DAMON R. TALLEY, P.S.C.

112 N. LINCOLN BLVD.
P.O. BoXx 150
HODGENVILLE, KENTUCKY 42748

TEL. (270) 358-3187
FAX (270) 358-9560
DAMON R. TALLEY ATTORNEY AT LAW

October 29, 2009
Mr. Jeff Derouen
Executive Director
Public Service Commission

PO Box 615 %:%Egii?%ﬁ

Frankfort, KY 40602
oCT 29 2003
RE: Case No. 2009-00373 o SERVICE

. . . . ue ;
Hopkinsville Water Environment Authority P COMMISSION
Dear Mr. Derouen:

Enclosed for filing are seven (7) copies of the Hopkinsville Water Environment
Authority’s Audit for each of the Fiscal Years ending on June 30, 2008, June 30,
2007, and June 30, 2006. These documents are being provided pursuant to Item 2
of the Commission’s Information Request dated September 28, 2009. These
documents are indexed as follows:

2008 Audit Tab 1
2007 Audit Tab 2
2006 Audit Tab 3

Yours truly,

DAM®ON R. TALI%%

DAMON R. TALLEY, Counsel For
Hopkinsville Water Environment ority

DRT:ms

Enclosures

cc: Hon Jack Hughes, Attorney for CCWD
James Owen, General Manager, CCWD
Hopkinsville Water Environment Authority

9/HWEA/Derouen Letter - 10-29-09



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO FINANCIAL STATEMENTS

RECEIVABLES, continued

Net bad debts for the year ended June 30 were as follows:

2006 2005
Accounts charged off in current period $ 65,315 49,709
Recovery of accounts previously charged off (14.921) (17.,284)
Net bad debts $ 50,394 $ 32425

INVENTORY

Inventory as of June 30, 2006 and 2005, consisted of materials and supplies with a cost of
$249,311 and $190,210, respectively.

PROPERTY, PLANT AND EQUIPMENT

Listed below are the major classes of praoperty, plant, and equipment as of June 30:

2006 2005 Life (Years)
Waier System $ 37,776,492 $37,395,848 10 - 50
Sewer System 54,696,708 50,300,983 20 - 50
General Plant 2.224.465 2,175,632 4-10
94,697,665 89,872,463
Unclassified Plant 6,103,573 6,682,329

Total property, plant, and equipment $100,801.238 $96,554,792

Depreciation expense (including amortization of capitalized assets) for the years ended
June 30, 2006 and June 30, 2005 was $2,371,873 and $2,343,660, respectively.

DEFERRED CHARGES

The selling costs and discounts associated with the issuance of the revenue bonds
payable are being amortized on the straight-line method over the term of the bonds.
Amortization expense charged to operations during 2006 and 2005 was $146,700 and
$101,704, respectively.



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT

Long-term debt at June 30 is as follows:

Revenue Bonds: Rate 2006 2005
Series 1993 Maturing 2007 3.54% t0 4.86% 758,215 § 1,071,455
Series 2002 Maturing 2007 1.50% to 3.40% 1,845,000 2,770,000
Series 2005 A Maturing 2026 3.375% 10 4.00% 25,635,000 25,635,000
Series 2005 B Maturing 2017 3.00% to 3.625% 1,500,000 1,545,000

Total Bonded Indebtedness 29,738,215 _ 31,021,455

KIA Loans:

KIA Fund A Wastewater-Maturing 2015 1.2% 4,909,146 5,394,180
KIA Fund B Water Plani-Maturing 2026 1.9% 3,636,796 3,785,006
KIA Fund A Phase lI-Maturing 2018 1.8% 2,050,239 2,202,017
KIA Fund A Wastewater-Maturing 2017 1.2% 141,474 153,243
KIA Fund A —Maturing 2019 0.4% 443,311 475,208
KIA Fund A Phase llI-Maturing 2020 3.8% 663,888 697,669
KIA Fund A Phase IV (Maturity not

established-loan not closed) 1% 4,267,637 4,239,892
KIA Fund F, Drinking Water (Maturity

not established-loan not closed) 1% 1,513,593 1,234,648
KIA Fund A Phase V (Maturity

not established-loan not closed) 1% 1,336,540 432,256

Total KIA Loans 18,962,624 _ 18,614,119

City of Hopkinsville-note payable 114,971 115,875

City of Crofton-note payable 160,745 209,307

Capital Lease Obligation:

IBM Credit Corporation - 25,972
Total debt 48,976,555 49,986,728
Maturities due within one year (2,871,538) _ (2,220,248)

Long-term debt $46.105.017 $47.766.480




HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT, continued

The revenue of the water and sewer system and the various special funds established by
the bond ordinances collateralizes the Revenue Bonds. The ordinances provide that the
revenue of the system is to be used first to pay operating and maintenance expenses of
the system and second to establish and maintain the Revenue Bond Funds. Remaining
revenues may then be used for any lawful purpose. The ordinances also contain
provisions, which, among other items, restrict the issuance of additional Revenue Bonds
unless the special funds noted above contain the required amounts and certain financial
ratios are met. The HWEA is in compliance with all significant financial requirements as of
June 30, 2006 and 2005.

The long-term debt obtained from the KIA is for the expansion and upgrade of the
Wastewater Treatment System Fund A, a new Water Treatment Facility Fund B, and
infrastructure to comply with the Safe Drinking Water Act Fund F. The loans are secured
by the revenues of the HWEA but are subordinated to the existing revenue bonds.

On September 20, 1995, the HWEA secured a non-interest loan from the City. The loan is
to be repaid quarterly in the amount of two (2) cents for each one thousand (1,000) gallons
of water sold by it to any customer in Commerce Park.

During the year ended June 30, 2008, the following changes occurred in long-ierm
liabilities:

Principal Principal Due
Outstanding Qutstanding Within
July 1, 2005 Additions ~ Reductions  June 30,2006 One Year
Revenue Bonds $ 31,021,455 § - $1,283,240  $ 29,738,215 §$ 1,945,098
Notes Payable 18,939,301 1,210,974 911,935 19,238,340 926,440
Capital Lease Obligation 25972 - 25972 - -
Total $49986728 § 1210974 $2.221.147 §$48976555 § 2.871538

Below is a summary of the various restricted asset accounts as of June 30:

2006 2005
Bond and interest redemption fund $ 1,195,894 § 1,088,147
Depreciation fund 1,306,063 1,882,826
KIA maintenance and replacement reserve fund 771,422 641,046
Construction fund 24,480,368 24,945,946
Unemployment fund 21,326 20,274
Total restricted funds $27.775.073 $28.558.239

Total interest for 2006 and 2005 was $1,581,602 and $664,335, respectively, of which all
was expensed.
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKY
NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT, continued

The annual requirements to amortize long-term debt as of June 30, 2006, including
interest payments are as follows:

2007 $ 4,164,114
2008 4,141,985
2009 3,189,064
2010 3,137,794
2011 3,134,211
2012-2016 15,394,967
2017-2021 11,562,705
2022-2026 10,612,217
Undetermined (loans not closed) 7,234,991
Less interest (13,595,493)

$48.976.555

Defeased Bonds Outstanding

In prior years, the HWEA issued refunding bonds to defease certain outstanding bonds, for
the purpose of consolidation and to achieve debt service savings. The HWEA has placed
the proceeds from the refunding issues in irrevocable escrow accounis with a trust agent
fo insure payment of debt service on the refunded bonds.

Accordingly, the trust account assets and liabilities for the defeased bonds are not
included in the HWEA'’s financial statement. Although defeased, the refunded debt from
these earlier issues will not be actually retired until the call dates have come due or until
maturity if they are not callable issues. On June 30, 2006 and 2005, the amount of bonds
outstanding considered defeased is undeterminable.

DEFINED BENEFIT PENSION PLAN

The HWEA participates in the statewide local government retirement system, which covers
substantially all of the HWEA’s employees by their election.

Plan Description. The HWEA contributes to the County Employees Retirement System
(CERS), a cost-sharing multiple-employer defined benefit plan administered by the Board of
Trustees of Kentucky Retirement Systems (KRS). CERS provides retirement, disability, and
death benefits to plan members. Retirement benefits may be extended to beneficiaries of
plan members under certain circumstances. Cost-of-living adjustments (COLA) are
provided at the discretion of the State Legislature. Section 61.645 of the Kentucky Revised
Statutes assigns the authority to establish and amend benefit provisions to the KRS Board
of Trustees. The Kentucky Retirement System issues a publicly available financial report
that includes financial statements and required supplementary information for CERS. That
report may be obiained by writing to Kentucky Retirement Sysiems, 1260 Louisville Road,
Frankfort, Kentucky 40601 or by calling 1-502-564-4646.
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO FINANCIAL STATEMENTS

DEFINED BENEFIT PENSION PLAN, continued

Funding policy. Plan members are required to coniribute 5% of their annual creditable
compensation and the HWEA is required to contribute at an actuarially determined rate.
The current rate is 10.98% of annual covered payroll. The contribution requirements of
plan members and the HWEA are established and may be amended by the KRS Board of
Trustees. The HWEA’s contribution to CERS for the three years ended June 30, 2006,
2005, and 2004 was $264,839, $184,789, and $161,923, respectively, is equal to the
required contribution for these years.

BUDGET

Bond ordinances require that the HWEA's funds be budgeted. Actual revenues and
expenditures as compared to budgeted amounts for year ended June 30, 2006, are as
follows:

Variance

Favorable
Budget Actual (Unfavorable)
Operating Revenues $ 9,108,150 $ 9,034,329 $ (73,821)
Operating Expenses (5,400,760) (5,668,502) (267,742)
Depreciation Expense (2,337,000) (2,371,873) (34,873)
Operating Income 1,370,390 993,954 (376,436)
Non-Operating Revenues 747,690 1,498,595 750,205
Non-Operating Expenses (1,564,400) (1,581,602) (17,202)
Net Income $ 553,680 $ 910947 $ 357,267

DEPOSITS AND INVESTMENTS
Custodial Credit Risk

Custodial credit risk for deposits is the risk that in the event of a bank failure, the HWEA'’s
deposits may not be returned or the HWEA will not be able to recover collateral securities
in the possession of an outside party. State law requires all of the HWEA’s funds to be
fully insured or collateralized. At year-end, the carrying amount of the HWEA's deposits
was $25,949,539 and the bank balance was $25,958,390. Of the bank balance, $200,000
was covered by federal depository insurance with the balance covered by collateral held
by the pledging bank. Therefore, as of June 30, 2006, none of the HWEA's deposited
funds were exposed to custodial credit risk.

CONTINGENCIES

Under the terms of federal and state grants, periodic audits are required and certain costs
may be questioned as not being appropriate expenditures under the terms of the granis.
Such audits could lead to reimbursement of the grant monies to the graniing agencies.
HWEA management believes that disallowances, if any, will be immaiarial.

[



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO FINANCIAL STATEMENTS

RISK MANAGEMENT

The HWEA is exposed to various risks of loss related io torts, theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
The HWEA carries commercial insurance for these types of risk of loss, including worker’s
compensation and employee health and accident insurance. Settled claims resulting from
these risks have not exceeded commercial insurance coverage in any of the past three
fiscal years.

Liabilities are reported when it is probable that a loss has occurred and the amount of the
loss can be reasonably estimated. Claim liabilities are calculated considering the effects
of inflation, recent claim settlement trends including frequency and amount of payouts and
other economic and social factors.

The HWEA's health insurance premiums are composed of a fixed and a variable portion.
The variable portion is based on actual claims experienced during the year and fluctuates
each month based on claims. Premiums accrued for health insurance are based on the
year-to-date claims experience of the HWEA.

i~
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SCHEDULE 5
HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SCHEDULE OF OPERATING EXPENSES
For the Years Ended June 30, 2006 and 2005

2006 2005
% of Net % of Net
Amount Revenues Amount Revenues
Water Source of Supply

Labor $ 5,036 0.06% $ 4,988 0.06%
Supplies 554 0.01% 534 0.01%
Utilities 41,924 0.46% 6,662 0.08%
Grounds and maintenance 2,577 0.03% 2,540 0.03%
Total water source of supply 50,091 0.55% 14,724 0.18%

Water Purification
Supervision 49,327 0.55% 48,000 0.60%
Labor 269,103 2.98% 242,980 3.04%
Chemicals 501,397 5.55% 380,956 477%
Maintenance to structures 1,867 0.02% 2,894 0.04%
Maintenance to equipment 28,122 0.31% 20,453 0.26%
Supplies 10,584 0.12% 8,928 0.11%
Maintenance to reservoirs and tanks 3,499 0.04% 30 0.00%
Utilities 271,059 3.00% 275,235 3.45%
Training and education 743 0.01% 1,553 0.02%
Laboratory work 56,440 0.62% 56,693 0.71%
Laboratory supplies and expense 16,494 0.18% 17,627 0.22%
Plant security 27 0.00% - 0.00%
Grounds and maintenance 1,744 0.02% 2,641 0.03%
Transportation expense 4,984 0.06% 3,112 0.04%
Miscellaneous 781 0.01% 1,161 0.01%
Total water purification 1,216,171 13.46% 1,062,263 13.30%

Water Distribution
Supervision 50,601 0.56% 41,292 0.52%
L.abor 221,397 2.45% 195,829 2.45%
Supplies 105,237 1.16% 71,207 0.89%
Repairs to structures - 0.00% 10,350 0.13%
Repairs to distribution mains 52,117 0.58% 47,747 0.60%
Repairs to services 16,211 0.18% 7,975 0.10%
Repair to meters 2,385 0.03% 391 0.00%
Removing and resetting meters 45,419 0.50% 44,380 0.56%
Repairs to fire hydrants 2,435 0.03% 2,458 0.03%
Transportation expense 31,624 0.35% 25,480 0.32%
Gas, oil, tires, etc-tractor/compressor 20,980 0.23% 19,878 0.25%
Grounds and maintenance 10,969 0.12% 9,324 0.12%
Training, education and licenses 1,781 0.02% 1,284 0.02%
Small tools 296 0.00% - 0.00%
Miscellaneous 62 0.00% - 0.00%
Total water distribution 561,514 6.22% 477 595 5.98%

Subtotal carried forward $ 1,827,776 20.23% $ 1,554,582 19.47%




SCHEDULE &
HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SCHEDULE OF OPERATING EXPENSES
For the Years Ended June 30, 2006 and 2005

2006 2005
% of Net % of Net
Amount Revenues Amount Revenues
Subtotal carried forward $ 1,827,776 20.23% $ 1,554,582 19.47%
Water Technical Services
Labor 78,212 0.87% 75,249 0.94%
Supplies 1,866 0.02% 1,619 0.02%
Training, education and licenses 639 0.01% 1,365 0.02%
Transportation expense 5,061 0.06% 5,025 0.06%
Miscellaneous 415 0.00% 400 0.01%
Total water technical services 86,193 0.95% 83,658 1.05%
Water Administrative and General
Commissioners' fees 3,000 0.03% 3,000 0.04%
Office salaries 315,818 3.50% 307,068 3.85%
Meter reading and collecting salaries 43,760 0.48% 44,280 0.55%
Employee benefits 472,262 5.23% 485,413 6.08%
Office supplies 37,290 0.41% 35,073 0.44%
Postage 23,143 0.26% 23,590 0.30%
Telephone 16,813 0.19% 10,027 0.24%
Insurance and bonds 132,063 1.46% 121,527 1.52%
Professional services 37,416 0.41% 25,458 0.32%
Safety program 31,073 0.34% 29,708 0.37%
Office building maintenance 30,745 0.34% 29,207 0.37%
Bad debts, net 28,579 0.32% 20,758 0.26%
Training, education and licenses 2,898 0.03% 3,545 0.04%
Transportation expense 8,821 0.10% 7,560 0.09%
Miscellaneous 31,989 0.35% 25,459 0.32%
Total water administrative
and general 1,215,670 13.46% 1,180,673 14.78%

Total water operating expense
other than depreciation $ 3,129,639 34.64% $ 2,818,913 35.30%

w



SCHEDULE 5
HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGKY
SCHEDULE OF OPERATING EXPENSES
For the Years Ended June 30, 2006 and 2005

2006 2005
% of Net % of Net
Amount Revenues Amount Revenues
Wastewater Treatment Plant
Supervision $ 50,393 0.56% $ 49,201 0.62%
Labor 248,215 2.75% 221,989 2.78%
Chemicals and materials 34,366 0.38% 29,960 0.38%
Supplies and tools 13,189 0.15% 11,872 0.15%
Lights, power, water, and fuel oil 409,090 4.53% 388,150 4.86%
Transportation expense 19,890 0.22% 15,394 0.19%
Repairs - machinery and equipment 36,149 0.40% 22,435 0.28%
Repairs - buildings 2,446 0.03% 5,922 0.07%
Maintenance of pump stations 103,615 1.15% 109,110 1.37%
Laboratory work 95,999 1.06% 100,331 1.26%
Laboratory supplies and expense 12,537 0.14% 12,871 0.16%
Permit - pretreatment compliance 36,172 0.40% 38,721 0.48%
Sludge disposal 87,949 0.97% 96,109 1.20%
Training, education and licenses 420 0.00% 685 0.01%
Miscellaneous 109 0.00% - 0.00%
Total sewerage plant 1,150,539 12.74% 1,102,750 13.81%
Wastewater Mains and Laterals
Supervision 33,086 0.37% 36,391 0.46%
Labor 54,662 0.61% 53,829 0.67%
Supplies and tools 32,309 0.36% 33,338 0.42%
Repairs - mains and laterals 19,333 0.21% 21,070 0.26%
Repairs - truck and
sewerage eguipment 2,779 0.03% 3,051 0.04%
Gas, oil, and tires 4,816 0.05% 1,992 0.03%
Developer rebates 9,258 0.10% 22,803 0.29%
Total sewerage mains and laterals 156,243 1.73% 172,474 2.16%
Wastewater Technical Services
L.abor 85,234 0.94% 75,191 0.94%
Supplies 1,866 0.02% 1,619 0.02%
Training, education and licenses 639 0.01% 1,365 0.02%
Transportation expense 5,063 0.06% 5,026 0.06%
Miscellaneous 413 0.00% 400 0.01%
Total sewerage technical services 93,215 1.03% 83,601 1.05%
Subtotal carried forward $ 1,399,997 15.50% $ 1,358,825 17.02%




SCHEDULE &
HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SCHEDULE OF OPERATING EXPENSES
For the Years Ended June 30, 2006 and 2005

2006 2005
% of Net % of Net
Amount Revenues Amount Revenues
Subtotal carried forward $ 1,399,997 15.50% $ 1,358,825 17.02%
Sewerage Administrative
and General
Commissioners' fees 3,000 0.03% 3,000 0.04%
Office salaries 312,898 3.46% 301,891 3.78%
Meter reading and collecting salaries 43,687 0.48% 43,381 0.54%
Employee benefits 396,842 4.39% 427,218 5.35%
Office supplies 37,008 0.41% 33,106 0.41%
Postage 23,143 0.26% 23,591 0.30%
Telephone 16,843 0.19% 19,057 0.24%
insurance and bonds 131,251 1.45% 121,528 1.52%
Professional services 40,366 0.45% 25,459 0.32%
Office building maintenance 30,551 0.34% 28,988 0.36%
Bad debts, net 28,321 0.31% 18,970 0.24%
Training, education and licenses 2,899 0.03% 4,250 0.05%
Safety program 31,073 0.34% 29,592 0.37%
Transportation expense 8,822 0.10% 7,560 0.09%
Miscellaneous 32,162 0.36% 25,607 0.32%
Total sewer administrative
and general 1,138,866 12.61% 1,113,198 13.94%
Total sewerage operating expense
other than depreciation $2,538,863 28.10% $2,472,023 30.95%
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FIRM ID # 61-1313802

LEONARD F. ADCOCK, CPA

& CO. — HOPKINSVILLE, LLP JOHN M DEANGELIS, CPA

CERTIFIED PUBLIC ACCOUNTANTS 1113 BETHEL STREET
BUSINESS CONSULTANTS HOPKINSVILLE, KENTUGKY 42240

(270)886-0206 - FAX (270)886-0875
E-MAIL: yncpahop@commandnet.net

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 Members of the
City of Hopkinsville Sewerage and

Water Works Commission d/b/a
Hopkinsville Water Environment Authority
Hopkinsville, Kentucky

We have audited the accompanying financial statements of the Hopkinsville Water Environment
Authority (HWEA) as of and for the year ended June 30, 2006, and have issued our report
thereon dated October 23, 2006. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the HWEA's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinions on the financial statements and not to provide an opinion on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be material weaknesses. A
material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the HWEA'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 resulis of our tesis disclosed no instances of
noncompliance or other matiers that are required o be reported under Govemment Auditing
Siandards.
35


mailto:yncpahop@cornrnandnet.net

This report is intended solely for the information and use of the audit cormmitiee, management,
the commission members of the HWEA, and federal awarding agencies and pass-through
entities, and is not intended to be and should not be used by anyone other than these specified
parties.

vo,. ((/ (\/e-e( vLCo = /‘Zz/,p /QMW.//@L L (70

Hopkinsville, Kentucky
October 23, 2006
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FIRM 1D # 61-1313802

LEONARD F. ADCOCK, CPA
JOHN M. DeANGELIS, CPA

& CO. - HOPKINSVILLE, LLP JOHN M DeANGELS,

CERTIFIED PUBLIC ACCOUNTANTS ; 101 F?KE:E];'\‘/‘:ELLL ng‘?EENE'ITUCKY 12240
BUSINESS CONSULTANTS (270)886-0206 -’FA)( (270)886-0875

E-MAIL: yncpahop@commandnet.net

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

To the Members of the
City of Hopkinsville Sewerage and

Water Works Commission d/b/a
Hopkinsville Water Environment Authority
Hopkinsville, Kentucky

Compliance

We have audited the compliance of the Hopkinsville Water Environment Authority (HWEA) with
the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicable to each of its major federal
programs for the year ended June 30, 2006. The HWEA’s major federal programs are identified
in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracis and grants
applicable to each of its major federal programs is the responsibility of the HWEA’'s
management. Our responsibility is to express an opinion on the HWEA’s compliance based on
our audit.

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 the HWEA’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. Our
audit does not provide a legal determination on the HWEA’s compliance with those
requirements.

In our opinion, the HWEA complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30,
2006.

<o
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Internal Control Over Compliance

The management of the Hopkinsville Water Environment Authority (HWEA) is responsible for
establishing and maintaining effective internal conirol over compliance with requirements of
laws, regulations, contracts and grants applicable to federal programs. In planning and
performing our audit, we considered the HWEA's internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance and
to test and report on internal control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants caused by error or fraud that would be
material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended solely for the information of the audit committee, management, the
commission members of the HWEA, and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

Vo bbee £ Cotlopiarsiilly, L~

Hopkinsville, Kentucky
October 23, 2006



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the year ended June 30, 2006

Summary of Audit Results

1.

The auditor's report expresses an unqualified opinion on the financial statements of
the Hopkinsville Water Environment Authority (HWEA).

No reportable conditions were noted during the audit of the financial statements of
the Hopkinsville Water Environment Authority (HWEA).

No instances of noncompliance material to the financial statemenis of the
Hopkinsville Water Environment Authority (HWEA) were disclosed during the audit.

No reportable conditions were disclosed during the audit of the major federal award
programs.

The auditor's report on compliance for the major federal award programs for the
Hopkinsville Water Environment Authority (HWEA) expressed an unqualified opinion
on all major federal programs.

No audit findings that are required to be reported in accordance with Section 510(a)
of OMB Circular A-133 were disclosed during the audit.

The programs tested as major programs included Environmental Protection Agency
as Passed Through the Kentucky Infrasiructure Authority Clean Water State
Revolving Fund and Drinking Water State Revolving Fund.

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

The Hopkinsville Water Environment Authority (HWEA) was determined to be a low-
risk auditee.

Findings - Financial Statements Audit

REPORTABLE CONDITIONS

None

Findings and Questioned Costs - Major Federal Award Program Audit

U.S. ENVIRONMENTAL PROTECTION AGENCY

None

Pass-through from Kentucky Infrastructure Authority
Clean Water State Revolving Fund
Drinking Water State Revolving Fund



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the year ended June 30, 2006

The Hopkinsville Water Environment Authority had no prior audit findings.
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