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To the Board of Commissioners of the Bath County Water District
Salt Lick, Kentucky

We have audited the accompanying financial statements of the business-type activities, of Bath County Water
District as of and for the year ended December 31, 2012 and 2011, which collectively comprise the District's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of Bath

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.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the business-type activities, of the Bath County Water District, as of December 31, 2012 and
2010, and the respective changes in financial position and, where applicable, cash flows thereof for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated February 4, 2013, on
our consideration of the Bath 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 important for assessing the results of our audit.

The District has not presented the management's discussion and analysis that Governmental Accounting

Standards Board has determined is necessary to supplement, although not required to be part of, the basic
financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Bath County Water District's financial statements as a whole. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we do not express an opinion or provide any assurance on them.

s’{v: el WC(’W/ Q/Q/T}

Donna J. Hendnx CPA

Morehead, Kenfucky 40351
February 4, 2013



BATH COUNTY WATER DISTRICT

ASSETS
Current Assets

Cash

Accounts receivable
Customers, net
Other

Prepaid expenses

Inventory

Restricted Assets
Cash-Customer deposits
Cash-Sinking fund
Cash-Depreciation fund

Fixed Assets
Property, Plant & Equipment
Less accumulated depreciation
Construction-in-progress

TOTAL ASSETS

LIABILITIES AND NET ASSETS
Current Liabilities

Accounts payable

MUPB payable

BCSD payable

O'Ville payable

Accrued wages and Vacation Pay

Customer deposits

Advances

Taxes payable

Accrued interest payable

Current Portion of bonds payable
Total Current Liabilities

Long-term debt
KRWA financing
Bonds payable, net
Total Long-term Liabilities
TOTAL LIABILITIES

Net Assets

Investment in Capital Assets, Net of Related Debt

Restricted Net Assets
Unrestricted Net Assets
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

STATEMENTS OF NET ASSETS

PROPRIETARY FUND
DECEMBER 31,

2012 2011
$ 1,196,917 $ 1,088,145
219,852 231,460
14,736 10,087
71,168 66,161
1,502,673 1,375,802
49,373 44,225
111,226 139,094
219,400 176,980
379,999 360,299
15,031,238 14,956,359
(4,364,183) (4,008,916)
10,667,055 10,049,443
$12,549,727 $ 12,685,545
$ 57,598 $ 64,225
15,520 50,923
2,241 3,713

3,252 -
58,256 53,925
45,091 38,776
- 14,010
5,243 4,207
51,772 52,883
57,400 55,200
296,373 337,862
2,415,000 2,472,400
2,415,000 2,472,400
2,711,373 2,810,262
8,194,655 8,421,843
379,999 360,299
1,263,702 1,093,141
9,838,356 9,875,283
$12,549,727 $ 12,685,545

The accompanying notes are an integral

part of the financial statements.
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BATH COUNTY WATER DISTRICT

STATEMENTS OF REVENUES, EXPENSES AND CHANGES

IN NET ASSETS
PROPRIETARY FUND
for the years ended December 31,

2012 2011
OPERATING INCOME
Water sales $ 1,610,392 1,622,653
Other revenue 112,379 74,488
Total operating income 1,722,772 1,697,141
OPERATING EXPENSES
Power 63,642 60,517
Water purchased 661,358 656,954
Salaries 291,601 285,377
Materials and Supplies 22,587 26,569
Transportation expense 30,495 24,858
Insurance 18,573 19,330
Health and Life Insurance 105,854 101,305
Chemicals 7,216 7,096
Payroll taxes 22,060 22,207
Employee retirement 55,172 51,459
Legal and Professional 4,750 4,750
Contract Services 7,620 5,265
Office Utilities 9,786 9,756
Office Supplies 25,332 21,333
Postage 13,774 12,995
Miscellaneous - -
Bad debt expense (recoveries) 6,126 6,539
Regulatory commission expenses 2,745 2,514
Total operating expense 1,348,692 1,318,824 |
Operating income before depreciation 374,079 378,317
Depreciation expense (357,267) (345,409)
OPERATING INCOME (LOSS) 16,812 32,908
Non-operating income (Expenses)
Gain (Loss) on disposal of assets - -
Customer Tap Fees - 22,046
Interest income 5,409 8,073
Interest expense (103,856) (105,933)
Total Non-Operating Income (Expense) (98,447) (75,814)
NET INCOME (LOSS) BEFORE CONTRIBUTIONS (81,635) (42,906)
STATE CONTRIBUTIONS IN AID OF CONSTRUCTION - -
NET INCOME (LOSS) AFTER CONTRIBUTIONS (81,635) (42,906)
NET ASSETS, BEGINNING OF YEAR 9,875,283 9,918,189
Add: Customer Tap Fees 28,200 -
Add: Customer Contributions 16,507
NET ASSETS, END OF YEAR $ 9,838,356 9,875,283

The accompanying notes are an integral
part of the financial statements.
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BATH COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS
PROPRIETARY FUND
for the years ended December 31,

2012 2011
CASH FLOW FROM OPERATING ACTIVITIES
Receipts From Customers $ 1,734,379 $ 1,699,396
Payments to Suppliers (1,143,391) (1,005,282)
Payments to Employees (313,661) (307,584)
Other Receipts (Payments) - -
Net Cash (Used) Provided by Operating Activities 277,327 386,530
CASH FLOW FROM INVESTING ACTIVITIES
Sinking Fund (27,868) 44,671
Depreciation Fund 47,568 6,080
Interest Income 5,409 8,073
Net Cash (Used) Provided by Investing Activities 25,109 58,824
CASH FLOW FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Proceeds From Capital Debt - -
Principal Paid on Capital Debt (55,200) (48,400)
Purchases of Capital Assets (74,879) (195,573)
State Grants Received - -
Contributed Capital-Tap Fees 28,200 22,046
Interest Paid on Capital Debt (52,084) (53,050)
Net cash (Used) Provided by Financing Activities (153,963) (274,977)
NET INCREASE (DECREASE) IN CASH 148,473 170,377
Cash and Cash Equivalents - At beginning of year 1,428,444 1,258,068
CASH AND CASH EQUIVALENTS - AT END OF YEAR $ 1,576,916 $ 1,428,444
Reconciliation of Operating Income (Loss) to Net Cash Provided
(Used) by Operating Activities:
Operating Income (Loss) $ 16,812 $ 32,908
Adjustments to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities:
Depreciation Expense 357,267 345,409
Change in Assets and Liabilities:
Accounts Receivable, Net 11,607 2,255
Inventories 5,007 9,373
Prepaid Expense (4,699) 145
Accounts Payable and Other Payables (119,315) (3,282)
Customer Deposits 6,315 6,055
Accrued Wages and Vacation 4,331 (6,332)
Net Cash Provided (Used) by Operating Activities $ 277,327 $ 386,530

The accompanying notes are an integral
part of the financial statements.
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BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011

NOTE 1: ORGANIZATION AND ACCOUNTING POLICIES

The Bath County Water District was created and organized as a public body corporate in
Bath County, Kentucky, pursuant to Chapter 74 of the Kentucky Revised Statutes, by the
Bath County Fiscal Court to operate a water distribution system. The District is regulated by
the Kentucky Public Service Commission.

The Reporting Entity
The District, for financial purposes, includes all of the funds relevant o the operation of the
District. The financial statements presented herein do not include agencies which have been

formed under applicable state laws or separate and distinct units of government apart from
the Bath County Water District.

The financial statements of the District would include those of separately administered
organizations that are controlled by or dependent on the District. Contro!l or dependence is
determined on the basis of financial interdependency, selection of government authority,
designation of management, ability to significantly influence operations, accountability of
fiscal matters, scope of public service and financing relations. The entities included in the
financial statements are the general operations of the District.

Based on the foregoing criteria there are no other organizations inciuded in these financial
statements.

The District, presented as an enterprise fund, does not apply Financial Accounting Standards
Board (FASB) pronouncements and Accounting Principles Board (APB) opinions issued on or
after November 30, 1989.

Enterprise Funds

Enterprise Funds are used to account for operations (a) that are financed and operated in a
manner similar to private business enterprise where the intent of the governing body is that
the costs (expenses, including depreciation) of providing goods or services to the general
public on a continuing basis be financed or recovered primarily through user charges or (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.

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 management focus. With the measurement focus, all assets and all liabilities
associated with the operations are included on the balance sheet. Net assets (i.e., total
assets net of total liabilities) are segmented into invested in capital assets, net of related debt,
restricted and unrestricted components. When both restricted and unrestricted resources are
available for use, it is the District's policy to use restricted resources first, and then
unrestricted resources as they are needed.



BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011
Note 1: ORGANIZATION AND ACCOUNTING POLICIES

Basis of Accounting

The District maintains its accounting records on the accrual basis during the year. The
District's financial statements include the operations of all entities for which the District
exercises oversight responsibility. Oversight responsibility includes, but is not limited to
financial interdependency, selection of the governing authority, designation of management,
ability to significantly influence operations, and accountability for fiscal matters.

Inventory
Inventory is maintained at lower of cost or market.

Utility Plant

Utility Plant is stated at original cost. The cost of repairs and maintenance is charged to the
proper expense account as incurred. Property replacements are capitalized and retirements
are charged to the proper plant account and depreciation provision.

Depreciation
Depreciation is applied on the straight-line method over the estimated useful life of the asset,
using rates on a straight-line basis determined by reference to Utility Standards Rates

(NARUC). The provisions for depreciation in 2010 reflect those standard rates by asset
class.

Unbilled Revenue
The District records revenue as billed to its customers on monthly meter reading cycle. At

the end of each year, water service that has been rendered from the latest date of each
meter reading to the year-end is unbilled.

Power Costs
The cost of power purchases for pumping water is charged to expense as used.

Income Tax Status

The District is a political subdivision created under Kentucky Revised Statutes 74.012, and as
such, is exempt from federal and state income taxes. Accordingly, the financial statement
include no provision for income taxes.

Cash Flows

For purposes of the statement of cash flows, the District uses the direct method of reporting
net cash flow from operating activities, and considers certificates of deposit with a maturity of
six months or less to be cash equivalents.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of revenues and expenditures during the
reporting period. Actual results could differ from those estimates.

-6-



BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011

Net Assets

Net assets represent the difference between assets and liabilities in the statement of net
assets. Net assets invested in capital assets, net of related debt consists of capital assets,
net of accumulated depreciation, reduced by the outstanding balances of any borrowings
used for the acquisition, construction, or improvement of those assets. Net assets are
reported as restricted when there are legal limitations imposed on their use either through the
enabling legislation adopted by the District or through external restrictions imposed by
creditors, grantors, laws or regulations of other governments. When both restricted and
unrestricted resources are available for use, it is the District's policy to use restricted
resources first, then unrestricted resources as they are needed.

NOTE 2: CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that is the event of a bank failure, the District's deposits may
not be returned to it. The District's cash and cash equivalents consist of checking and
savings accounts with local banks. The District does have a deposit policy for custodial credit

risk. As of December 31, 2012. $0 of the bank balance was exposed to custodial credit risk
as follows:

Uninsured and collateral held by pledging bank $0

NOTE 3: LONG-TERM DEBT

Revenue bonds in the principal amount of $235,000 were authorized in 1970 and are held by
the Economic Development Administration. A 1977 Bond Issue in the amount of $130,000
was sold to the Farmers Home Administration, payable and secured by a pledge of the
revenues of the District on parity as to security and source of payment with the 1970 Bonds
held by EDA. A 1982 Bond Issue in the amount of $106,000 was sold to the Farmers Home
Administration as second lien bonds subject o the vested rights and priority of the 1970 and
1977 bonds. Bonds in the amount of $375,000 were authorized in 1988 and issued February
14, 1989, as second lien bonds on parity as to security and source of payment with the 1982
bonds. Bonds in the amount of $138,000 were authorized and issued May 26, 1989 as
second lien bonds on parity as to security and source of payment with the second lien bonds
of 1982 and 1988. Bonds in the amount of $103,000 were authorized in 1991 and issued
November 25, 1992 and bonds in the amount of $280,000 were authorized in 1994 and
issued October 20, 1994, as second lien bonds. Bonds in the amount of $200,000 were
authorized and issued January 22, 1999. Bonds in the amount of $500,000 were authorized
and issued June 29, 2004. The Bonds Issues of 1988, 1989, 1991, 1998 and 2004 were sold
to the Farmers Home Administration. Bonds Series 2009 in the amount of $259,000 were
authorized and issued January 26, 2010.



Note 4: LONG-TERM DEBT (CONTINUED)

BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS {Continued)

For years Ended December 31, 2012 and 2011

The Following is a summary of changes in long-term debt for the year ended December 31,2012

Beginning
Balance Additions Reductions Ending Balance
Bond Series 1977
toan amaunt $230,000
Interest rate 5.00% $ 38,000.00 H 6,000.00 $ 33,000.00
Bond Series 1982
Loan amount $106,000
Interest rate 5.00% 56,000.00 4,000.00 52,000.00
Bond Series 1988
Loan amaunt $375,000
Interest rate5.00% 241,000.00 10,000.00 231,000.00
Bond Series 1989
Loan Amount $138,000
interest rate 5.00% - -
Bond Series 1991
Loan Amount $103,000
interest rate 5.00% 76,000.00 2,300,00 73,700.00
Bond Series 1994
Loan Amount $280,000
interest rate 4.50% 223,500.00 5,500.00 218,0600.00
Bond Series 1998
Loan Amount 5200,000
interest rate 4,50% 171,100 00 3,400.00 167,700.00
Bond Series 2004
Loan Amount $500,000
Interest rate 4.375% 472,000.00 6,500.00 465,500.00
Bond Series 2006
Loan Amount 51,039,000
Interest rate 4. 125% 980,000 00 13,500,00 976,500.00
Bond Series 2009
Loan Amount $259,000
interest rate 2.375% 258,000.00 4,000.00 255,000.00
$  2,527,600.00 $ $ 55,200.00 $  2,472,40000
Less: Current Maturities 55,200.00 57,400.00
Totals $ 2,472,400.00 $ 2,415,000.00
The following Is a schedule of long-term debt maturities Principle interest
2013 §7,400.00 93,267.00
2014 58,800,00 50,682.00
2015 £4,500.00 96,838.00
2016 65,300.00 94,048.00
2017 68,100.00 91,076,080
2018-2022 351,600.00 410,409.00
2023-2027 400,800.00 328,158.00
2028-2032 372,600.00 225,561.00
2033-2037 378,600.00 165,448.00
2038-2042 379,700,00 89,712,00
2043-2047 254,000.00 17,379.00
2048-2049 21,000.00 501.00
3 2,472,400.00 $ 1,703,179.00




BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011

NOTE 5: RESERVES

The Bath County Water District is required to comply with the bond agreements of all bond
issues as follows:

Sinking Fund
The District is required to set aside an amount into a special account known as the Bath
County Water District Water System Revenue Bonds, Bond and Interest Sinking Fund. The

amount to be so set aside and paid each month shall be not less than the following
respective amounts:

1) A sum equal to one sixth (1/6) of the interest becoming due on the next succeeding
interest due date, with respect to all outstanding Bond Issues.

2) A sum equal to one twelfth (1/12) of the principal of all such bonds maturing on the
next succeeding January 1.

The required balance of the reserve at December 31, 2012 was $109,172. The District had
set aside $111,226 into a restricted account. The District is properly reserved and is over by
$2,054 at December 31, 2012.

Depreciation Fund

The District is required to deposit into the Depreciation Fund account the proceeds from the
sale of any equipment no longer usable or needed, fees or charges collected from potential
customers to aid in the financing of the cost of extensions, additions and/or improvements to
the project, plus the proceeds of any property damage insurance not immediately used to
replace damaged or destroyed property. Monies in the Depreciation Fund shall be available
and used, upon appropriate certification to the bank, for the purpose of paying the cost of
construction replacements, extensions, additions and/or improvements to the project.
Whenever the balance in the Depreciation Fund shall equal $186,280, the monthly payments
may be discontinued, or by order of the governing body of the District, be diverted into the
Sinking Fund Account. The District had set aside $219,400 and $176,980 at December 31,
2012 and 2011, respectively.

NOTE 6: SEWER COLLECTIONS

The District began collecting sewer payments for the Morehead Utility Plant Board, Bath
County Sewer District and City of Owingsville. The accounts receivable reflected on the
balance sheet represent monies receivable for water and sewer service. The MUPB payable,
BCSD payable, and OUPB payable are the amount of monies in the receivable, which are
due to the MUPB, BCSD, and OUPB. The balance at December 31, 2012 and 2011 was
$21,012 and $54,637, respectively.



BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011

NOTE 7: RETIREMENT PLAN

The Bath County Water District is a participating employer of the County Employees’
Retirement System (CERS), which is a multi-employer defined benefit plan that covers
substantially all regular full-time employees of each county, school board, municipal and
other local agencies electing to participate. Upon election to participate in the CERS, each
employee has the option to participate, however, all subsequent employees must participate
and the employer is required to continue participation.

Employees who retire at age 65 and have 48 or more months of credited service or have 27
years of credited service regardless of age are entitled to a retirement benefit, payable
monthly for life, equal to 2.2% of the average annual salary of the members’ five highest
earning years multiplied by the number of years of service credit. Members retiring at less
than 55 years of age with 25 to 27 years of service credit or 65 years of age with less than 48
months of service credit are entitled to reduced benefits. Members’ retirement benefits

become fully vested when they complete sixty months of service, twelve of which are current
service.

The Bath County Water District has a total of 8 employees covered by the CERS. Employer
contribution rates are intended to fund the System’s normal cost on a current basis plus one
percent (1%) of unfounded past service costs per annum plus interest at the actuarial
assumed rate. Such confribution rates are determined by the Board of Trustees of Kentucky
Retirement Systems each biennium. There are 8 non-hazardous duty employees who
contributed 5.00% and the employer contributed 18.96% until July 1 and 19.55%, thereafter.
The District’s contributions for the year ended December 31, 2012 and 2011 were $55,172
and $51,459 and the employees contributed $14,309 and $14,552, respectively. The total
payroll for covered employees for the years ended December 31, 2012 and 2011 were
$308,110 and $290,281.

The amount shown below as “pension benefit obligation” is a standardized disclosure
measure of the present value of pension benefits, adjusted for the effects of projected salary
increased, estimated to be payable in the future as a result of employee service to date. The
measure is the actuarial present value of credited projected benefits and is intended to help
users assess the System’s funding status on a going-concern basis, assess progress made
in accumulating sufficient assets to pay benefits when due, and make comparisons among
public employee retirement systems (PERS). The measure is independent of the actuarial
funding method used to determine contributions to the System.

All required contributions were paid at year end or within thirty (30) days thereafter.

NOTE 8: RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. In
addition to its general liability insurance, the district also carries commercial insurance for all

other risks of loss such as worker's compensation and employee health and accident
coverage.

-10-



BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011

NOTE 9: FIXED ASSETS

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

Balance Balance
Business-Type Activities Jan. 1, 2012  Additions Deductions Dec. 31, 2012
Cost:
Land $ 35,350 $ 35,350
Plant in Service 14,318,566 70,905 14,389,471
Other Depreciable Assets 602,443 3,974 606,417
Construction in Progress - -
Totals at historical cost 14,956,359 74,879 - 15,031,238
Less accumulated depreciation:
Land & L.and Rights -
Plant in Service 3,594,429 320,253 3,914,682
Other Depreciable Assets 412,488 37,014 449,502
Total accumulated Depreciation 4,006,918 357,267 - 4,364,185
Business-Type Activities Capital Assets - Net $ 10,949,443 & (282,388) % - $ 10,667,055
Capital asset activity for the fiscal year ended December 31, 2011 was as follows:
Balance Balance
Business-Type Activities Jan. 1, 2011 Additions Deductions Dec. 31, 2011
Cost:
Land $ 35,350 $ 35,350
Plant in Service 14,022,516 296,050 14,318,566
Other Depreciable Assets 727,090 1,385 126,032 602,443
Construction in Progress 224,944 3,000 227,944 -
Totals at historical cost 15,009,900 300,435 353,976 14,956,359
Less accumulated depreciation:
Land & Land Rights -
Plant in Service 3,291,262 303,167 3,594,429
Other Depreciable Assets 496,277 42,242 126,031 412,488
Total accumulated Depreciation 3,787,540 345,409 126,031 4,006,918
Business-Type Activities Capital Assets - Net $ 11,222,360 § (44,974) § 227,945 % 10,949,443

-11-



BATH COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2012 and 2011
NOTE 10: CONTINGENCIES
The District had elected to be recognized as a reimbursing employer for state unemployment
compensation purposes. Accordingly, the District will become liable for direct payment of
unemployment benefits as they become due.

NOTE 11: GRANT PROCEEDS

There were no Grant proceeds for water projects in 2012.

]2
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BATH COUNTY WATER DISTRICT
SUPPLEMENTAL INFORMATION REQUIRED BY RURAL DEVELOPMENT
December 31, 2012

Schedule of Insurance in Force

Expiration
Insurance Coverage Amount of Coverage Date of Policy
General Liability $ 6,000,000 7/1/2013
Property - Building & Contents 15,000,000.00 7/1/2013
Equipment & Vehicles 140,000.00 7/1/2013
Treasurer and Commissioners 400,000.00 7/1/2013
Workers Compensation Statutory 7/1/12013

Aged Accounts Receivable

A detailed schedule of aged accounts receivable is prepared on a monthly basis. At December 31,2012,
accounts receivable were aged as follows:

Number Of
Accounts Amount
Current 3,713 $ 158,005
Over 30 Days 158 1,276
Over 60 Days 53 243
Over 90 Days 95 2,017
Total 4,019 $ 161,541

During 2012, the District carried a reserve for possible uncollected accounts of $2,487.
Accounts in arrears have been collected or are covered by deposits.

The District had a total of 3,711 customers at December 31, 2012. Of these customers, 3,633
were residental and 78 were commercial.

-13-
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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

To the Board of Commissioners
Bath County Water District
Salt Lick, KY

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund information
of Bath County Water District, as of and for the year ended December 31, 2012, which collectively comprise the
Bath County Water District's basic financial statements and have issued our report thereon dated February 4,
2013. 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 Bath 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 Bath County
Water District's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Bath 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 combination of deficiencies, in internal

conirol such that there is a reasonable possibility that a material misstatement of the entities 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 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 contro! over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Bath 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.
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This report is intended solely for the information and use of the Board of Commissioners and management of
Bath County Water District and the Governor's Office of Local Development and is not intended to be and should
not be used by anyone other than these specified parties.
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Donna J. Hendrix, CPA
Morehead, KY

February 4, 2013
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