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INDEPENDENT AUDITORS’ REPORT

Commissioners
Christian County Water District
Hopkinsville, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of Christian County Water District as of and for the
years ended December 31, 2012 and 2011, and the related notes to the financial statements, which
collectively comprise the District's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. 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 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’'s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

American Institute of Certified Public Accountants ~ Keneacky Society of Certified Public Accountants

102 West Second Street ~ PO Box 562 ~ Hopkinsville, Kentucky 42241
270.886.6355 p. ~ 270.886 8662 f.

www kdacpa.com



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Christian County Water District as of December 31, 2012 and 2011, and the results of its
operations and cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 4 through 8 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion

or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise Christian County Water District’s basic financial statements. The introductory section is presented
for purposes of additional analysis and is not a required part of the basic financial statements. The schedule
of expenditures of federal awards is presented for purposes of additional analysis, as required by U. S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is also not a required part of the basic financial statements.

The schedule of expenditures of federal awards is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditures of federal awards is fairly stated in all material respects in relation to the basic financial

statements as a whole.

The introductory section has 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 it.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 27, 2013,
on our consideration of Christian County Water District’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal controi 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 in considering Christian County Water District's internal
control over financial reporting and compliance.

KEM, DUGUID & ASSOCIATES, P.S.C.
O o€ ‘ :
% /7444[, W /54

Certified Public Accountants
Hopkinsville, Kentucky

March 27, 2013
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CHRISTIAN COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2012

The intent of the management’s discussion and analysis is to provide highlights of the Christian County
Water District’s financial activities for the fiscal years ended December 31, 2012 and 2011. Readers are
encouraged to read this section in conjunction with the accompanying financial statements.

FINANCIAL HIGHLIGHTS FOR FISCAL YEAR 2012

e The District's net position increased by $238,848 or 2.46 percent from $9,691,675 to
$9,930,523.
Operating revenues increased by $73,544 or 2.23 percent from $3,304,289 to $3,377,833.
Operating expenses increased by $115,746 or 5.21 percent from $2,220,972 to $2,336,718.

THE DISTRICT'S OPERATIONS — AN OVERVIEW

The District engages in various activities classified as “proprietary”. These activities are accounted for much
like that of a private business and use the full accrual method of accounting for transactions. The major
activities include construction, operation and maintenance of water service facilities and the supplying of
water to customers in Christian County, Kentucky. The District purchases its water supply from nearby city
and water utilities. The District operates and maintains the distribution system that supplies its end users.

BASIC FINANCIAL STATEMENTS

In accordance with the Governmental Accounting Standards Board (GASB) Statement No. 34, the District's
financial statements include a statement of net position, statement of revenues, expenses and changes in
net position, and a statement of cash flows.

The statement of net position includes the District’s assets and liabilities and provides information about the
nature and amounts of investments in resources (assets) and the obligations to District creditors (liabilities).
The difference between the assets and liabilities is shown as net position. This statement also provides the
basis of evaluating the capital structure of the District and assessing its liquidity and financial flexibility.

The statement of revenues, expenses and changes in net position accounts for the current year's revenues
and expenses. This statement measures the success of the District's operations over the past year and
determines whether the District has recovered its costs through user fees and other charges.

The final required financial statement is the statement of cash flows. This statement reports cash receipts,
cash disbursements, and net changes in cash resulting from operations and investments during the

reporting period.

The notes to the basic financial statements provide a description of the accounting policies used to prepare
the financial statements and present disclosures required by generally accepted accounting principles that
are not otherwise present in the financial statements.



CHRISTIAN COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS, continued
DECEMBER 31, 2012

A summary of the District’'s Statements of Net Position is presented below.

CONDENSED STATEMENTS OF NET POSITION

Dollar Percent
2012 2011 Change Change
Current and other
assets $ 4,004,331 $ 3,220,604 $ 783,727 24.33%
Capital assets, net 16,296,614 17,069,120 (772,506) -4.53%
Total assets 20,300,945 20,289,724 11,221 0.06%
Long-term debt 9,909,509 10,130,647 (221,138) -2.18%
Current and other
liabilities 460,913 467,402 (6,489) -1.39%
Total liabilities 10,370,422 10,598,049 (227,627) -2.15%
Net investment in
capital assets 6,387,105 6,938,473 (551,368) -7.95%
Restricted for customer
deposits 48,325 48,475 (150) -0.31%
Restricted for debt service 860,515 791,211 69,304 8.76%
Restricted for capital
projects 1,695,797 1,071,981 623,816 58.19%
Unrestricted net assets 938,781 841,635 97,246 11.56%
Total net position $ 9,930,523 $ 9,691,675 $ 238,848 2.46%

As the above table indicates, total assets increased 0.06 percent from $20,289,724 to $20,300,945 during
the fiscal year ended December 31, 2012. This is comprised of an increase of $783,727 in current and
other assets and a decrease of $772,506 in capital assets. The decrease in capital assets was primarily
due to the transfer of a section of service territory to Hopkinsville Water Environment Authority.

Total liabilities reflect a decrease of 2.15 percent from $10,598,049 to $10,370,422. This change is
primarily due to debt reduction from refunding of the Series 1994 and Series 1998 bonds and issuance of
the Series 2012C bonds. The previous table also reflects a total net position increase of $238,848.



CHRISTIAN COUNTY WATER DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS, continued
DECEMBER 31, 2012

A summary of the District's Statements of Revenues, Expenses and Changes in Net Position is presented

below.

CONDENSED STATEMENTS OF REVENUES, EXPENSES

Operating revenues

Non-operating revenues
Total revenues

Depreciation expense

Operating expenses

Non-operating expenses
Total expenses

Income (loss) before grants
and capital contributions

Grants and capital contributions
Changes in net position
Beginning net position

Prior period adjustment
Beginning net position, restated

Ending net position

AND CHANGES IN NET POSITION

Dollar Percent

2012 2011 Change Change
3,377,833 $ 3,304,289 $ 73,544 2.23%
27,150 44,061 (16,911) -38.38%
3,404,983 3,348,350 56,633 1.69%
571,844 557,300 14,544 2.61%
2,336,718 2,220,972 115,746 5.21%
476,480 616,047 (139,567) -22.66%
3,385,042 3,394,319 (9,277) -0.27%
19,941 (45,969) 65,910 -143.38%
218,907 784,427 (565,520) -72.09%
238,848 738,458 (499,610) -67.66%
9,691,675 8,609,199 1,082,476 12.57%
- 344,018 (344,018) 100.00%
9,691,675 8,953,217 738,458 8.25%
9,930,523 $ 9,691,675 $ 238,848 2.46%

The Statements of Revenues, Expenses and Changes in Net Position identify the various revenue and
expense items that affect the change in net assets. As the table above indicates the income before grants
and capital contributions increased by $65,910, and grants and capital contributions decreased by
$565,520. Grant funds in the amount of $166,632 were received from the State of Kentucky. These funds

were expended for short-line extensions and inventory.



CHRISTIAN COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS, continued
DECEMBER 31, 2012

There was an increase of $238,848 in net position for the year ended December 31, 2012 compared to
$738,458 for the year ended December 31, 2011. Operating revenues increased $73,544 and operating
expenses increased $115,746 with the largest increase of $57,116 being in water purchased. Non-operating
revenues decreased $16,911 and non-operating expenses decreased $139,567. The decrease in non-
operating expenses was primarily due to the decrease in loss on disposal of assets related to the meter
replacement project which was completed during fiscal year 2012. For the year ended December 31,2012
there were approximately 63 meters replaced with a loss on disposal of $15,190 compared to the prior year
replacement of approximately 577 meters with a loss on disposal of $129,611, a decrease of $114,420.
Capital grants and contributions totaled $218,907 for the current year compared to $784,427 for the prior

year, a decrease of $565,520.

CAPITAL ASSETS
2012 2011
Capital assets not depreciated:
Land and land rights $ 118,492 $ 118,520
Construction in progress 38,511 17,300
Total nondepreciable historical cost 157,003 135,820
Capital assets depreciated:
Structures and improvements 909,128 908,537
Supply mains 33,672 33,672
Pumping equipment 925,093 925,093
Treatment equipment 10,700 10,700
Reservoirs 3,033,989 3,034,789
Transmission mains 15,334,714 15,701,116
Services 247,664 249,617
Meters 1,057,401 1,033,803
Hydrants 822,438 825,018
Office equipment 149,046 109,107
Vehicles 260,604 287,368
Tools and miscellaneous 303,174 297,974
Total depreciable historical cost 23,087,623 23,416,794
Total capital assets 23,244,626 23,552,614
Less accumulated depreciation (6,948,012) (6,483,494)
Total capital assets, net $ 16,296,614 $ 17,069,120




CHRISTIAN COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS, continued
DECEMBER 31, 2012

As of December 31, 2012, the District’s investment in net capital assets totaled $16,296,614 which is a
decrease of $772,506 over the net capital asset balance at December 31, 2011. Capital assets had
additions of $218,670 offset by additions to accumulated depreciation of $571,844.

LONG-TERM DEBT

As of December 31, 2012, the District had $9,909,509 (net of premium and discounts) in outstanding debt
compared to $10,130,647 as of December 31, 2011. Long-term debt activity consisted of a reduction of
principal of $3,222,500 of which $303,500 represents normal principal payments and $2,919,000 represents
payments through refunding of bonds.

On May 2, 2012, Christian County Water District issued $2,990,000 Kentucky Rural Water Finance
Corporation Public Projects Refunding Bonds, Series 2012C to advance refund $1,038,000 of the Kentucky
Rural Water Series 1994 Bonds and $1,881,000 of the Kentucky Rural Water Series 1998 Bonds. As a
result, debt service payments were reduced by $279,569 for a combined net present value benefit of
7.176% for the two bond series.

Additional information on the District's long-term debt is provided in Note 5 of the financial statements.

ECONOMIC FACTORS AND RATES

Management and the District Commissioners review the District's water rates annually. We expect our rates
to remain unchanged for the next two years. Hopkinsville Water Environment Authority has passed on all
the rate increases they should pass on for the next three years. We currently do not plan to borrow money
for any major expansion project and will continue to add short lines to meet the short term needs of the
District while doing line replacement on troublesome sections as needed to control cost and water loss.
There are no anticipated or planned increases.

An early and dry summer should boost water sales to stabilize revenue needs and allow for a slight financial
cushion going into winter which should start 2013 off with a positive cash flow, offsetting any inflationary

pressures.
ADDITIONAL FINANCIAL INFORMATION

This financial report is designed to provide the District's customers, investors and other interested parties
with an overview of the District's financial operations and financial condition. Should the reader have
questions regarding the information included in this report, or wish to request additional financial
information, please contact the Christian County Water District's General Manager at 1940 Dawson Springs
Road, Hopkinsville, KY 42240.
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CHRISTIAN COUNTY WATER DISTRICT
STATEMENTS OF NET POSITION
DECEMBER 31, 2012 AND 2011

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable and unbilled revenues
Allowance for uncollectible accounts
Inventory
Prepaid expenses

Total current assets

Restricted assets:
Cash - customers' deposits
Cash - bond and interest redemption account
Cash - depreciation reserve account
Cash - bond reserve account
Investments - depreciation reserve

Total restricted assets
Capital assets not being depreciated:
Land and land rights
Construction in progress
Capital assets being depreciated:
Water supply and distribution system
Total capital assets

Other assets:
Deposits

Deferred charges:
Unamortized bond issuance costs

Total assets

2012 2011
402,084 $ 459,298
682,071 681,123

(164,522) (150,357)
289,687 227,103
16,291 13,330
1,225,611 1,230,497
48,325 48,475
416,804 493,871
1,000,862 458,237
443,711 297,340
694,935 613,744
2,604,637 1,911,667
118,492 118,520
38,511 17,300
16,139,611 16,933,300
16,296,614 17,069,120
115 115
173,968 78,325
20,300,945 $ 20,289,724

See accompanying notes to financial statements
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CHRISTIAN COUNTY WATER DISTRICT
STATEMENTS OF NET POSITION, continued
DECEMBER 31, 2012 AND 2011

LIABILITIES
Current liabilities:
Accounts payable and accrued expenses
Construction accounts payable
Accrued wages

Total current liabilities

Current liabilities payable from restricted assets:
Customers' deposits
Interest payable
Notes payable - current
Long-term debt - current portion

Total payable from restricted assets

Noncurrent liabilities:
Long-term debt (net of unamortized discounts and
premiums)
Notes payable
Compensated absences

Total noncurrent liabilities
Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted for customers' deposits
Restricted for debt service
Restricted for capital projects
Unrestricted

Total net position

2012 2011
136,932 $ 147,545
900 1,100
20,701 19,700
158,533 168,345
48,325 48,475
227,695 223,724
5,500 5,500
316,000 303,500
597,520 581,199
9,226,009 9,454,147
362,000 367,500
26,360 26,858
9,614,369 9,848,505
10,370,422 10,598,049
6,387,105 6,938,473
48,325 48,475
860,515 791,211
1,695,797 1,071,981
938,781 841,535
9,930,523 $ 9,691,675

See accompanying notes to financial statements
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CHRISTIAN COUNTY WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

Operating revenues:
Water sales
Other revenues

Operating expenses:
Water purchased
Depreciation
Salaries
Maintenance and repairs
Insurance
Rental expense
Electricity for pumping
Professional services
Office supplies and expense

Operating materials and supplies
Payroll taxes and fringe benefits

Transportation expenses

Operating income

Nonoperating revenue (expense):
Interest and dividend income

Gain (loss) on disposal of assets

Write-up (down) of inventory
Interest expense
Reimbursement

Amortization of bond issuance costs
Unrealized gain (loss) on investments

Income (loss) before grants and capital contributions

Grants and capital contributions

Change in net position, carried forward

2012 2011
3,277,791 $ 3,211,891
100,042 92,398
3,377,833 3,304,289
1,114,543 1,057,427
571,844 557,300
528,156 504,323
59,320 61,675
175,534 165,160
2,602 1,045
70,754 69,393
26,344 31,507
132,235 108,741
49,180 42,224
134,022 119,933
44,028 59,544
2,908,562 2,778,272
469,271 526,017
26,595 28,060
(12,691) (129,064)
555 (7,685)
(430,891) (455,114)
(19,771) (19,771)
(6,368) (4,413)
(6,759) 16,001
(449,330) (571,986)
19,941 (45,969)
218,907 784,427
238,848 $ 738,458

See accompanying notes to financial statements



CHRISTIAN COUNTY WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION, continued
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 2011
Change in net position, brought forward $ 238,848 $ 738,458
Net position, beginning of year 9,691,675 8,609,199
Prior period adjustment - 344,018
Net position, beginning of year, restated 9,691,675 8,953,217
Net position, end of year $ 9,930,523 $ 9,691,675

See accompanying notes to financial statements
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CHRISTIAN COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 2011
Cash flows from operating activities
Receipts from customers and users $ 3,390,880 $ 3,278,989
Cash payments to suppliers for goods and services (1,752,476) (1,569,110)
Cash payments to employees (659,727) (626,275)
Net cash provided by operating activities 978,677 1,083,604
Cash flows from capital and related financing activities
Proceeds from grants 166,632 736,451
Purchases and construction of property and equipment (218,670) (827,416)
Principal paid on debt (3,228,000) (297,500)
Proceeds from debt 2,990,000 -
Bond issuance costs (102,011) -
Premium on bond issuance 16,862 -
Tap-on fees 47,425 40,650
Contributed lines 4,850 7,326
Proceeds from disposal of capital assets 404,597 7,813
Loss on disposal of capital assets 12,691 -
Customer deposits (150) (2,050)
Interest expense (423,839) (451,302)
Reimbursements (19,771) (19,771)
Net cash used in capital and refated financing activities (349,384) (805,799)
Cash flows from investing activities
Purchase of investments (125,796) (142,527)
Maturity of certificate of deposit 25,577
Interest on investments 25,491 27,241
Net cash used by investing activities (74,728) (115,286)
Net increase (decrease) in cash and cash equivalents 554,565 162,519
Cash at beginning of year 1,757,221 1,594,702
Cash at end of year 2,311,786 1,757,221
Less restricted cash
Cash - customer deposits (48,325) (48,475)
Cash - bond and interest redemption (416,804) (493,871)
Cash - depreciation reserve (1,000,862) (458,237)
Cash - bond reserve (443,711) (297,340)
Total restricted cash (1,909,702) (1,297,923)
Cash and cash equivalents per
statement of net position $ 402,084 $ 459,298

See accompanying notes to financial statements
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CHRISTIAN COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS, continued
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 2011
Cash flows from operating activities
Operating income $ 469,271 $ 526,017
Adjustment to reconcile revenue to net cash
provided by operating activities:
Depreciation 571,844 557,300
(Increase) decrease in:
Accounts receivable and unbilled revenues 13,217 (25,095)
Inventory (62,584) 6,034
Prepaid expenses (2,961) (1,197)
Increase (decrease) in:
Accounts payable (10,613) 22,404
Accrued wages 1,001 1,353
Compensated absences (498) (3,212)
Net cash provided by operating activities $ 978,677 $ 1,083,604

See accompanying notes to financial statements
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The District was established to construct, operate, and maintain water service facilities, and to supply water
to customers in Christian County, Kentucky. The District purchases its water supply from nearby city and
water utilities. All of the water purchased by the District has been filtered and treated. The District operates
and maintains the distribution system that supplies its end users.

There were no potential component units of the District to be evaluated for inclusion in the financial
statements in accordance with standards established by Governmental Accounting Standards Board.

The more significant accounting policies of the Christian County Water District are as follows:

Basis of Presentation and Accounting

The District's basic financial statements are presented on the full accrual basis of accounting and conform
to accounting principles generally accepted in the United States of America.

The accounts of the District are organized on the basis of a proprietary fund type, specifically an enterprise
fund. The activities of this fund are accounted for with a separate set of self-balancing accounts that
comprise the District's assets, liabilities, net position, revenues and expenses. Enterprise funds account for
activities (i) that are financed with debt that is secured solely by a pledge of the net revenues from fees and
charges of the activity; or (ii) that are required by laws or regulations that the activity’s cost of providing
services, including capital costs (such as depreciation or debt service), be recovered with fees and charges,
rather than with taxes or similar revenues; or (iii) that the pricing policies of the activity establish fees and
charges designed to recover its costs, including capital costs (such as depreciation or debt service).

The accounting and financial reporting treatment applied to the Christian County Water District is
determined by its measurement focus. The transactions of the District are accounted for on a flow of
economic resources measurement focus. With this measurement focus, all assets and all liabilities
associated with the operations are included on the statement of net position. Net position (i.e., total assets
net of total liabilities) are segregated into invested in capital assets, net of related debt; restricted for debt
service; restricted for customer deposits; restricted for capital projects, and unrestricted components.

Income Taxes

The District is exempt from federal and state income tax under Section 501 of the Internal Revenue Code as
the District is an adjunct of the government of Christian County, Kentucky.

Cash and Investments

For the purpose of the statement of cash flows, the District considers all highly liquid debt instruments with a
maturity of three months or less to be cash equivalents. Investments are stated at fair value.

15



CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 1 ~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Capital Assets

Capital assets are stated at historical cost. Interest expense incurred during a construction period is
capitalized. Depreciation rates based upon estimated useful lives have been applied on the straight-line
method. The estimated useful lives are as follows:

Structures, mains and accessories 33 - 50 years
Equipment, office equipment, pumping
equipment, hydrants and meters 5 - 20 years

Deferred Charges

Costs related to revenue bond issues are capitalized as deferred charges and amortized over the life of the
bond issue.

Net Position

GASB 34 requires the classification of net position into three components — net investment in capital assets,
restricted and unrestricted. These classifications are defined as follows:

e Net Investment in Capital Assets — This component of net position consists of capital assets,
including restricted capital assets, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes or other borrowings that are attributable to the acquisition,
construction or improvement of those assets. If there are significant unspent related debt proceeds
at year-end, the portion of the debt attributable to the unspent proceeds is not included in the
calculation of net investment in capital assets. Rather, that portion of the debt is included in the
same net position component as the unspent proceeds.

e Restricted — This component of net position consists of constraints placed on net position use
through external constraints imposed by creditors (such as through debt covenants), grantors,
contributors or laws or regulations of other governments, or constraints imposed by law through
constitutional provisions or enabling legislation.

e Unrestricted— This component of net position consists of net position that does not meet the
definition of “restricted” or “net investment in capital assets”.

The District’s policy is to first apply restricted resources when an expense is incurred for purposes for which
both restricted and unrestricted resources are available.

Inventories
Inventories are stated at cost determined by the first-in, first-out (FIFO) method.

Prepaid Expenses

Payments made that will benefit periods beyond December 31, 2012 are recorded as prepaid items using
the consumption method. A current asset for the prepaid amount is recorded at the time of the purchase,
and the expenditure is reported in the year in which services are consumed.
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Compensated Absences

Full-time permanent employees and part-time employees with six months continuous service are granted
vacation benefits in varying amounts to specified maximums depending on tenure with the District. A
carryover of a maximum of eight vacation days is allowed. Sick leave accrues to full-time permanent
employees to a specified maximum of 120 days. For employees with hire dates prior to January 1, 1987,
accrued sick leave is paid in full to the 120 day maximum upon retirement or separation after twenty years of
service. For employees with a hire date subsequent to January 1, 1987, upon retirement the employee may
transfer accumulated sick leave up to 120 days to the employer for retirement credit only. The District shall
purchase retirement service credit in an amount equal to the unused sick leave of said employee.

Revenues and Expenses

Revenues and expenses are distinguished between operating and non-operating items. Operating revenues
generally result from providing services, producing, and delivering goods in connection with the District's
principal ongoing operations. The principal operating revenues of the District are charges to customers for
sales and services. Operating expenses for enterprise funds include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this

definition are reported as non-operating revenues and expenses.

Estimates

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

Subsequent Events

Subsequent events have been evaluated through March 27, 2013, which is the date the financial statements
were available to be issued.

NOTE 2 - CASH AND INVESTMENTS

The carrying amounts of the District's deposits with financial institutions were $2,430,064 and $1,899,072,
and the bank balances were $2,448,912 and $1,931,410 as of December 31, 2012 and 2011, respectively.

Custodial Credit Risk

For deposits, custodial credit risk is the risk that in the event of bank failure, the District's deposits may not
be returned to it. The District does not have a policy regarding custodial credit risk.

2012

The District's depasits were fully collateralized for all months of the year ending December 31, 2012.
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 2 — CASH AND INVESTMENTS, continued

2011

The District’s deposits were fully collateralized for all months of the year ending December 31, 2011.

For investments, custodial credit risk is the risk that in the event of the failure of the counterparty, the District
will not be able to recover the value of its investment or collateral securities that are in possession of an
outside party. KRS 66.480 permits the District to invest in U.S. Treasury obligations, U.S. Agency
obligations, certain federal instruments, repurchase agreements, commercial bank certificates of deposit,
savings and loan deposits, and the Commonwealth of Kentucky investment pool.

Interest Rate Risk

Interest rate risk is the risk that the value of investments will decrease as a result of a rise in interest rates.
For the purpose of implementing Governmental Accounting Standards Statement 9, the District has defined
cash and cash equivalents as cash, certificates of deposit, and repurchase agreements with an original
maturity when purchased of three months or less.

The District's cash and investments (unrestricted and restricted) at year-end are presented below.

2012 2011
Cash $ 2,310,811 $ 1,756,246
Investments 694,935 613,744
Petty cash 975 975
Carrying Fair
Amount Value
2012
Mortgage-backed securities $ 574,665 $ 574,665
Money market funds 1,017 1,017
Certificates of deposit 119,253 119,253
Total investments $ 694,935 $ 694,935
2011
Mortgage-backed securities $ 433,483 $ 433,483
Money market funds 36,599 36,599
Certificates of deposit 143,662 143,662
Total investments $ 613,744 $ 613,744
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CHRISTIAN COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 3 - CAPITAL ASSETS

The water supply and distribution system is classified at December 31, 2012 as follows:

Capital assets not depreciated:

Land and land rights
Construction work in progress
Total capital assets
not depreciated

Capital assets depreciated:
Structures and improvements
Supply mains

Pumping equipment

Water treatment equipment
Distribution reservoirs
Transmission mains
Services

Meters

Hydrants

Office equipment

Vehicles

Tools and miscellaneous

Total capital assets depreciated

Less: Accumulated
depreciation

Total capital assets depreciated,

net

Total capital assets

Balance Balance
12/31/11 Additions Deletions 12/31/12
$ 118,520 $ - $ (28) 118,492
17,300 56,703 (35,492) 38,511
135,820 56,703 (35,520) 157,003
908,537 591 - 909,128
33,672 - - 33,672
925,093 - - 925,093
10,700 - - 10,700
3,034,789 - (800) 3,033,989
15,701,116 82,066 (448,468) 15,334,714
249,617 - (1,953) 247,664
1,033,803 54,272 (30,674) 1,057,401
825,018 - (2,580) 822,438
109,107 39,939 - 149,046
287,368 15,191 (41,955) 260,604
297,974 5,200 - 303,174
23,416,794 197,259 (526,430) 23,087,623
(6,483,494) (571,844) 107,326 (6,948,012)
16,933,300 (374,585) (419,104) 16,139,611
$ 17,069,120 $ (317,882) §$ (454,624) $ 16,296,614
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 3 - CAPITAL ASSETS, continued

Construction in progress amounted to $38,511 and $17,300 at December 31, 2012 and 2011, respectively.
The December 31, 2012 and 2011 balances are represented by the following:

2012 2011
Road line extensions $ 30,511 $ 9,300
Future projects research 8,000 8,000
$ 38,511 $ 17,300

NOTE 4 - ACCOUNTS RECEIVABLE

Accounts receivable at December 31 were as follows:

2012 2011
Customer accounts
receivable $ 178,584 $ 178,121
Unbilled revenues 300,625 298,706
Accounts receivable
arrears 202,862 204,296
$ 682,071 $ 681,123

20



CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 5 - LONG-TERM DEBT

1. Revenue Bonds

The District has issued bonds pledging income derived from operations to pay debt service. Revenue bonds
outstanding at December 31, 2012 and 2011 are as follows:

Interest Amount
Name/Purpose Rate 2012 2011

Kentucky Infrastructure Authority Revenue
Bonds Series 1993 (refinance original
system bonds), principal due in annual
installments through January 1, 2021 2.50% - 5.75% $ 292,500 $ 347,500

Farmers Home Administration Waterworks
Revenue Bonds of 1994 (expansion of
lines), principal due in annual
installments through January 1, 2034 4.50% - 1,063,000
(refunded May 2, 2012)

Waterworks Revenue Bonds Series 1998
(expansion of lines), principal due in
annual installments through
January 1, 2038 (refunded May 2, 1012) 4.75% - 1,915,000

Kentucky Rural Water Finance Corporation
Flexible Term Finance Program Series
2004B, principal due in monthly
installments through January 1, 2029  2.28% - 4.405% 1,791,000 1,863,000

Kentucky Rural Water Finance Corporation
Public Projects Refunding Revenue
Bonds, Series 2005C, principal due

in monthly installments through
January 1, 2029 4.030% - 4.530% 2,691,000 2,788,000

Waterworks Revenue Bonds Series 2008
(expansion of lines and improvements),

principal due in annual installments
through January 1, 2047 4.38% 1,809,500 1,830,000
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 5 - LONG-TERM DEBT, continued

Interest Amount
Rate 2012 2011
Kentucky Rural Water Finance Corporation
Public Projects Revenue Bonds
Series 2012C, principal due in
monthly installments through
January 1, 2038 2.15% - 4.15% 2,990,000 -

On May 2, 2012, Christian County Water District issued $2,990,000 Kentucky Rural Water Finance
Corporation Public Projects Refunding Bonds, Series 2012C to advance refund $1,038,000 of the Kentucky
Rural Water Series 1994 Bonds and $1,881,000 of the Kentucky Rural Water Series 1998 Bonds. As a
result, Debt Service payments were reduced by $279,569 for a combined net present value benefit of

7.176% for the two bond series.

Revenue Bond debt service requirements to maturity, including $5,493,346 of interest, are as follows

Year Ending
December 31 Principal Interest Total
2013 $ 316,000 $ 413,602 $ 729,602
2014 378,500 375,083 753,583
2015 370,500 360,758 731,258
2016 333,500 347,234 680,734
2017 363,000 334,974 697,974
2018-2022 1,876,000 1,459,904 3,335,904
2023-2027 2,286,000 1,044,206 3,330,206
2028-2032 1,757,000 569,785 2,326,785
2033-2037 916,000 321,834 1,237,834
2038-2042 453,000 175,433 628,433
2043-2047 424,500 85,720 510,220
2048-2052 100,000 4,813 104,813
Total $ 9,574,000 $ 5,493,346 $ 15,067,346

Bond covenants for the District require the maintenance of a Bond Sinking Fund. Monthly deposits are to
be made to this fund for payment of interest and principal of outstanding bonds, a sum equal to one-sixth
(1/6) of the next succeeding six-month interest payment to become due on the bonds, plus a sum equal to
one-twelfth (1/12) of the principal of any bonds maturing on the next succeeding principal payment date.
The District was in compliance with this requirement at December 31, 2012 and 2011.
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 5 - LONG-TERM DEBT, continued

2. Other Long-term Debt
A summary of other long-term debt as of December 31, 2012 and 2011 follows:

interest Amount
Rate 2012 2011
USDA Rural Development advance,
principal due in annual installments through
2043, secured by utility revenues 4.375% $ 367,500 $ 373,000

Other long-term debt service requirements to maturity, including interest of $313,872, are as follows:

Year Ending
December 31 Principal Interest Total
2013 $ 5,500 $ 16,078 $ 21,578
2014 6,000 15,838 21,838
2015 6,000 15,575 21,575
2016 6,500 15,312 21,812
2017 6,500 15,028 21,528
2018-2022 38,500 70,503 109,003
2023-2027 47,500 61,360 108,860
2028-2032 60,000 50,650 110,650
2033-2037 75,000 35,525 110,525
2038-2042 94,000 17,522 111,622
2043-2046 22,000 481 22,481

$ 367,500 $ 313,872 $ 681,372
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 5 — LONG-TERM DEBT, continued

A summary of changes in long-term debt for the year ended December 31, 2012 is listed as follows:

Debt
Balance Payments and Balance
Bonds 12/31/11 New Issues Refunds 12/31/12
Series 1993 $ 347,500 $ - $ 55,000 $ 292,500
Series 1994 1,063,000 - 1,063,000 -
Series 1998 1,915,000 - 1,915,000 -
Series 2004B 1,863,000 - 72,000 1,791,000
Series 2005C 2,788,000 - 97,000 2,691,000
Series 2008 1,830,000 - 20,500 1,809,500
Series 2012C - 2,990,000 - 2,990,000
9,806,500 2,990,000 3,222,500 9,574,000
Other Long-Term Debt
Rural Development advance 373,000 - 5,500 367,500
Total debt $ 10,179,500 $ 2,990,000 $ 3,228,000 9,941,500
Unamortized discounts (51,023)
Unamortized premium 19,032
Total debt, net of unamortized
discounts and premium $ 9,909,509

NOTE 6 - DEFERRED CHARGES

Legal and financial advisory fees, printing costs and other expenses associated with the issuance of
Kentucky Rural Water Finance Corporation Public Projects Refunding Revenue Bonds Series 2004B, and
Kentucky Rural Water Finance Corporation Public Projects Refunding Bonds Series 2005C and Kentucky
Rural Water Finance Corporation Public Projects Revenue Refunding Bonds Series 2012C are being
amortized on the straight-line method over the term of the bonds. Amortization expense charged to non-
operating expense was $6,368 and $4,413 for the years ending December 31,2012 and 2011, respectively.

The discounts associated with the Series 2004B and Series 2005C issues are being amortized on the
straight-line method over the term of the bonds. Amortization charged to interest expense was $3,081 and
$3,081 for the years ending December 31,2012 and 2011, respectively. The premium associated with the
Series 2004B and Series 2012C issues are being amortized on the straight-line method over the term of the
bonds. Amortization of the premium included in interestincome was $1,104 and $819 for the years ending
December 31, 2012 and 2011.
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 7 - EMPLOYEES’ RETIREMENT PLAN

The Christian County Water District participates in the County Employees Retirement System, a component
unit of the Commonwealth of Kentucky (CERS), a cost-sharing multiple employer defined benefit plan. The
CERS provides retirement and disability benefits, annual cost-of-living adjustments, medical insurance and
death benefits to Plan members and beneficiaries. Under the provisions of the Kentucky Revised Statutes
Section 61.645, the Board of Trustees of Kentucky Retirement Systems (KERS) administers the CERS and
has the ability to establish and amend benefit provisions. The CERS issues a publicly available financial
report that includes financial statements and required supplementary information. CERS’ report may be
obtained by writing to Kentucky Retirement Systems, Perimeter Park West, 1260 Louisville Road, Frankfor,
KY 40601-6124 or by calling (502) 564-5656.

Funding Policy: CERS plan members who began participating before September 1, 2008 are required to
contribute 5% of their covered salary. Members who began participating on or after September 1, 2008 are
required to contribute 6% of their covered salary. The District is required to contribute to the CERS at an
actuarially determined rate. The rate for CERS was 18.96% of annual covered payroll from January 1,2012
to June 30, 2012 and 19.55% of annual covered payroll from July 1, 2012 to December 31, 2012. The
District's contributions to CERS for the years ending December 31, 2012, 2011 and 2010 were $91,848,
$81,344, and $77,458, respectively, equal to the required contributions for each year.

Medical Insurance Plan

Plan description — In addition to the pension benefits described above, Kentucky Revised Statute 61.702
requires CERS to provide post-retirement healthcare benefits to eligible members and dependents. The
CERS medical insurance benefit is a cost-sharing multiple employer defined benefit plan. Changes made to
the medical plan may be made by the Board of Trustees of Kentucky Retirement Systems, the Kentucky
Department of Employee Insurance and the General Assembly.

Funding Policy — The post-retirement heaithcare provided by CERS is financed on a pay-as-you-go basis.
In order to fund the post-retirement healthcare benefit, one and five tenths percent (1.5%) of the gross
annual payroll of all active members is contributed. One-half (1/2) of this amount is derived from member
contributions and one-half (1/2) from state appropriation. Also, the premiums collected from retirees as
described in the plan description and investment interest help with the medical expenses of the plan.

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. The District carries commercial
insurance for these types of risk of loss, including workers’ compensation. Settled claims resulting from
these risks have not exceeded commercial insurance coverage in any of the past three fiscal years.
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CHRISTIAN COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

NOTE 9 — GRANTS AND CONTRIBUTIONS

Grants and contributions for the year ending December 31 were as follows:

2012 2011
State grants $ 166,632 $ 252,896
Federal grants - 483,555
Tap-on fees 47,425 40,650
Contributed lines 4,850 7,326
$ 218,907 $ 784,427

NOTE 10 - COMMITMENTS AND CONTINGENCIES

The Christian County Water District Board of Commissioners entered into an agreement with the District's
General Manager regarding payment for accumulated compensatory time. The District agreed to pay the
General Manager the amount of $36,000 (non-interest bearing) as payment in full for compensatory time
earned during the General Manager's employment with the District through the date of the agreement. This
pay out, to be paid in twelve annual installments of $3,000 each, began 2007 with the final payment due
2018. The balance of this commitment at December 31, 2012 and 2011, included in the liability for
compensated absences, is $18,000 and $21,000, respectively.

NOTE 11 - LOSS ON DISPOSAL OF ASSETS

A project which began August 2006 to replace customer read meters with electronic radio read meters was
completed during the year ended December 31, 2012. During the year ended December 31, 2012,
approximately 63 meters were replaced. The original meters were removed from the depreciation schedule
and the new meters were added to the depreciation schedule. The original cost of the meters removed was
$24,931 with accumulated depreciation of $9,741 resulting in a net book value and loss on disposal of

$15,190.

NOTE 12 - PRIOR PERIOD ADJUSTMENT

For year ending December 31, 2011, a prior period adjustment was made to the financial statements to
record additions to the District's property, plant and equipment for the state funded Pembroke Road water

line extension project which was completed November 2009. The total cost of the project was $351,039
with accumulated depreciation of $7,021 resulting in a total adjustment of $344,018 to beginning net assets.
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CHRISTIAN COUNTY WATER DISTRICT
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2012

Federal Federal
Federal Grantor/ CFDA Disbursements/
Program Title Number Expenditures
U.S. Department of Agriculture CFDA No.
Rural water and waste loan
program 10.760 $2,177,000

NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE A — BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards is a summary of the activity of the District's
federal award program presented on the accrual basis of accounting. The information in the schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Governments, and Non — Profit Organizations. Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in the preparation of the general purpose 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

INDEPENDENT AUDITORS’ REPORT

Commissioners
Christian County Water District
Hopkinsville, Kentucky

We have audited, in accordance with the 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, the financial statements of Christian County Water
District as of and for the years ended December 31, 2012 and 2011, and the related notes to the financial
statements, which collectively comprise Christian County Water District’s basic financial statements, and
have issued our report thereon dated March 27, 2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Christian County Water
District’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of Christian County Water District's
internal control. Accordingly, we do not express an opinion on the effectiveness of Christian County Water
District’s internal control.

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. 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.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may
exist that were not identified. Given these limitations, during our audit we did not identify any deficiencies in
internal control that we consider to be material weaknesses. However, material weaknesses may exist that
have not been identified. We did identify a certain deficiency in internal control, described in the
accompanying schedule of findings and questioned costs that we consider to be a significant deficiency
(2012-01).

American Institute of Certified Public Accountants ~ Kentucky Sociery of Certified Public Accountants
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Christian 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.

Christian County Water District’s Response to Finding

Christian County Water District's response to the finding identified in our audit is described in the
accompanying schedule of findings and questioned costs. Christian County Water District’s response was
not subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the resuit of that testing, and not to provide an opinion on the effectiveness of the District’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with

Government Auditing Standards in considering the District' s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

KEM, DUGUID & ASSOCIATES, P.S.C.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

Commissioners
Christian County Water District
Hopkinsville, Kentucky

Report on Compliance for Each Major Federal Program

We have audited Christian County Water District's compliance with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplementthat could have a direct and material effect
on Christian County Water District's major federal program for the year ended December 31, 2012.
Christian County Water District's major federal program is identified in the summary of auditors’ results
section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its federal program.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of Christian County Water District’s major
federal programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about Christian County Water
District's compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major federal
program. However, our audit does not provide a legal determination of Christian County Water District’s

compliance.
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Opinion on Each Major Federal Program

In our opinion, Christian County Water District complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on its major federal program for
the year ended December 31, 2012.

Report on Internal Control Over Compliance

Management of Christian County Water District is responsible for establishing and maintaining effective
internal control over compliance with the types of compliance requirements referred to above. In planning
and performing our audit of compliance, we considered Christian County Water District's internal control
over compliance with the types of requirements that could have a direct and material effect on the major
federal program to determine the auditing procedures that are appropriate in the circumstances for the
purpose of expressing an opinion on compliance for each major federal program and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of Christian County Water District’s internal control over

compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type
of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance 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 compliance
that might be material weaknesses or significant deficiencies. We did not identify any deficiencies in
internal control over compliance that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing

of internal control over compliance and the results of that testing based on the requirements of OMB
Circular A-133. Accordingly, this report is not suitable for any other purpose.

KEM, DUGUID & ASSOCIATES, P.S.C.
74;,, xf% £ Gssseiste) P52,
/

Certified Public Accountants
Hopkinsville, Kentucky

March 27, 2013



CHRISTIAN COUNTY WATER DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2012

A. SUMMARY OF AUDIT RESULTS

1.

8.
9.

The auditors’ report expresses an unqualified opinion on the financial statements of Christian
County Water District.

One significant deficiency disclosed during the audit of the financial statements is reported in
Section B of this schedule.

No instances of noncompliance material to the financial statements of Christian County Water
District were disclosed during the audit.

No significant deficiencies in internal control over major federal award programs were disclosed
during the audit as reported in Section C.

The auditors’ report on compliance for the major federal award program for Christian County Water
District expresses an unqualified opinion.

Audit findings that are required to be reported in accordance with Section 510(a) of OMB Circular A-
133 are reported in this Schedule. '

The program tested as a major program includes: CFDA No. 10.760 - Rural Water and Waste Loan
and Grant Program.

The threshold for distinguishing Types A and B programs was $300,000.

Christian County Water District was not determined to be a low-risk auditee.

B. FINDINGS — FINANCIAL STATEMENTS AUDIT

Significant Deficiency:

2012-01 Internal Controls

Condition: The District does not have control over the preparation of the financial statements,
including footnote disclosures, which would prevent or detect a misstatement in the financial
statements. The independent auditor cannot be a compensating control for the client.

Criteria: Statement on Auditing Standards (SAS 115) states that a control deficiency exists when an
entity does not have controls in place which would prevent or detect a misstatement in the financial
statements.

Cause: Available funds do not allow for such staffing.

Effect: Lack of accountability and possible misstatement of financial statements, including footnote
disclosures.

32



CHRISTIAN COUNTY WATER DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS, continued
FOR THE YEAR ENDED DECEMBER 31, 2012

Recommendation: The District should designate an individual who possesses suitable skill,
knowledge, and/or experience to review the financial statements, including footnote disclosures, and

take responsibility for these financial statements

Response: It is not feasible for the District to invest the resources for a member of the financial
accounting staff to obtain the training necessary to obtain the knowledge related to Financial
Accounting Standards Board (FASB) and Governmental Accounting Standards Board (GASB)

pronouncements and to remain current with this knowledge. Management does not consider the
deficiency to be imperative to the daily internal controf operations of the District.

C. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS AUDIT

None
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CHRISTIAN COUNTY WATER DISTRICT
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2012

There were no prior year audit findings to report for Christian County Water District.
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