employment from the District, an employee who has been an employee of
the District for a total of twelve months shall be compensated for a maximum of fifteen days of
accrued annual leave. Employees accumulate 3.69 hours of annual leave per pay period.
Employees employed less than six months upon termination will not be compensated for accrued
annual leave, unless approved by the Water District Manager. Annual leave accrued as of
December 31, 2011 is $8,611. No liability has been recorded on the financial statements.
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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

Board of Directors _
Morgan County Water District
West Liberty, KY 41472

We have audited the financial statements of the business-type activities of the Morgan County
Water District, as of and for the years ended December 31, 2011 and 2010, and have issued our
report thereon dated April 26, 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 the Morgan County Water District’s
internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Morgan County Water District’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Morgan County Water District’s internal control over financial reporting.

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

(CONTINUED)

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above. However, we identified
a deficiency in internal control over financial reporting, described in the accompanying comment
and recommendation that we consider to be a significant deficiency in internal control over
financial reporting as item 2011-1. 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.

Compliance and Other Matters

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

This report is intended solely for the information and use of management, Board of Directors,
United States Department of Agriculture, Rural Development, and other federal awarding
agencies and is not intended to be and should not be used by anyone other than these specified
parties.

Respectfully Submitted

777&45@/ - ﬁ/’lawk&,', LI
Morgan-Franklin, LLC

April 26, 2012
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MORGAN COUNTY WATER DISTRICT
Comment and Recommendation
December 31, 2011

2011-1 The District Should Have Adequate Controls Over The Preparation Of The
Financial Statements Being Audited

Condition: The District should have adequate controls over the preparation of the financial
statements being audited

Criteria: SAS 112 states that an entity must have sufficient controls in place to prepare a full set
of GAAP financial statements, including full disclosures.

Effect: Management may not be able to identify deficiencies in reporting.
Cause: Lack of controls over the preparation of the financial statements.

Recommendation: We recommend that The District’s management develop adequate controls
over the preparation of the financial statements.

Management may engage a qualified individual with suitable skills to review the draft audit in
order to advise management sufficiently for them to be able to take résponsibility for the
financial statements.

Or management could implement the following controls.

1. Review draft financial statements by comparing to year-end QuickBooks reports that were
prepared by management.

2. Read footnotes accompanying the financial statement to ensure no discrepancies between
footnotes and financial statements.

3. Review a disclosure checklist and compare to the footnotes for omitted or inaccurate
disclosures.

These controls could be documented by initialing and dating the draft financial statement and
disclosure checklist.

Response: No response.
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