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We have audited the accompanying financial statements of the business-type activities of the Union
County Water District as of and for the years ended December 31, 2011 and 2010, which comprise
the District’s basic financial statements as listed in the table of contents. These financial statements
are the responsibility of the Union County Water District's management. Our responsibility is to
express an opiniont 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 Gorernment Auditing
Standardy, 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 ac-
counting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinions.

Management has omitted management’s discussion and analysis that accounting principles generally
accepted in the United States of America requite to be presented to supplement the basic financial
statements. Such missing 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,
cconomic, or historical context. Our opinion on the basic financial statements is not affected by
this missing nformation.

In our opinion, the financial statements referred to above present faitly, in all material respects, the
respective financial position of the business-type activities of the Union County Water District as of
December 31, 2011 and 2010 and the respective changes in financial position and cash flows
thercof for the years then ended in conformity with accounting principles generally accepted in the
United States of America.
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In accordance with Government .Aludifing Standards, we have also issued our report dated August 3,
2012 on our consideration of the Union 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 iternal control over the 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 Gorernment
Aunditing Standards and should be read in conjunction with this report in considering the results of
our audit.
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Morganfield, Kentucky
August 3, 2012
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LIABILITIES AND NET ASSETS

2011 2010
Current habilities:
Current portion of long-term debt $ 80,000 $ 47,500
Current portion of obligation under capital lease - 34,000
Accounts payable 10,704 8,166
Other accrued liabilities 61,870 55,111
152,574 144,777
Current hiabilities payable from restricted assets:
Accrued interest payable 4,750 13,346
Current portion of long-term debt 17,000 16,000
21,750 29,346
Non-cutrent habilities:
Long-term debt, net of current portion 189,000 500,000
Customer advances in aid of construction 980 1,197
Total non-current habilities 189,980 501,197
Total hiabilities 364,304 675,320
Net Assets:
Invested in capital assets, net of related debt 5,655,625 5,478,040
Restticted for debt service 26,780 18,520
Unrestricted 312,418 527,813
Total net assets 5,994,823 6,024,373
Total liabilities and net assets $ 6,359,127 $ 6,699,693

The accompanying notes are an integral part of the financial statements
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UNION COUNTY WATER DISTRICT
Statement of Revenues, Expenses, and Changes in Net Assets
For the years ended December 31, 2011 and 2010

Operating revenues:
Water sales
Other revenues

Total operating revenues

Operating expenses:
Water purchased
Fuel and power purchased for pumping
Water transmission and distribution
Customer account expense
General and administrative
Depreciation and amortization

Total operating expenses

Operating loss

Non-operating revenues (expenses):
Interest income
Interest expense

Total non-operating expenses

Loss before contributions

Capital contributions

Change in net assets

Total net assets- beginning of year

Total net assets- end of year $

2011 2010
1,271,090 $ 1,195,306
87,167 75,508
1,358,257 1,270,814
491,165 443,149
58,501 53,270
121,310 99,852
32,269 26,581
488,605 461,528
242,203 244,204
1,434,053 1,328,604
(75,796) (57,790)
405 9,340
(22,108) (44,896)
(21,703) (35,556)
(97,499) (93,346)
67,949 88,217
(29,550) (5,129)
6,024,373 6,029,502
5,094,823 $ 6,024,373

The accompanying notes ate an integral part of the financial statements
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UNION COUNTY WATER DISTRICT
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

Net cash provided by operating activities

Cash flows from non-capital financing activities:

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Principal payments on bond indebtedness
Principal payments on capital lease
Interest payments on bond indebtedness
Interest payments on capital lease
Proceeds from contributed capital

Proceeds (payments) on customer advances

Net cash used by capital and related
financing activities

Cash flows from investing activities:
Purchase of investment secutities
Proceeds from sale and maturity of

investment securities

Investment income

Net cash provided by investing activities

Net decrease in cash and cash cquivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2011 2010
1,362,083 $ 1,256,338
(786,996) (715,493)
(401,267) (364,169)
173,820 176,676
(102,050) (171,760)
(277,500) (647,000)
(34,000) (32,000)
(30,564) (54,933)
(118) (1,808)
89,342 66,824
217) (437)
(355,107) (841,114)
(100,400) (175,000)
275,400 388,000
405 15218
175,405 228,218
(5,882) (436,220)
241,896 678,116
236,014 $ 241,896

The accompanying notes are an integral part of the financial statements
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UNION COUNTY WATER DISTRICT
Statement of Cash Flows, Continued
For the years ended December 31, 2011 and 2010

Reconciliation of operating income to net cash

provided by operating activities:
Operating loss

[tems to reconcile net operating income to net
cash provided by operations:
Depreciation and amortization

Changes in operation assets and liabilities:
Accounts receivable- consumers
Other assets
Accounts payable
Accrued interest payable
Other accrued liabilities

Net cash provided by operating activities

Reconciliation of cash and cash equivalents:

Unrestricted cash and cash equivalents
Restricted cash and cash equivalents

Total cash and cash equivalents

The accompanying notes are an integral part of the financial statements
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2011 2010

$ (75,796) $ (57,790)
242,203 244,224

3,826 (14,476)

2,886 692

2,538 6,586

(8,596) (11,845)

6,759 9,285

173,820 176,676

$ 187,484 $ 194,030
48,530 47,8606

$ 236,014 $ 241,896




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

1. Summary of Significant Accounting Policies

The accounting policies of the Union County Water District (“District”) conform to generally accepted
accounting principles (GAAP) applicable to governmental enterprise units. The following summary of the
more significant accounting policies is presented to assist the reader in interpreting the financial statements
and other data in this report. These policies should be viewed as an integral part of the accompanying
financial statements.

b.

Reporting Entity

In evaluating how to define the entity for financial reporting purposes, management considered
whether the District is a component unit of another primary government and all potential component
units of the District. The District is a special-purpose district organized to construct, operate, and
maintain water service facilities and supply water to customers in Union County, Kentucky. The
District is governed by three appointed Commussioners who are nominated and approved by the
Union County Fiscal Court. The District purchases its water supply from the City of Morganfield,
Kentucky. All of the water purchased by the District has been filtered and treated. The District
opetates and maintains the distribution system that supplies its end users. The District’s basic financial
statements include the financial position and the results of operations of the District. A review of
other units of local government, using the criteria set forth in generally accepted accounting principles,
indicates there are no additional entities or funds for which the District has reporting responsibilities.
Management has determined the District should not be considered a part of any unit of local
government for teporting pusposes for the following reasons:

1. The District has separate legal standing from all other units of government.

o

A primary government appoints the voting majority of the District’s Board of Commissioners.
Howevet, the primary government is not able to impose its will on the District and there is no
potential for the District to provide benefits to or burdens on the primary government.

3. The District is fiscally independent of all other units of local government. The District’s Board of
Commissioners has the sole authority to determine financial programs, establish rates (subject to

Public Service Commission approval) and issue bonded debt.

4. The financial statements of othet units of local government would not be misleading or incomplete
without the inclusion of the District’s financial statements.

Basis of Accounting and Presentation

The District is a single-enterprise proprietary fund and uses the accrual basis of accounting,
Proprietary funds are used to account for operations that are financed in a manner similar to private
business enterprise and that a periodic determination of revenues eatned, expenses incurred and /ot
change in net assets is appropriate for capital maintenance, public policy, management control,
accountability or other purposes. Under this method, revenues ate recorded when earned, and
expenses ate recognized as soon as they result in liabilities for the benefits provided.

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

1.

Summary of Significant Accounting Policies, Continued

b.

Basis of Accounting and Presentation, Continued

The financial statements are prepared on the basis of Governmental Accounting Standards Board
(GASB), Statement Number 34, Basic Financial Statements, Management Discussion and Analysis for
State and Local Governments and related standards.

The District applies all Governmental Accounting Standards Board (GASB) pronouncements as well
as PFinancial Accounting Standards Board (FASB) statements and interpretations, Accounting
Principles Board (APB) Opinions, and Accounting Research Bulletins of the Committee on
Accounting Procedure issued on or before November 30, 1989, unless these pronouncements conflict
with or contradict GASB pronouncements, in which case GASB prevails.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing setvices and producing and delivering goods in
connection with the proprietary funds principle ongoing operations. The principle operating revenues
of the District are charges to customers for water usage. Operating expenses include the cost of
providing water service, administrative expenses and depreciation on capital assets. Other revenues
and expenses are reported as non-operating in the financial statements.

Charges for services include revenues based on exchange or exchange-like transactions, namely water
and sewer use. Program-specific grants and contributions (operating and capital), include revenucs
arising from mandatoty and voluntary nonexchange transactions with other governments,
otganizations, ot individuals that are restricted for use in a particular program, are accrued when all
related eligibility requitements have been met.

Measurement Focus

The District’s cost of services or “capital maintenance” measurement focus is all financial and
economic resources. All assets and liabilities associated with the District’s operations are included on
the Statement of Net Assets. Depreciation is reported as a cost of operations.

Cash and Cash Equivalents

The District’s cost of services or considers all highly liquid investments with an original maturity of
ninety days or less to be cash equivalents.

Investments

KRS 66.480 permits the District to invest in U.S. Treasury obligations, U.S. Agency obligations, certain
Federal instruments, repuschasc agteements, commercial bank certificates of deposit, savings and loan
deposits, and the Commonwealth of Kentucky investment pool. Investments are recorded at fair
market value. Certificates of deposit are reported at cost since the redemption terms do not consider
market rates. Thesc investments are required to be fully collateralized in accordance with provisions of
KRS 66.480.

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

1.

Summary of Significant Accounting Policies, Continued

f.

Restricted Assets

Restricted assets are cash and cash equivalents whose use is limited by legal requirements. Restticted
cash and cash equivalents represent amounts required by debt covenants to be segregated for future
debt payments and accrued interest on long-term debt obligations.

Capital Assets

Capital assets are stated at cost. All materials for capital improvements are capitalized when purchased.
Construction in progress is not depreciated until completed and placed into service. Interest expense
incurred during a construction period is capitalized. Depreciation is provided for by using the straight-
line method over the estimated useful lives of the assets. The estimated useful lives are as follows:

Structures, lines, mains and accessorics, and system improvements 50 years
Fquipment, including hydrants and meters 5-20 years
Transportation equipment 5 years

Debt Issue Cost

Issuc costs on bonds payable are being amortized using the outstanding bonds method.

Deferred Revenues

The District reports deferred revenue on its statement of net assets. Deferred revenues arise when
potential revenue does not meet both the “measurable” and “available” criteria for recognition in the
cutrent period. Deferred revenues also arise when resources are received by the District before it has
legal claim to them, as when grant monies are received prior to the incurrence of qualifying
expenditures. In subsequent petiods, when both revenue recognition criteria are met, or when the
District has a legal claim to the resoutces, the liability for deferred revenue is removed from the
balance sheet and revenue is recognized.

Compensated Absences

Cotmpensated absences are absences for which employees will be paid, such as vacation and sick leave.
A liability for compensated absences that ate attributable to services already rendered and that are not
contingent on a specific event that is outside the control of the District and its employees is accrued as
employecs earn the tights to the benefits. The District’s policy is to accrue up to 30 days of unused
vacation, which is payable upon termination of cmployment. Employces can accruc up to 60 days of
sick leave, which upon termination of employment has no monetary value.

Continued
1
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UNION COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010

1. Summary of Significant Accounting Policies, Continued

k. Net Assets

Net assets present the difference between assets and liabilities in the statement of net assets.
Proprietary fund net assets are divided into three components:

Invested in capital assets, net of related debt- consist of the historical cost of capital asscts less

accumulated depreciation and less any debt that remains outstanding that was used to finance those
assets.

Restricted net assets- consist of net assets that ate restricted by the District’s creditots (for example,
through debt covenants), by state enabling legislation (through restrictions on shared revenucs), by
grantors (both federal and state), and by other conttibutors.

Unrestricted- all other net assets are reported in this category.

When an expense is incutred for purposes for which both restricted and unrestricted net assets are
available, restricted resources are applied first.

2.  Deposits

At December 31, 2011, the Union County Water District maintained deposits of $247,797 at two financial
institutions. All of these bank balances were covered by federal depository insurance.

3. Restricted Assets

The Union County Water District had certain assets and cortesponding retained earnings reserved for debt
service which were restricted due to its outstanding debt. These consisted of a cash reserve and sinking
fund for the United States Department of Agriculture note.

Restricted Assets: 2011 2010

Sinking Fund $ 28,455 $ 34511

Reserve Fund 20,075 13,355
Total restricted assets 48,530 47.866

Less: Accrued current liabilities payable
from restricted assets:

Principal 17,000 16,000
Interest 4,750 13,346
21,750 29,346

Net assets restricted for debt setvice $ 26,780 $ 18,520

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

4. Capital Assets

Capital asset activity consisted of the following for the year ended December 31, 2011:

December 31, December 31,
2010 Additions Disposals 201

Capital assets not depreciated:

Land and land rights $ 10175 § - 9% - % 10,175
Capital assets depreciated:

Transport and distribution mains 4,099,754 15,651 - 4,115,405
Other transport and distribution plant 25354 - - 25,354
Distribution reservoirs and standpipe 4,554.883 47,925 - 4,602,808
Meters 1,011,136 33,569 - 1,044,705
Hydrants 34523 - - 34,523
Electric pumping cquipment 688553 - - 088,553
Structures and improvements 20,202 - - 20,202
Equipment 114,540 4,710 - 119,250
Transportation equipment 64,795 - - 64,795
Oftice equipment and software 17,753 4,101 - 21,854
Other tangible property 10,900 - - 10,900
10,642393 105,956 - 10,748,349
Total assets at historical cost 10,652,568 105,956 - 10,758,524
Less accumulated depreciation (4,593.028) (240.871) - (4,833,899)
Total capital assets, net $ 6059540 § (134,915 % - % 5924625

Depreciation expense amounted to $240,871 and $242,892 for the years ended December 31, 2011 and
2010, respectively. Amottization expense amounted to $1,332 for each of the years ended December 31,

2011 and 2010.

5. Long-Term Debt

Tong-term debt of the District consisted of the following as of December 31, 2011 and 2010:

December 31, 2011
Balance Balance Due Within
Dec. 31, 2010 Additions Deductions Dec. 31, 2011 One Year
USDA Loan $ 381,000 § - % 230,000 § 151,000 § 17,000
KIA Assistance Agreement 182,500 - 47,500 135,000 80,000
Total long-term debt 563,500 - 277,500 286,000 § 97,000
Continued
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UNION COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2011 and 2010

5. Long-Term Debt, Continued

Presented on the balance sheet under the following captions:
Current portion long-term debt
Cutrent portion long-term debt payable
from restricted assets
Long-term debt, net of current portion

$ 80,000

17,000
189,000

¥ 280,000

Principal and interest requitements to tetire the District’s long-term obligations at December 31,2011 were

as follows:

Principal Interest Total

2012 $ 97,000 15612 § 112,612
2013 73,000 9,404 82,404
2014 18,000 5.484 23,484
2015 20,000 4,510 24,510
2016 20,000 3,485 23,485
2016-2019 58,000 3,998 61,998
$ 286,000 § 42,493 % 328,493

Other information on the Disttict’s long-term indebtedness is summarized below:

Final Principal
Interest Rate Maturity Balance Security
USDA Loan 5.125% 1/1/2019 $ 151,000 Utiity Revenues
KIA Assistance Agreement 2.5%-5.25% 6/1/2013 $ 135,000 Utlity Revenues
December 31, 2010
Balance Balance Due Within
Dec. 31, 2009 Additions Deductions Dec. 31, 2010 One Year
USDA ILoan $ 983,000 § - % 602,000 % 381000 % 16,000
KIA Assistance Agreement 227,500 - 45,000 182,500 47,500
Total long-term debt 1,210,500 - 647,000 563,500  § 03,500

6. Line of Credit

During the year ended December 31, 2011, the District opened a line of credit in the amount of $300,000
with United Community Bank. The line of credit bears interest at the prime rate minus 0.43% and is
unsecured. At December 31, 2011, the outstanding balance was zeto.

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

7.

Operating Lease

The Union County Water District entered into a lease agreement with the Union County Fiscal Coutt to
lease office space. The lease is for a term of twenty-eight months expiring December 31, 2011 with an
option for three annual renewals. The monthly rent expense is $500.

County Employees Retirement System (CERS)

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

Covered employees are required to contribute 5 percent of their salary to the plan. Covered employees
who began participation on or after September 1, 2008 are required to contribute 6 percent of their salary

to the plan. The District’s contribution rate for employees was 18.96 percent.

The District’s contributions for the fiscal years ending December 31 were as follows:

Year Amount

2011 $ 36,761
2010 32,642
2009 22,196

Benefits fully vest on reaching five yeats of service for employees. Aspects of benefits for covered
employees include retirement after 27 years of service or age 65. Employces who began 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 2 minimum of 57 years of age) or the member is age 65, with a minimum of 60
months of setvice credit.

CERS also provides post-retirement health care coverage as follows:

% Paid by
% Paid by Member through
Years of Service 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%

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

Continued

15



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

8.

10.

11.

12.

County Employees Retirement System (CERS), Continued

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

Deferred Compensation

The District allows all eligible employees to participate in deferred compensation plans administered by the
Kentucky Public Employees” Deferred Compensation Authority. The Kentucky Public Employees’
Deferred Compensation Authority is authorized under KRS 18A.230 to 18A.275 to provide administration
of tax sheltered supplemental retirement plans for all state, public school and university employees and
employees of local political subdivisions that have elected to participate. These deferred compensation
plans permit all full-time employees to defer a portion of their salary until future years. The deferred
compensation is not available to employees until termination, retirement, death, or unforeseeable
emergency. Participation by eligible employees in the deferred compensation plans is voluntary.

Histotical trend information showing the Kentucky Public Employees’ Defetred Compensation Authortity’s
progress in accumulating sufficient assets to pay benefits when due is presented in the Kentucky Public
Employees’ Deferred Compensation Authority’s annual financial report. This report may be obtained by
writing the Kentucky Public Employees’ Deferred Compensation Authority at 101 Sea Hero Road, Suite
110, Frankfort, KY 40601-8862, or by telephone at (502) 573-7925.

Commitments

On December 19, 1986 the District entered into an agreement with the City of Morganfield, Kentucky
whereby the City agtees to sell and deliver to the District and the District agrees to purchase and receive
from the City all of the water required by the District up to a maximum of 2,000,000 gallons per day. The
District can purchase water from other suppliets only in the event of an emergency. The agreement
outlines a specific method of determining the City's cost of water produced during the previous fiscal year
which is the rate charged to the District for the next year. The agreement covers a period of 42 years which
expires December 19, 2028.

Concentrations of Sales

For the year ended December 31, 2011, three industrial customers in the coal mining industry accounted
for $419,570 in sales and surchatges for approximately 31% of the District’s total operating revenues. For
the year ended December 31, 2010, sales attributable to these companies were $322,163 or approximately
25% of total operating revenues.

Risk Management

The District is exposed to vatious tisks of loss related to torts, theft of, damage to, and destruction of
assets; ctrors and omissions; injuries to employecs, and natural disasters. The District carries commercial
insurance for these types of tisk of loss, including workers compensation. Settled claims resulting from
these risks have not exceeded commetcial insurance coverage in any of the past three fiscal yeats.

16



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

13. Subsequent Events

In preparing these financial statements, the District has evaluated events and transactions for potential
recognition ot disclosure through August 3, 2012, the date the financial statements were available to be
1ssued.
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To the Commissionetrs
Union County Water District
Morganfield, Kentucky

We have audited the financial statements of the business-type activities of the Union County Watet
District as of and for the year ended December 31, 2011, which collectively comprise the District’s
basic financial statements and have issued our report thereon dated August 3, 2012. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standardy, issued by
the Comptroller General of the United States.

Internal Control over Financial Reporting

Management of Union County Water District is responsible for establishing and maintaining
cffective internal control over financial reporting. In planning and performing our audit, we
considered Union 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 cxpressing an opinion on the effectiveness of the District’s
internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the 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 ot employees, in the normal course of performing their assigned functions, to prevent
or detect misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on
a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses, as defined above. However, we identified certain deficiencies in
internal control over financial reporting, described in the accompanying schedule of findings and
tesponses that we consider to be significant deficiencies in internal control over financial reporting.
[A-1 and A-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 metit attention by those
charged with governance.

101 EasT MAIN STREET @ P. O. Box 528 © MORGANFIELD, KENTUCKY 472437
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Union County Water District's
financial statements are free of material misstatement, we petformed 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 statcment amounts.
However, providing an opinion on compliance with such 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 Gorernment
Auditing Standards.

The Union County Water District’s response to the findings indentified in our audit is described in
the accompanying schedule of findings and responses. We did not audit the District’s responses,
and accordingly, we express no opinion on it.

This report is intended solely for the information and use of the management, board of
Commissioners, others within the entity, and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these parties. However, this
teport is a matter of public record and its distribution is not limited.

- \ hd
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Morganfield, Kentucky
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Schedule of Findings & Responses

A-1 Control Risk Related To Lack Of Segregation Of Duties:

Due to a limited number of personnel employed at the District, incompatible work functions are
often performed by the same individual and a high degtee of trust is necessitated.

Criteria: Each key step of an accounting system should be segregated among employees.
Internal controls should be in place to provide management with reasonable, but not absolute,
assurance that asscts are safeguarded against loss from unauthorized usc or disposition.

Effect: The staff size of the District limits the ability to rotate dutics and implement some
checking procedures. This limitation may affect the ability to record, process, summarize and
report financial data.

Recommendation: We recommend that management always be mindful of key functions
assigned to employees and provide oversight in all steps of the accounting system.

Response: Management concurs with the recommendation and has taken steps to separate
functions and provide oversight where needed.

A-2 Control Risk Due to Lack of Qualifications to Fulfill Assigned Functions

The auditor, from the District’s books of otiginal entty, prepares the financial statements and
notes for the Union County Water District.

Criteria: Intetnal controls should be put in place for the District to review and approve
generally accepted accounting principles (GAAP) financial statements and notes. The District 1s
to accept full responsibility for the accuracy of the GAAP financial statements and notes.

Effect: Based upon the entity’s present financial statements, the client’s auditor is currently
preparing the audit financial statements and disclosures.

Recommendation: Procedutes should be implemented to allow the District to prepate their
own GAAP financial statements and notes.

Response: Management is awate of the situation regarding the preparation of GAAP financial
statements and is currently looking into the best way to handle the situation.



