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Independent Auditor’s Report

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 business-type activities of the
Hopkinsville Water Environment Authority, Water and Wastewater Deparimenis (HWEA), a
component unii of the City of Hopkinsville, Kentucky, as of and for the years ended June 30,
2008 and 2007, which colleciively comprise the HWEA's basic financial siatemenis as listed in
the table of conienis. These financial statements are the responsibility of the HWEA's
managemeni. Our responsibility is to express an opinion on these financial siatemenis based
on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the business-type activities of the HWEA, a component unit
of the City of Hopkinsville, Kentucky, as of June 30, 2008 and 2007, and the respective changes
in financial position and cash flows thereof for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Governmeni Auditing Standards, we have also issued our report dated
November 17, 2008, on our consideration of the HWEA's internal control over financial reporting
and on our iests of its compliance with certain provisions of laws, regulations, contracts and
grant agreemenis and other maiters. The purpose of thai report is to describe the scope of our
testing of internal control over financial reporting and compliance and the resulis of that testing,
and not io provide an opinion on the internal conirol over financial reporting or on compliance.
That veport is an integral part of an audit performed in accordance with Govermiment Auditing
Standards and important for assessing the resulis of our audii.




The management’s discussion and analysis an F sudgetiary comparison information on pages 3
through 7 are not a c-mgunu:i mn of the basic financial statements, bu:; are supplementary
information required by accouniing princ apﬁ 2 generally accepted in the United Si‘a’t of
America. We have applied certain limiied procedures, which consisted pn*incipuﬂya wquiries of
management regarding the methods of measurement and preseniation of the required
supplementary information. However, we did not audit the information and express no opinion
on it

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Hopkinsville Water Environment Authority's basic financial statements.
The combining financial statements and other supplementary schedules presented on pages
26-36 are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The accompanying 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 Governmentis, and Non-Profit Organizations, and
is also not a required part of the basic financial statements of the Hopkinsville Water
Environment Authority. The combining financial statements and other supplemeniary
schedules, and the schedule of expenditures of federal awards have been subjected io the
auditing procedures applied in the audit of the basic financial statements, and in our opinion, are
fairly stated in all material respects in relation o the basic financial statements taken as a whole.

\o K Neaf (s Hap fiwsgyille LA

Hopkinsville, Kentucky
November 17, 2008



HOPRINSVILLE WATER ENVIROHNMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KEMTUGKY

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Hopkinsville Water Environment Authority Waier and Wasiewater Department (HWEA) is
presenting the following discussion and analysis in order to provide an overall review of financial
activities for the fiscal years ending June 30, 2008 and 2007. We encourage readers to
consider the information presented here in conjunction with the accompanying financial
statements, and notes to the basic financial statemenis to enhance their understanding of
financial performance.

FINANCIAL HIGHLIGHTS

[0 The HWEA's iotal asseis increased by $4.39 million while total liabiliies increased $4.45
million resuliing in fotal net assets decreasing approximately $56.6 thousand over ithe
course of the year’s operations.

[0 The HWEA'’s operaiing revenues decreased 1.62% in 2008, while operating expenses in
2008 increased approximately 6.76% over operating expenses for 2007.

[0 Invesiment income decreased by $771,530 during the period, which is reflective of the
HWEA's use of ihe bond proceeds io fund the Lake Barkley project.

[1 Interest expense on ouistanding debt decreased $63,576, which is refleciive of the paying
down of debi.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report includes this management’s discussion and analysis report, the independent
auditor's report and the basic financial statements of the Hopkinsville Water Environment
Authority. The financial statements also include notes that explain in more detail some of the
information in the financial statements.

REQUIRED FINANCIAL STATEMENTS

The financial statements of the Hopkinsville Water Environment Authority report information
using accounting methods similar to those used by private sector companies. These
statements offer short- and long-term financial information about its activities. The Statement of
Net Assets includes all of the HWEA’s assets and liabilities and provides information about the
nature and amounis of investments in resources (asseis) and the obligations io the HWEA’s
creditors (liabilities). It also provides the basis for evaluating the capital structure of the HWEA
and assessing the liquidity and financial flexibility of the HWEA.

All of the curreni year's revenues and expenses are accounied for in the Statemeni of
Revenues, Expenses, and Changes in Net Asseis. This statementi measures the success of the
HWEA'’s operations over ihe past year and can be used io deiermine whether the HWEA has
successiully recovered all iis cosis through iis user fees and other charges, profitability and
credit worthiness.
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MANAGEMENT’'S DISCUSSION AND ANALYSIS (cont.)

REQUIRED FINANCIAL STATEMENTS (cont.)

The final required financial statement is the Statement of Cash Flows. The statement reporis
cash receipts, cash payments, and net changes in cash resulting from operations, investing, and
financial activities and provides answers o such questions as where did cash come from, what
was cash used for, and what was the change in the cash balance during the reporting period.

FINANCIAL ANALYSIS OF THE HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

The most common financial question posed to the Hopkinsville Water Environmeni Authority is
“How did we do financially during 20087 The Statement of Net Asseis and the Siatement of
Revenues, Expenses, and Changes in Net Assets report information about ihe HWEA’s activities
in a way that will help answer this question. These iwo statements report ihe net asseis of ihe
Authority and the changes in them. One can think of the HWEA’s nei asseis — ihe difierence
beiween asseis and liabilities — as one way o measure financial healih or financial position. Over
time, increases or decreases in the HWEA's net assets are one indicator of whether its financial
healih is improving or deterioraiing. However, one will need to consider oiher non-financial
faciors such as changes in economic conditions, population growih, and new or changed
government legislation.

NET ASSETS

To begin our analysis, a summary of the HWEA’s Statement of Net Asseis is presenied in Table
A-1.

Table A-1
Condensed Statements of Net Assets
(000’s)
Total

Dollar Percent

FY 2008 FY 2007 Change Change
Current and Other Assets $ 6,247 $12,430 $(6,183) (49.74)%
Capital Assets 90,404 79,829 10,575 13.24 %
Total Assets 96,651 92,259 4.392 476 %
Long-term Debi Outstanding 54,529 48,947 5,582 11.40 %
Other Liabilities 2,108 3,241 (1,133) (34.95)%
Total Liabilities 56 637 52,188 4.449 8.52 %

Invesied in Capiial Asseis,

Net of Related Debt 35,119 29,055 6,064 20.87 %
Restricted 2,824 0,327 (6,503) (69.72)%
Unresiricied 2,071 1,689 382 2261 %

Total Net Assels $40.014 $40.071 $ (57 {044y %
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NET ASSETS (cont.)

As can be seen from the table above, net assets decreased $56,608 during 2008. The overall
decrease in net assets is primarily due to an increase in capital assets from both the Lake
Barkley project and the acquisition of the Oak Grove sewer system coupled with a decrease in
restricted assets that were used to fund the cost of the Lake Barkley project. Unexpected costs
associated with the Lake Barkley project also contributed to the decrease in net assets.

Table A-2
Condensed Statements of Revenues,
Expenses, and Changes in Net Assets

(000’s)
Total
Dollar Percent
FY 2008 FY 2007 Change  Change
Operating revenues $ 9,536 $ 9,693 $  (157) (1.61)%
Nonoperating revenues 257 1.046 (789) (75.43)%
Total Revenues 9,793 10,739 (948) (8.80)%
Depreciation expense 2,532 2,452 80 3.26%
Other operaiing expense 6,609 6,110 499 8.16%
Interest expense 1,478 1,542 (64) 4.15%
Total Expense 10,619 10,104 515 5.09%
Income/(Loss) Before Contributions
and Transfers (826) 635 (1,461)
Capital Contributions 980 623 357
Capital Credit to City (211) (222) 11
Changes in Net Assets (57) 1,036 (1,093)
Beginning Net Assets 40,071 39,035 1,036
Ending Net Assets $ 40.014 $ 40.071 $ 57

While the Statement of Nei Assets shows the change in financial position of net assets, the
Statemeni of Revenues, Expenses, and Changes in Net Asseis provides answers as io the
nature and source of these changes.



HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGIKY

MANAGEMENT’'S DISCUSSION AND ANALYSIS (cont.)

BUDGETARY HIGHLIGHTS

The HWEA adopts an annual Operating Budget, which includes proposed expenses and the
means of financing them. This operating budget remains in effect the entire year.

Table A-3
Budget vs. Actual
FY 2008
(000’s)

Budget Actual Variance
Operating Income $ 8,957 $ 9,536 $ 579
Non-operating income 3,608 1,238 (2,370)
Operaiing expense & depreciaiion (8,848) (9,142) (294)
Non-operating expense {1,636) (1,682) (53)
Net Income $ 2.081 $ (57) $(2.138)

The amouni budgeted for non-operating income was significantly greaier ihan aciual non-
operating revenue for the year. HWEA was anticipating that developers would have one of the
major sewer projects finalized by year-end so thai all assets associaied with the project could
be transferred to the HWEA for ongoing mainienance. However, at year-end, this project was
not finished, and the assets were not transferred. As a resuli, income stemming from capital
contributions from developers was significantly less than expected.

CAPITAL ASSETS

At the end of 2008, the HWEA had $137.6 million invested in capital assets as shown in Table A-
4. Construction in Process primarily represents the Lake Barkley Raw Water Intake Project and
a seven-phase project to include sewer rehabilitation, pump station rehabilitation and sewer
extensions. These construction projects are being financed, in part, by federally assisted low
interest rate loans extended by the Kentucky Infrastructure Authority. The large increase o
capital assets within the sewerage division stems from the acquisition of the Oak Grove sewer
system.



HOPKINSVILLE WATER ENV
WATER A \ﬁD WASTEWA
A COMPONENT UNIT OF THE CITY )F HCPB UP@GVULI‘_T KENTUCIKY

MANAGEMENT'S DISCUSSION AND ANALYSIS (cont.)

Table A-4
Capital Assets Total

Dollar Percent
FY 2008 FY 2007 Change Change
Water $71,028,740 $65,354,736 $ 5,674,004 8.68%
Sewerage 66,555,936 59,122,756 7,433,180 12.57%
Sub-total 137,584,676 124 477 492 13,107,184 10.52%

Less: Accumulated
Depreciation (47,180,968) (44,648,460) (2,5632,508) 5.67%

Net Properiy &

Egquipment $90.403.708 $79,829.032 $10.574.676 13.24%

DEBT ADMINISTRATION

The revenues of the waier and sewer sysiems collaieralize ouistanding revenue bonds. After
operation and mainienance expenses are paid, the ordinances specify that revenue bond funds
be esiablished and mainiained. HWEA is in compliance with all bond ordinances. Debt
obtained from the Kentucky Infrastructure Authority is for the purposes of upgrading and
expanding the waier and sewer systems.

As noted in the discussion of Capital Assets, the KIA is currenily making additional low interest
rate loans available for the Lake Barkley Raw Water Intake Project and a seven-phase project
to include sewer rehabilitation, pump station rehabilitation and sewer extensions. In addition, a
significant portion of the 2005 bond issue has been set aside to complete the Intake Project and
subsequent Raw Water Pipeline to the water treatment plant.

Also as mentioned in the discussion of Capital Assets, during the current year HWEA acquired
the sewerage system of the City of Oak Grove, Kentucky. As pari of the payment of the
purchase price, the HWEA agreed io assume the debt relating to the City of Oak Grove
sewerage system. The remainder of the purchase price is to be paid by the HWEA in cash over
a period of time.

More detailed information about all of the HWEA’s long-ierm liabilities is presenied in Noie 6 o
the financial statements.

FINAL COMMENTS

This financial report is designed io provide our customers and creditors with a general overview
of the HWEA’s finances and io demonsiraie accouniability for funds received. Anyone having
guestions regarding the repori or desiring addiiional information may coniact Len Hale, General
Manager, Hopkinsville Water Environment Authority, 401 East 9" Sirest, Hopkinsville, Y
42240 or by phone (270) 887-4246.

{



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DERPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE

STATEMENT OF NET ASSETS
June 30, 2008 and 2007

ASSETS

Current assets
Cash and cash equivalenis
Receivables

Inventory
Prepaid expenses

Total current assets

Resiricied assets

Cash and cash equivalenis
Deferred charges
Notes receivable

Property, plant and equipment
Property, plant and equipment
Unclassified plant - construction in

progress, engineering fees, and
other cosis

Accumulated depreciation

Totial asseis

Continued

Exiniioit A

2008 2007

$ 969,859 $ 662,778
823,257 713,668
246,314 246,541
9,634 314,011
2,049,264 1,936,998
2,624,414 9,326,964
723,750 797,312
650,027 368,551
105,845,579 96,811,879
31,739,097 27,665,613
(47,180,968) (44,648,460)

$ 96,651,163

$ 92,258,857




HOPKINSVILLE WATER EMNVIROMNMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE
STATEMENT OF NET ASSETS (continued)

June 30, 2008 and 2007

LIABILITIES AND EQUITY

Current liabilities

Current portion of long-term debt

Current portion of capital lease obligation
Due io Oak Grove (current portion)

Customer deposiis

Accrued interest

Accounis payable

Accrued salaries and compensated absences

Total current liabilities

Payable from resiricied asseis
Accounis payable, restricted
Current poriion of long-term debi
Accrued interest on bonded indebtedness
Construction retainage payable

Long-term debt

Revenue bonds payable (net of current portion)

KIA - loans payable (net of current portion)

KY Rural Finance loans payable (net of current portion)
Due to Oak Grove (net of current portion)

City of Crofton note payable

City of Hopkinsville loan payable

Capital lease obligation (net of current portion)

Total liabilities

Nei assets

Invested in capital assets, net of related debt
Net assets, resiricied
Net assets, unrestricied

Total net asseis

Total iabilities and net asseis

BEa ACCoOImparying no

2008

Exhibit A

2007

$ 1,291,117

$ 1,105,510

8,970 -
788,020 -
85,756 104,294
15,581 16,842
360,430 324,042
144,827 131,858
2,694,701 1,682,546
- 1,201,537
1,151,216 2,046,655
264,702 278,519
1,236,435 1,183,484
25,510,000 25,800,000
21,374,711 19,824,803
2,070,000 -
2,193,222 -
- 56,216

113,341 114,058
28,404 -
56,636,732 52,187,818
35,119,112 29,054,936
2,824,414 9,326,964
2,070,905 1,689,139
40,014,431 40,071,039

$ 96,651,163

$ 92,258,857

sigiemenis.



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For the years ended June 30, 2008 and 2007

Operating revenues

Charges for services
(net of allowances of $88,539 and $59,608
for 2008 and 2007, respectively)

Other operating revenue

Total operating revenues

Operating expenses

Waier source of supply
Waier purification

Water disiribution

Sewerage plant

Sewerage mains and laterals
Administraiive and general
Technical services
Depreciation

Total operating expenses
Income from operations

Non-operating revenues (expenses)

Interest revenues
Gain on sale of fixed assets
Interest expense

Total non-operating revenues (expenses)

Income (loss) before contributions and transfers

Capital coniributions (capiial asseis provided by developers)
Capital credit to City (fire hydrants)

Change in Net Asseis
Net Asseis - beginning of year

Met Asseis - end of year

B& BCOOMPanyIing noies

xhibit B

40,071,039

2008 2007
$ 9,270,328 9,468,864
265,945 224,583
9,536,273 9,693,447
669,755 66,156
960,258 1,237,209
621,288 569,160
1,180,408 1,235,059
217,594 171,674
2,728,428 2,643,441
231,348 187,761
2,532,508 2,451,776
9,141,587 8,562,236
394,686 1,131,211
255,879 1,027,409
1,575 18,330
(1,478,423) (1,541,999)
(1,220,969) (496,260)
(826,283) 634,951
980,615 623,110
(210,940) (222,200)
(56,608) 1,035,861

39,035,178

$ 40,014,431

$ 40,071,039

A o Sy B b e e
o financial statements.



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

STATEMENT OF CASH FLOWS

For the years ended June 30, 2008 and 2007

Cash flows from operating activities

Received from customers

Paid to suppliers for goods and services

Paid to employees for services - including benefits
Other operating revenue

Net cash flows from operating activities
Cash flows from capital and related financing activities

Acquisition of fixed assets

Proceeds from disposition of fixed assets
Capital contribution

Capital credit paymenis

Proceeds of long-term debi

Principal paid on long-term debt

Interest paid on long-term debi

Net cash provided (used) by capital
and related financing activities

Cash flows from investing activities

Issuance of note receivable
Collection of note receivable
Interest earned on investments

Net cash provided (used) by
investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents ai beginning of year
(includes restricted assets of $9,326,964
and $27,636,828 for 2008 and 2007, respectively)

Cash and cash equivalenis at beginning of year
(includes resiricied asseis of $2,824,414
and $9,326,964 for 2008 and 2007, respeciively)

Ses accompanying notes o fin

Exhibit ©

2008 2007
$ 9,142,201 $ 9,336,660
(4,291,882) (1,915,756)
(3,112,022) (3,095,782)
265,945 224,583
2,004,242 4,549,705
(6,546,602) (23,737,828)
1,575 18,330
980,615 623,109
(210,940) (222,200)
2,181,558 3,044,979
(3,160,380) (3,074,292)
(1,419,939) (1,407,744)
(8,174,113) (24,755,646)
(306,892) -
25,415 24,966
255,879 1,027,409
(25,598) 1,052,375
(6,195,469) (19,153,566)
9,089,742 29,143,308
§ 3,794,273 $ 9,080,742




HOPKINSVILLE WATER ENVIRONMMENT AUTHORITY
WATER AND WASTEWATER DERPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE
STATEMENT OF CASH FLOWS (continued)
For the years ended June 30, 2008 and 2007

Reconciliation of Operating Income to Cash Flows from Operating Activities

Cash flows from operating activities
Income from operations

Adjusimenis o reconcile net income to cash
provided by operating activities

Depreciation
Change in asseis and liabilities

Change in accounis receivable
Change in inventory
Change in prepaid expenses
Change in accounts payable
Change in cusiomer deposiis
Change in accrued salaries
and compensated absences
Change in construction retainage payable

Net cash provided by operating activities

Supplemental Disclosures of Cash Flows Information

Cash paid during the period for:

Interest expense (net of $0 and $0 capitalized
interest for 2008 and 2007, respectively)

Non-cash capital and related financing aciiviiies:

Fixed assets acquired under capital leases
Fixed assets acquired under other debt agreements

Total non-cash capital and related financing aclivities

Exhibit

2008 2007
$ 394,686 $ 1,131,211
2,532,508 2,451,776
(109,589) (125,497)
207 2,770
304,177 (9,105)
(1,165,149) 179,370
(18,538) (6,707)
12,969 684
52,951 925,203
$ 2,004,242 $ 4,549,705

$ 1,419,939 $ 1,407,744
$ 44,849 $ -
6,615,732 -

$ 6,560,581

Hee acoompanying noies o finandial siatement
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FHOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPOMNENT UNMIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Reporting entity

The Hopkinsville Water Environment Authority (HWEA) is responsible for sewerage and
water service for residents of the City of Hopkinsville, KY (City), the City of Pembroke,
KY, and the City of Crofton, KY. HWEA is also responsible for sewerage services for
residents of the City of Oak Grove, KY. The City's governing body appoints the
HWEA's governing board. The City’'s governing body also approves the rates for user
charges and bond issuance authorizations. The legal liability for the general obligation
portion of the HWEA's debt remains with the City. The HWEA is shown as a discretely
presented component unii in the City's financial statemenis.

Basis of accounting

The operations of the HWEA are accounied for as a governmental enterprise fund, a
proprietary fund type. Enterprise funds are used io account for operations which are
financed and operaied in a manner similar to private business enterprises in that cosis
(expenses, including depreciation) of providing goods or services to the general public
on a continuing basis are financed or recovered primarily through user charges.
Proprietary fund types use the accrual basis of accouniing whereby revenues are
recoghized when they are earned and expenses are recognized when they are
incurred. The HWEA applies all applicable FASB pronouncemenis in accounting and
reporting its operations.

The basic financial statemenis includes a statement of net assets, a statement of
revenues, expenses, and changes in net assets and a statement of cash flows. It
requires the classification of net assets into three components —~ invested in capital
assets, net of related debt; restricted; and unrestricted. These classifications are
defined as follows:

O /nvested in capital assets, net of related debt - This component of net assets
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 atiributable io 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
io the unspent proceeds are not included in the calculation of invesied in

capital assets, net of relaied debt. Rather, that poriion of the debt is included in
the same net asseis componeni as the unspent proceeds.

[ Restricted - This component of net asseis consisis of consirainis placed on net
asseis through extiernal constiraints imposed by creditors (such as through debt
covenants), graniors, contribuiors, or laws or regulations of other governmenis
or constrainis imposed by law ihrough consiiiutional provisions or enabling
legisiation.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

b. Basis of accounting, continued

[0 Unrestricted net assets — This component of net assets consists of net assets
that do not meet the definition of “restricted” or “invested in capital assets, net
of related debt.”

It is required that the statement of revenues, expenses, and changes in net assets
distinguish between operating and nonoperating revenues and expenses. Operating
revenues and expenses are revenues generaied or expenses incurred from providing
goods and services. Nonoperating revenues are those not derived from the basic
operations of a business. Nonoperaiing expenses are expenses incurred in the
performance of activities not direcily related to supplying the basic service of the entity.

Separate accounting

On December 17, 1992, the HWEA was approved for a low inieresi loan from the
Kentucky Infrastructure Authority (KIA). Due io federal requirements under this loan
program, the HWEA as of July 1, 1993, began accounting for ihe water and sewer
sysiems separaiely. (See Supplemenial Schedules and noie disclosure number 14 for
information on segment reporting.)

Cash and cash equivalentis, deposits and invesimenis

The HWEA invests all deposits not necessary for current expenditures. Investments
are stated at cost, which approximates market value.

Kentucky Revised Statute 66.480 permits the HWEA to invest in U.S. Treasury
obligations, U.S. Agency obligations, certain Federal instruments, repurchase
agreements, commercial banks' certificates of deposits, savings and loan deposits and
the Commonwealth of Kentucky investment pool.

As security for deposits of the HWEA, any bank doing such business is generally
required to pledge securities in an amount {0 exceed funds on deposit by the HWEA.
In addition, the HWEA is insured under FDIC up to $100,000.00 at each bank.

For purposes of the statement of cash flows, the HWEA considers all highly liquid
investments with maturity of three monihs or less when purchased io be cash
equivalents.

inveniories

Inveniories consist of expendable supplies held for consumption stated at cost, which
approximates market, determined by the weighted-average method.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

f.

Prepaid expenses

Payments made to vendors for services that will benefit periods beyond year-end are
recorded as prepaid expenses.

Restricted assets

Certain proceeds of revenue bonds of the HWEA, as well as certain resources set
aside for their repayment, are classified as resiricied assets on the Statement of Net
Assets because their use is limited by applicable bond covenants. The "Bond and
Interest Redempiion” account is used io segregate resources accumulaied for debi
service paymenis over the next iwelve months. The "Depreciation” and "Equipment
Maintenance & Replacement” accounis are used io report resources sei aside for
unusual or exiraordinary mainienance, repairs, renewals and/or replacemenis or
exiensions, additions and/or improvemenis. The "Consiruction” account is used io
report bond proceeds resiricied for use in the cosi of fuiure expansion and
rehabilitation. The "Unemployment” account is used o accumulaie funds to provide
for possible claims. Reservations of equity show amounis that are not appropriate for
expendiiures or are legally resiricied for specific uses. HWEA firsi applies restricied
resources for expendiiures for which both resiricied and unresiricied nei asseis are
available.

Fixed assels

Property, plant and equipment are recorded at cost and depreciated using the siraight-
line method over estimated useful lives. Property, plant and equipment donated to the
HWEA are recorded at their estimated fair value at the date of donation.

Major outlays for capital assets and improvements are capitalized as projecis are
consiructed. Inierest incurred during the construction phase of fixed assets is reflected
in the capitalized value of the asset constructed, net of interest earned on the invested
proceeds over the same period.

Compensated absences

Accumulated unpaid vacation pay and other employee benefits amounis are accrued
when incurred if signiiicant at year-end. At June 30, 2008 and 2007, these liabilities
included vacation pay of $107,315 and $108,278, respectively, io be taken as terminal
pay upon retiremen.

[~
]
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

j.-  Long-term debt

Bond discounts and issuance costs are deferred and reporied as deferred charges on
the statement of net asseis. These costs are amortized over the term of the bonds
using the straight-line method, which approximates the effective interest method.
HWEA issued new bonds during 2005 and 2002, the proceeds of which were used to
refund older bonds; and also in 2005, o provide funds for the Lake Barkley Raw Water
Project. GASBS No. 23 requires that the difference between the reacquisition price
and the net carrying amount of the old debt be deferred and amoriized as a
component of interest expense.

k. Capital Contributions

Coniribuied capiial is recorded for receipt of capital granis or coniributions from
developers, cusiomers or other sources.

. HNet Asseis

Nei asseis comprise the various net earnings from operating and non-operating
revenues, expenses and coniribuiions of capital. Net asseis are classified in the
following three componenis: invesied in capital asseis, net of related liabilities;
restricied for capital aciivity and debi service; and unresiricied net asseis.
Unrestricted net assets represeni the nei asseis available for future operations or
distribution.

m. Estimates

The preparation of financial statemenis in conformity with generally accepted
accounting principles requires management io make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabiliies ai the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual resulis could differ from
those estimates.

RECEIVABLES
Net receivables included ihe following:
2008 2007
Cusiomer accounis receivable $633,568 $692,759
Allowance for uncolleciible ~0- -0-
Miscellaneous receivables 169,689 __ 20,508
Total receivables $823.257 $713.668
Uncolleciible accounis are wriiien off as bad debis in the perod in which, in
management’s Ophion colleciion is unlikely. Normally, all aceounis over 90 days old are

ahis
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RECEIVABLES, continued

The HWEA has a noie receivable from the Christian County Board of Education for
installation of sewer lines, due in annual installimenis of $32,049 including interest at 1.8%
and a .2% administrative fee, due June 30, 2019. The balance of this receivable was
$343,135 and $368,551 at June 30, 2008 and 2007, respectively.

The HWEA also has a noie receivable from the Hopkinsville Industrial Foundation for the
installation of sewer lines in the industrial park, due in semi-annual installments including
interest at 1.0%, due April 1, 2027. The balance of this receivable was $306,892 and $0 at
June 30, 2008 and 2007, respeciively.

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

2008 2007
Accounis charged off in current period $ 70,860 54,688
Recovery of accounis previously charged off (21.594) (13.443)
Net bad debis $ 49266 $ 41.445

INVENTORY

Inventory as of June 30, 2008 and 2007, consisied of materials and supplies with a cost of
$246,314 and $246,541, respectively.

PROPERTY, PLANT AND EQUIPMENT
A summary of property, plant and equipment at June 30, 2008, is as follows:

Balance Balance
July 1, 2007 Additions  Deletions  June 30, 2008

Capital Assets Not Being Depreciated:

Land $ 881,734 $ - $ - $ 881,734

Construction in progress 27,665,613 4,460,905 387,420 31,739,098
Capital Asseis Being Depreciated:

Siructures and improvements 85,757,333 8,833,889 - 94,591,222

Equipment 9,525,115 125,832 - 9,650,947

Vehicles 647,697 73,979 - 721,676
Less Accumulated Depreciation:

Structures and improvemenis 38,164,376 2,073,952 - 40,238,328

Equipment 5,916,234 422,956 - 6,339,190

Vehicles 567,850 35,601 - 603,451

Total $79.829.032 $10.962.096 $387.420 $90.403.708
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PROPERTY, PLANT AND EQUIPMENT, continued

Depreciation expense (including amortization of capitalized asseis) for the years ended
June 30, 2008 and June 30, 2007 was $2,532,508 and $2,451,776, respectively.

DEFERRED CHARGES
The selling costs and discounis associated with the issuance of the revenue bonds

payable are being amortized on the straight-line method over the term of ihe bonds.
Amortization expense charged to operations during 2008 and 2007 was $73,562 and

$146,699, respectively.
LONG-TERM DEBT

Long-term debi at June 30 is as follows:

Revenue Bonds: Raie 2008 2007
Series 1993 Maiuring 2007 3.05% i0 4.86% $ - 408,117
Series 1998 Maituring 2021 3.75% 10 4.90% 855,000 -
Series 2002 Maturing 2007 1.50% to 3.40% - 915,000
Series 2005 A Maturing 2026 3.375% 10 4.00% 24,535,000 25,085,000
Series 2005 B Maiuring 2017 3.00% t0 3.750% 1,265,000 1,385,000

Totial Bonded Indebiedness 26,655,000 _ 27,793,117

KIA Loans:

KIA Fund A Wastewater-Maturing 2016 1.2% 3,921,494 4,418,274
KIA Fund B Water Plani—Maturing 2026 1.9% 3,331,834 3,485,757
KIA Fund A Phase lI-Maturing 2018 1.8% 1,738,402 1,895,717
KIA Fund A Wastewater-Maturing 2017  1.2% 115,253 127,330
KIA Fund A Maturing 2020 0.4% 379,135 411,287
KIA Fund A Phase llI-Maturing 2021 3.8% 592,388 628,811
KIA Fund A Phase IV-Maturing 2026 1.0% 4,167,160 4,384,021
KIA Fund C Wastewater-Maturing 2018 4.00% to 4.25% 525,000 -
KIA Fund F, Drinking Water (Maturity

not established-loan not closed) 1.0% 1,513,593 1,513,593
KIA Fund A Phase V (Maturity

not established-loan not closed) 1.0% 2,364,136 2,182,502
KIA Fund F Waiter (Maturity

not established-loan not closed) 3.0% 3,687,432 1,883,019

Total KIA Loans 22,535,827 _ 20,930,311
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LONG-TERM DEBT, continued

KY Rural Finance-Maturing 2025 3.125% 10 4.50% 512,500 -
KY Rural Finance-Maturing 2029 2.28% t0 4.405% 1,637,500 -
Due to Oak Grove; due 2012 - 2,981,242 -
Capital lease obligation 5.0% 37,374 -
City of Hopkinsville-note payable - 113,342 114,058
City of Crofton-note payable; due 2009 5.0% 56,216 109,756
Total debt 54,529,001 48,947,242
Maturities due within one year (3.239.323) _ (3,152,165)
Long-term debt $51.289678 $45,795.077

The revenue of the water and sewer sysiem and the various special funds established by
the bond ordinances collaieralizes the Revenue Bonds. The ordinances provide that the
revenue of the sysiem is to be used first to pay operating and mainienance expenses of
the system and second o establish and mainiain the Revenue Bond Funds. Remaining
revenues may ihen be used for any lawiul purpose. The ordinances also coniain
provisions, which, among other itemns, resirict ithe issuance of additional Revenue Bonds
unless the special funds noied above coniain the required amounis and ceriain financial
ratios are met. The HWEA is in compliance with all significant financial requiremenis as of
June 30, 2008 and 2007.

The long-term debt obiained from the KIA is for the expansion and upgrade of ihe
Wastewater Treatment System Fund A, a new Water Treatmeni 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 June 2008, the HWEA acquired the sewerage system of the City of Oak Grove,
Kentucky for a purchase price of $6,986,762. As part of the payment of the purchase
price, the HWEA agreed fo assume the debi relaiing io the City of Oak Grove sewerage
system. The total debt assumed from the City of Oak Grove totaled $3,530,000. The
remainder of the purchase price was io be paid by ihe HWEA in the following manner: a
payment of $475,520 within thirty days of the execuiion of the coniract and the remaining
balance io be paid in annual insiallmenis over the nexi four years.
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LONG-TERM DEBT, continued

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

Principal Principal Due
Outstanding Outstanding Within ~ +
July 1, 2007 Additions  Reductions  June 30,2008 One Year
Revenue Bonds $ 27,793,117 § 855,000 $1,993,117 §$ 26,655,000 $ 1,145,000
Notes Payable 21,154,125 7,842,269 1,159,767 27,836,627 2,085,353
Capital lease 44 870 7,496 37,374 8,970
Total $ 48947242 § 8742139 §$3.160.380  § 54.529.001 $§ 3.239.323

Below is a sumimary of the various resiricied asset accounis as of June 30:

2008 2007
Bond and interest redemption fund $ 484710 § 974,752
Depreciation fund 300,000 1,309,029
KIA maintenance and replacement reserve fund 773,455 773,682
Construction fund 1,242,763 6,247,071
Unemployment fund 23,486 22,430
Total restricted funds $ 2824414 $ 9.326.964

Total interest expense for 2008 and 2007 was $1,478,423 and $1,54 1,999, respectively, of
which all was expensed.

The annual debt service requirements to amoriize long-term debt as of June 30, 2008, are
as follows:

Fiscal Year Ending June 30 Principal Interest Toial
2009 $ 3,239,323 $ 1,317,885 $ 4,557,208
2010 3,250,472 1,266,807 4,517,079
2011 3,306,598 1,205,525 4.512,123
2012 3,201,655 1,141,747 4,343,402
2013 2,643,165 1,073,424 3,716,589
2014-2018 12,849 237 4,227,313 17,176,550
2019-2023 10,908,206 2,289,980 13,198,186
2024-2028 7,208,184 442,433 7.650,617
2029 57,000 2,511 59,511

Subiotal

Undetermined
(loans not closed)

Total requiremenis

$46,763,840

$12,967,425

$ 59,731,265
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LONG-TERM DEBT, continued
Defeased Bonds Ouistanding

In prior years, the HWEA issued refunding bonds to defease certain outstanding bonds, for
ihe purpose of consolidation and to achieve debt service savings. The HWEA has placed
the proceeds from the refunding issues in irrevocable escrow accounts with a trust agent
to 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 statements. Although defeased, the refunded debt from
these earlier issues will not be actually retired uniil ihe call dates have come due or until
maturity if they are not callable issues. On June 30, 2008 and 2007, the amount of bonds
outstanding considered defeased is undeierminable.

CAPITAL LEASE
On June 29, 2007, the HWEA eniered inio a capiial lease agreement for a Panasonic
phone system. The lease agreement is for a period of five years expiring on August 30,

2012, with a $1 buyout opiion at the end of the lease period.

The following is an analysis of the leased asseis included in property and equipmeni:

Equipment under Capiial Leases $44,949
Less: Accumulated Depreciation _ 3,371
$41 $41.578

Amortization of lease equipment under capiial assets is included in depreciaiion expense.

The amounts of fuiure lease payments for the nexi five years is as follows:

2009 $ 8,970
2010 8,970
2011 8,970
2012 8,970
2013 1,494

$ 37,374

DEFINED BENEFIT PENSION PLAN

The HWEA participaies in the statewide local governmenti retirement system, which covers

substaniially all of the HWEA’s employees by their election.
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DEFINED BENEFIT PENSION PLAN, continued

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 exiended 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 Sysiem issues a publicly available financial report
that includes financial statements and required supplementary information for CERS. That
report may be obtained by writing to Keniucky Retirement Sysiems, 1260 Louisville Road,
Frankfort, Kentucky 40601 or by calling 1-502-564-4646.

Funding policy. Plan members are required o contribuie 5% of their annual creditable
compensation and the HWEA is required o coniribuie at an aciuarially determined rate.
The curreni raie is 16.17% of annual covered payroll. The coniribution requirements of
plan members and the HWEA are established and may be amended by the KRS Board of
Trusiees. The HWEA’s contribution to CERS for the three years ended June 30, 2008,
2007, and 2006 was $400,261, $316,358, and $264,839, respeciively, and is equal io the
required coniribuiion for these years.

BUDGET
Bond ordinances require that the HWEA’s funds be budgeied. Aciual revenues and

expenditures as compared o budgeted amounts for the year ended June 30, 2008, are as
follows:

Variance

Favorable
Budget Actual (Unfavorable)
Operating Revenues $ 8,956,830 $ 9,536,273 $ 579,443
Operating Expenses (6,126,360) (6,609,079) (482,719)
Depreciation Expense (2,722,000) (2,532,508) 189,492
Operating Income 108,470 394,686 286,216
Non-Operaiing Revenues 3,608,220 1,238,069 (2,370,151)
Non-Operating Expenses (1,635,980) (1.689,363) (53.383)

Net Income

$ 2.080.710

$  (56.608)

$ (2.137.318)
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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 o recover collaieral securities
in the possession of an ouiside 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 deposiis
was $2,173,574 and the bank balance was $2,121,241. 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, 2008, none of the HWEA's deposited
funds were exposed o cusiodial credit risk.

CONTINGENCIES

HWEA has one legal action and proceeding pending. Litigation is subjeci to many
unceriainiies, and the ouicome of individual litigated matiers is noi prediciable with
assurance.

No accruals have been established for the matiers noied above because the amount of
possible loss or range of loss cannoi be reasonably estimaied. Management does noi
expect ihat such matiers would have a material adverse afifeci on future financial
statemenis for a particular year, although such an outcome is possible.

Under ithe terms of federal and staie granis, periodic audiis are required and ceriain cosis
may be questioned as not being appropriaie expenditures under the ierms of the grants.
Such audits could lead to reimbursement of the grant monies to the granting agencies.
HWEA management believes that disallowances, if any, will be immaterial.

RISK MANAGEMENT

The HWEA is exposed to various risks of loss related io torts, thefi 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 reporied when ii is probable that a loss has occurred and the amount of the
loss can be reasonably estimated. Claim liabilities are calculaied considering the effects
of inflation, receni claim settlement irends including frequency and amount of payouts and
other economic and social factors.

N
e
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HOPRINSVILLE WA

RISK MANAGEMENT, continuad

The HWEA'’s health insurance premiums are composed of a fixed and a variable portion.
The variable portion is based on aciual claims experienced during the year and fluciuates
each month based on claims. Premiums accrued for health insurance are based on the
year-to-date claims experience of HWEA. At June 30, 2008, the claims liability was
$25,481. Changes in the claims liability during the last two fiscal years are as follows:

Balance at Claims and Balance at
Beginning of Changes in Claims End of
Fiscal Year Estimates Paymenis Fiscal Year

2006-2007 $20,428 $430,052 $410,120 $40,360
2007-2008 $40,360 $272,178 $287,057 $25,481

CONSTRUCTION COMMITMENT

At June 30, 2008, the HWEA had one maierial project pending, ithe Lake Barkley Raw
Water Supply project. The iotal expenditures for ihe coniract at the end of the year were
approximatiely $29.0 million with approximately $250 thousand remaining for the project.

SEGMENT REPORTING

The HWEA has low interesi loans from the Keniucky Infrastruciure Authority (KIA) o finance
its water and sewer deparimenis. The iwo deparimenis are accounted for in a single fund,
Water Department operates the water supply systems for Hopkinsville, Pembroke, and
Crofton. The Sewer Department operates the sewage treatment plants, sewage pumping
stations, and collection systems for Hopkinsville, Pembroke, Crofton, and Oak Grove.

Summary financial information for each department as of and for the year ended June 30,
2008 is presented below:
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14. SEGMENT REPORTING, continued

Water Sewer
Departiment Department
CONDENSED STATEMENT OF NET ASSETS
Assets:
Current assets $ 1,277,467 $ 771,797
Capital assets 51,086,720 39,316,988
Other assets 2,762,964 1,435,227
Total asseis 55,127,151 41,524,012
Liabilities:
Current liabilities 524,480 2,170,221
Noncurrent liabilities 36,175,152 17,766,879
Total liabilities 36,699,632 19,837,100
Net asseis:
Invested in capital assetls, net of related debt 15,470,591 19,648,521
Restricted 2,039,216 785,198
Unrestricted 917,712 1,153,193
Total net assets $ 18,427,519 $ 21,586,912
CONDENSED STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN NET ASSETS
Operating revenues (pledged against debt) $ 5,135,837 $ 4,400,436
Depreciation expense (951,412) (1,581,096)
Other operating expenses (3,771,789) (2,837,290)
Operating income 412,636 (17,950)
Nonoperating revenues (expenses):
Investment income 180,591 75,288
Other nonoperating income 788 787
Interest expense (1,250,251) (228,172)
Capital contributions 470,640 509,975
Transfers (310,985) 100,045
Changes in net assets (496,581) 439,973
Beginning net assets 18,924,101 21,146,938
Ending net assets $ 18,427,520 $ 21,586,911
CONDENSED STATEMENT OF CASH FLOWS
Net cash provided (used) by:
Operating activities $ 347,383 $ 1,656,859
Capital and related financing activities (6,089,262) (2,084,852)
Investing activities (100,886) 75,288
Net increase (decrease) (5,842,765) (352,705)
Beginning cash and cash equivalents 8,352,612 1,637,130
Ending eash and cash equivalenis 3 2,509,848 P 1,284428
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COMBINING STATEMENT OF NET ASSETS
June 30, 2008

AS3ETS
Hopkinsville Pembroke Crofton Oak Grove Totals
Water Sewer Waler Sewer Water Sewer Sewer
Current asseis
Cash
Petty cash and change fund $ 1,200 $§ 1,200 $ - $ - $ - $ - $ - $ 2400
Health claims fund 13,084 13,084 - - - - - 26,168
Employee reimbursement fund 8,048 - - - - - - 8,048
Revenue fund - 36,649 - - - - - 36,649
Operation and maintenance fund 273,119 273,120 41,788 41,788 133,390 133,390 - 896,594
Total cash 295,451 324,053 41,788 41,788 133,390 133,390 - 969,859
Receivables 527,147 199,896 7,421 6,055 16,123 10,559 56,056 823,257
Inventory 246,314 - - - - - - 246,314
Prepaid expense 9,834 - - - - - - 9,834
Total current assets 1,078,746 523,949 49,209 47,843 149,513 143,949 56,056 2,049,264

Restricied asseis

Bond and interest redemption fund
Investments 484,709 - - - - - - 484,709
Accrued interest - - - - - - - -

Subtotal 484,709 - - - - - - 484,709

Depreciation fund
Invesimenis 300,000 - - - - - - 300,000
Accrued interest - - - - - - - -

Subiotal 300,000 - - - - - - 300,000

Equipment maintenance and -
replacement reserve

Investmenis - 765,032 - - - - - 765,032
Accrued interest - 8,423 - - - - - 8,423
Subtotal 3 - $ 773,455 $ - $ - $ - $ - $ - $ 773,455




SETS (continued)

Resiricied assets (continued)
Construction fund
Checking accounts
Retainage fund

Subiotal
Unemployment fund
Invesiments
Accrued inferest
Subtotal
Total restricied assets
Property, plant and equipment
Froperty and plant

General plant
Unclassified plant

Lass accumulated depreciation

Met property, plant & equipment

Receivable - CCBE
Receivable - Hopk Ind. Fdn.
Receivable- Crofton division

Daferred charges
Fiscal agency fees - revenue
bonds

Unamortized discount fevenue

bonds
Total deferred charges

Total asseis

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

CONMBINING STATEMENT OF NET ASSETS (continued)

SCHEDULE Y

June 30, 2008
Hoplinsville Pembroke Crofion Oalk Grove Teotals

Water Sewer Water Sewer Water Sewer Sewer
1,242,764 - $ - $ - $ - $ - $ - $ 1,242,764
1,242 764 - - - - - - 1,242 764
11478 11,478 - - - - - 22,956
265 265 - - - - - 530
11.743 11,743 - - - - - 23,486
2,039,216 785,198 - - - - - 2,824 414
39,305,575 54,504,187 491,339 200,506 469,035 1,217,091 6,991,252 103,178,986
1,226,158 1,440,435 - - - - - 2,666,593
29,537,528 2,201,569 - - - - - 31,739,097
70,069,261 58,146,191 491,339 200,506 469,035 1,217,091 6,991,252 137,564,676
19,756,546 26,414,907 61402 129,208 124,968 678,208 15,729 47,160,965
50,312,715 31,731,284 429937 71.298 344,067 538,883 6,975,523 90,403,708
- 343,135 - - - - - 343,135
- 306,892 - - - - - 306,892
273,000 - - - - - - 273,000
273,000 650,027 - - - - - 923.027
310,382 - - - - - 310,382
413,368 - - - - - - 413,368
723,750 - - - - - - 733 750
$ 54427426 $ 33,690,458 $479,146 $119,141 $493,579 $ 682832 $7,031,579 $ 96,924 163
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LIARILITIES AND EQUITY

Zurrent liabilities

Current portion of long-term debt
Curreni portion of capital lease obligation
Due to Oal Grove (current portion)
Customer deposits

Accrued interest on KIA loans

Accounts payable

Accrued salaries and

compensaied absences

Total current liabilities

Payable from resiricted assets
Accounts payable

Current portion of long term-debt
Accrued interest on
indebiedness

Consiruction retainage payable

Long-term debi

Revenue bonds payable (net of current maturities'

iKIA loans payabile (net of current maturities)
KY Rura Finance loans payable (net
of current maiurities)
Due o Oak Grove (net of current portion)
Crofion division-note payable
City of Crofton-note payable (net
of current maturities)
City of Hopkinsville-note payabie
Capital lease obligation (net of current maturities)

Toial liabilities
Net assais
Invesied in capital assets,
net of related debi
et assets, restricted
Net assets, unrestricted

Toial net assets

Total liabiliies and net assets

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

COMBINING STATEMENT OF NET ASSETS {continued)
June 30, 2008

Hopkinsville Pembroke Crofton Oalk Grove

W ater Sewer W ater Sewer W ater Sewer Sewer Totals
$ 156,861 $ 919,773 $ - $ 12,202 $ 16,140 $ 16,141 $ 170,000 $ 1,291,117
4,485 4,485 - - - - - 8,970
- - - - - - 788,020 788,020
68,199 17,557 - - - - - 85,756
5,830 9,445 - 115 95 95 - 15,580
206,592 153,837 - - - - - 360,429
66,277 78,549 - - - - - 144 827
508,244 1,183,647 - 12,317 16,235 16,236 958,020 2,694 599
1,095,000 - - - 28,108 28,108 - 1,151,216
257,862 6,137 - - 351 351 - 264,702
1,211,863 24 572 - - - - - 1,236,435
24,705,000 - - - - - 805,000 25,510,000
8,575,998 11,863,807 - 103,052 173,427 173,428 485,000 21,374,711
- - - - - - 2,070,000 2,070,000
- - - - - - 2,193,222 2,193,222
- - - - 273,000 - 273,000
113,342 - - - - - - 113,342
14,202 14,202 - - - - - 28,404
36,481,512 13,092 365 - 115,369 491,121 218,123 6,511,242 56,809,732
14,914,709 18,907,550 429,937 (44.071) 125,946 320,760 464,281 35,419,112
2,039,216 785,198 - - - - - 2,824 414
991,990 905,345 49 209 47 843 (123,487) 143,949 56,056 2,070,905
17,945 914 20,588,092 479,146 3,772 2459 464,709 520,337 40,014 431
§ 54427426 $ 33,690458 $479.146 $119,141 $493,580 $ 682,832 $7,031,579 $ 96,924 162
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Operating revenues

Operating expenses
W aiter source of supply
W ater purification
Waier distribution
Sewerage plant
Sewerage mains and laterals
Adiministrative and general
Technical services
Depreciation

Totel operating expenses

Incoime from operations

ion-operaiing revenues (expenses)
Inierest revenue
Gain (loss) on sale of fixed assets
Interest on bonded indebiedness

Total non-operating revenues
(expenses)

Income (loss) before contributions and
operating transfers

Capital contributions

Capiial assets provided by developers
Transfers (to) from

Capital credit to City
Opereting transfers in (out)

Nei tiicame
Net assets, beginning of year

Net asseis, end of vear

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

COMBINING STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS
For the Year ended June 30, 2008

Hopkinsville Pembrole Crofton Oak Grove
W ater Sewer W aier Sewer W ater Sewer Sewer Toials

$ 4878676 $ 4,185/150 $ 86,128 $ 74379 $ 171,033 $ 114,851 $ 56,056 $ 9,536,273
669,755 - - - - - - 669,755
956,486 - 867 - 2,904 - - 960,258
524 471 - 33,831 - 62,987 - - 621,288

- 1,137,089 - 14,126 - 13,764 15,429 1,180,408

- 189,445 - 22 927 - 5,221 - 247,504

1,390,241 1315478 5,122 3,899 8,363 5,226 - 2,723,428
116,761 114,587 - - - - - 231,348
921,480 1,450,381 9,i34 15,106 20,799 99,880 15,729 2,532,508
4,579,194 4 206,980 48,954 56,158 95,0583 124,090 31,158 9,141,687
299,483 (51.830) 37,174 18,220 75,980 (9,239) 24,898 394,636
180,591 75,288 - - - - - 255879
788 787 - - - - - ) i ,575‘
(1,246,640) (222 835) - (1,726) (3.611) (3,611) - (1,478,423)
(1,065,261) (146,760) - (1,726) (3,611) (3.611) - (1,220,969)
(765,778) (198,590) 37,174 16,494 72,369 (12,850) 24,898 (826,283)
470,642 509,973 - - - - - 880,615
(210,940) - - - - - - (210,940)
(405,885) (205,201) 294,704 (193,901) 11,136 3,708 495,439 -
(911,962) 106,182 331,878 (177 407) 83,505 (9,142) 520,337 (56.,608)
18,857,879 20,491,908 147,268 181,179 (81,046) 473,851 - 40,071,039
$ 17945917 $ 20,598,090 $ 479,146 $ 3,772 $ 2459 $ 464,709 $ 520,337 $ 40,014,431
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SCHEDULE 3

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SUMMARY OF PROPERTY, PLANT AND EQUIPMENT
June 30, 2008

ASSETS ACCUMULATED DEPRECIATION
Depreciaied
Balance Balance Balance Balance values
June 30, 2007 Additions Retirements June 30, 2008 June 30, 2007 Additions Retirements June 30, 2008 June 30, 2008
Descriptions

$ 540,285 $ - - $ 540,285 $ - $ - $ - $ - $ 540,265
Stuciures 2,805,743 72,738 - 2,878,482 1,191,508 67272 - 1,258,780 1,819,701
Elevaied tanks 2472323 531,489 - 3,003,812 1,430,852 52,850 - 1,483,702 1,520,110
Transimission mains 196,595 - - 196,595 186,520 2,239 - 188,759 7,838
Distribution mains 13,838,587 713,583 - 14,552,170 5,827,995 260,588 - 6,088,583 8,463,587
Seivices 2,288,559 82,098 - 2,370,657 1,070,526 48366 - 1,118,892 1,251,765
vistars and installation 2,282 226 64,739 - 2,346,965 1,949,212 63,230 - 2,012,442 334,522
Hydranis 829,650 53,018 - 882,668 376,340 19,133 - 395473 487,195
Furiiication siruciures 7.498,045 - - 7 498,045 2,330,941 148,924 - 2,479,865 5,018,180
Furification equipment 4,563,786 14,274 - 4,578,060 2,923,781 171,804 - 3,095,585 1,482,475
Cast iron pipe lines 44 436 - - 44 436 39417 772 - 40,189 4247
Eleciric pumping equipment 413,148 - - 413,148 250,141 13,876 - 264,017 149,131

Auxdliary power units 128,790 - - 128,790 128,790 - - 128,790
Quarry - raw waier supply 784,872 3.988 - 788,860 350,525 31,204 - 381,729 407,131
Inierest during construciion 42,977 - - 42 977 27,833 739 - 28,572 14,405
Total water plant 38,730,022 1,535,928 - 40,265,950 18,084,381 880.998 - 18,965,379 21,300,572
Transportation equipment 277,086 - - 277,086 237,174 17 481 - 254 655 22431
Traciors & backhoss 114,590 - - 114,590 52.193 9,852 - 62,045 52,545
Seneral equipment 290,891 2,455 - 293,346 195,918 10,690 - 206,608 86,733
Oifice fumiture and fixdures 136,149 23,579 - 159,728 130,028 3,341 - 133,369 26,359
Two-way radio equipment 10,604 1,272 - 11,876 9,190 1,509 - 10,699 1,177
Computer equipment 353,947 15,585 - 369,532 282,620 27,542 - 310,162 59,369
Total general plant 1,183,267 42,891 - 1,226,158 907,123 70415 - 977,538 248,619

assified plant

Zanstruction in progress 25,441,447 4,426 837 331,652 29,536,632 - - - - 29,536,632
Toial water plani $ 65,354,736 $ 6,005,656 $331,652 $ 71,028,740 $ 18,991,504 $ 951413 $ - $ 19,942 917 $ 51,085,823

30




Descriptions
AGE

zuildings
Weastewater treatment piants
Morthside
Haramond-W ood
Mechinery and equipment
Pumping stations
Mains and laterals
fnieresi during construction

Total sewerage plant

ioi's & backhoes

i equipment

filce furniture and fixtures
s-way radio equipment
Zimpuier equipment

Toiel general plant

ified plant

ginesring fees
sonsiruction in progress

Toisl sewer plant

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SUMMARY OF PROPERTY, PLANT AND EQUIPMENT(continued)

ASSETS

June 30, 2008

ACCUMULATED DEPRECIATION

Balance
June 30, 2007

Additions

Balance
June 30, 2008

Balance
June 30, 2007

Additions

Balance
June 30, 2008

SCHEDULE 3

Depreciaied
values
June 30, 2008

$ 341,449

- $ 341,449 $ - . $ - % 341,449

1,308,165 2,050,918 3,359,083 596,002 35,514 631,516 2,727,567
8,861,435 22,714 8,884,149 5,187,595 224,401 5,411,996 3,472,153
11,611,800 22,485 11,634,285 5,690,449 358,970 6,049,419 5,584,366
2,614,220 10,928 2,625,148 1,438,422 118,145 1,556,567 1,068,550
2,469,370 476,999 2,946,369 1,244,992 118,418 1,363,410 1,582,959
28,120,620 4,739,119 32,859,739 10.431,307 622,551 11,053,858 21,805,381
173,140 - 173,140 46,169 4,329 50,498 122,542
55,500,199 7,323,163 62.823,362 24,634,936 1,482,329 26,117,265 36,706,097
370,611 73,979 444,590 330,676 18,120 348,796 95,794
45625 - 45625 45,625 . 45,625 -
504,163 18,598 522,761 176,104 38471 214,575 308,136
131,716 23,579 155,295 124,998 3,428 128,426 26,369
10,604 1,272 11,876 9,544 1,156 10,700 1,176
335,672 14,290 349,962 277,670 23,142 300,812 49,150
1,398,391 131,718 1,530,109 964 617 84,317 1,048,934 481,175
144,502 - 144,502 57,403 14,450 71,853 72,549
2,079 664 34,068 2,057,964 - - - 2,057 964
$ 59,122,756  $ 7,488,949 $ 66,555,937 $ 25656956  $ 1,581,096 $ 27,238,052  $ 39,317,385




HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SUMMARY OF SINKING FUND REQUIREMENTS
June 30, 2008

SCHEDULE 4

Bonds Due Toial Debt
Fiscal Year 1993 1998 2002 2005 A 2005 B Service

2009 - 80.015 - 1,904,314 159,963 2,144,292
2010 - 88,195 - 1,905,818 166,213 2,160,226
2011 - 88,483 - 1,906,139 162,312 2,156,934
2012 - 88,633 - 1,904,605 163,337 2,156,575
2013 - 88,644 - 1,905,405 164,037 2,158,086
2014 - 88,513 - 1,903,645 164,316 2,156,474
2015 - 93,223 - 1,904,893 164,244 2,162,360
2016 - 97,531 - 1,902,600 163,809 2,163,940
2017 - 96,450 - 1,901,600 163,000 2,161,050
2018 - 97.690 - 1,903,500 - 2,001,190
20198 - 98,648 - 1,903,200 - 2,001,848
2020 - 99,360 - 1,905,600 - 2,004,960
2021 - 49,825 - 1,905,600 - 1,955,425
2022 - - - 1,903,200 - 1,903,200
2023 - - - 1,903,300 - 1,903,300
2024 - - - 1,900,800 - 1,200,800
2025 - - - 1,905,500 - 1,905,500
2026 - - - 1,902,300 - 1,902,300

$ - $ 1,155,210 $ - $ 34,272,019 $ 1,471,231 $ 36,898,460

The sinking fund reserve requirement is the maximum total debt service on bonds due in

future years. Therefore, the sinking fund reserve requirement as of June 30, 2008 is
$2,163,940. The HWEA is setting aside funds o meet ihis requirement.



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGKKY
SCHEDULE OF OPERATING EXPENSES

For the Years Ended June 30, 2008 and 2007

Water Source of Supply

Labor

Supplies

Utilities

Grounds and maintenance

Total water source of supply

Water Purification

Supervision

Labor

Chemicals

Maintenance to structures
Maintenance to equipment
Supplies

Maintenance io reservoirs and tanks
Utilities

Training and education
Laboratory work

Laboratory supplies and expense
Plant security

Grounds and maintenance
Transportation expense
Miscellaneous

Total water purification

Water Distribution

Supervision

Labor

Supplies

Repairs to structures

Repairs to distribution mains
Repairs to services

Repair to meters

Removing and resetting meters
Repairs to fire hydrants
Transportation expense

Gas, oil, tires, etc-tractor/compressor
Grounds and maintenance
Training, education and licenses
Small tools

Miscellaneous

Total water distribuiion

Sunioial carrisd fonwardg

SCHEDULE 5

2008 2007
% of Net % of Net
Amount Revenues Amount Revenues
$ 5,526 0.06% $ 5,193 0.05%
401,485 424% 394 0.00%
251,680 2.66% 52,952 0.56%
11,064 0.12% 7,617 0.08%
669,755 7.07% 66,156 0.70%
44,993 0.48% 48,875 052%
268,890 2.84% 294,929 3.11%
263,784 279% 461,239 4 87%
1,910 002% 4,144 0 04%
15,805 0.17% 24,003 025%
5,185 0.05% 15,120 0.16%
837 001% 192 0.00%
280,272 2 96% 298,401 3.15%
3,500 0.04% 798 001%
44,030 0.46% 57,883 061%
22,656 0.24% 20,571 022%
40 0.00% - 0.00%
2,414 0.03% 4,329 0.05%
5,484 0.06% 6,149 0.06%
359 0.00% 576 0.01%
960,258 10.14% 1,237,209 13.06%
58,695 062% 54,519 0.58%
259,351 2.74% 237,784 251%
112,137 1.18% 106,808 1.13%
263 0.00% - 0.00%
59,894 063% 45,057 0.48%
7,157 0.08% 12,935 014%
1,627 0.02% 1,206 001%
48,097 0.51% 47,826 0.50%
3,111 0 03% 954 001%
39,265 0.41% 30,181 0.32%
12,949 0.14% 18,111 0.19%
11,741 012% 10,381 011%
6,474 0.07% 1,382 001%
594 001% 2,016 002%
35 0.00% - 0.00%
621,288 5.56% 569,180 5.01%

PR T
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SCHEDULE 5

HOPKINSVILLE WATER EMVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONEMT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGIKY
SCHEDULE OF OPERATING EXPENSES (continued)
For the Years Ended June 30, 2008 and 2007

2008 2007
% of Net % of Net
Amount Revenues Amount Revenues
Subtotal carried forward $ 2,251,301 23.77% $ 1,872,525 19.77%
Water Technical Services
L.abor 107,268 1.13% 84,794 0.90%
Supplies 1,716 0.02% 1,766 0.02%
Training, education and licenses 1,023 0.01% 494 0.01%
Transportation expense 5,054 0.06% 4,049 0.04%
Miscellaneous 800 0.01% 399 0.00%
Total water technical services 116,761 1.23% 91,502 0.97%
Water Administrative and General
Commissioners' fees 5,500 0.06% 3,000 0.03%
Office salaries 333,797 3.52% 315,917 3 34%
Meter reading and colleciing salaries 45,558 0.48% 49,208 0.52%
Employee benefits 608,828 6.43% 616,107 6.51%
Office supplies 31,530 0.33% 33,392 0.35%
Postage 15,291 0.16% 22,679 0.24%
Telephone 17,060 0.18% 16,522 0.17%
insurance and bonds 158,932 1.68% 152,453 1.61%
Professional services 19,102 0.20% 30,928 0.33%
Safety program 34,463 0.36% 32,083 0.34%
Office building maintenance 36,513 0.39% 31,139 0.33%
Bad debts, net 33,480 0.35% 24,920 0.26%
Training, education and licenses 4137 0.04% 990 0.01%
Transportation expense 13,734 0.15% 10,488 0.11%
Rez rebate paymenis 12,500 0.13% - 0.00%
Miscellaneous 33,303 0.35% 31,388 0.33%
Total water administrative
and general 1,403,727 14.82% 1,371,194 14.48%

Total waier operating expense
oiher than depreciation $ 3,771,790 39.82% $ 3,335,221 35.21%




SCHEDULE 5

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

WATER &

D WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SCHEDULE OF OPERATING EXPENSES (continued)

For the Years Ended June 30, 2008 and 2007

Wastewater Treatment Plant

Supervision

Labor

Chemicals and materials
Supplies and tools

Lights, power, water, and fuel oil
Transportation expense

Repairs - machinery and eguipment
Repairs - buildings

Mainienance of pump siations
Laboratory work

Laboraiory supplies and expense
Permit - pretreatment compliance
Sludge disposal

Training, educaiion and licenses
Miscellaneous

Total sewerage plant

Wastewater Mains and Laterals

Supervision

Labor

Supplies and tools

Repairs - mains and laterals
Repairs - truck and
sewerage equipment

Gas, oil, and tires
Developer rebates

Total sewerage mains and laterals

Wastewater Technical Services

Labor

Supplies

Training, education and licenses
Transporiation expense
Miscellaneous

Total sewerage iechnical services

Subtotal carved forward

2008 2007
% of Net % of Net
Amount Revenues Amount Revenues
$ 8,741 0.09% $ 51,332 0.54%
269,295 2.84% 258,594 2.73%
18,204 0.19% 37,354 0.39%
10,116 0.11% 12,797 0.14%
467,795 4.94% 433,210 4.57%
24,389 0.26% 20,470 0.22%
29,067 0.31% 29,138 0.31%
3,586 0.04% 3,746 0.04%
137,750 1.45% 135,648 1.43%
98,499 1.04% 02,726 0.98%
20,144 0.21% 17,204 0.18%
42,795 0.45% 40,590 0.43%
47,724 0.50% 102,125 1.08%
2,073 0.02% 125 0.00%
230 0.00% “ 0.00%
1,180,408 12.46% 1,235,059 13.04%
40,695 0.43% 35,693 0.38%
80,482 0.85% 70,176 0.74%
33,820 0.36% 40,184 0.42%
20,084 0.21% 11,894 0.13%
2,433 0.03% 175 0.00%
30,219 0.32% 4,786 0.05%
9,860 0.10% 8,766 0.09%
217,594 2.30% 171,674 1.81%
103,798 1.10% 89,504 0.95%
3,068 0.03% 1,766 0.02%
066 0.01% 494 0.01%
5,955 0.06% 4,063 0.04%
800 0.01% 432 0.00%
114,587 1.21% 96,259 1.02%
$ 1,512,588 15.97% 5 1,502 992 15.87%




SCHEDULE 5
HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKY
SCHEDULE OF OPERATING EXPENSES (continued)
For the Years Ended June 30, 2008 and 2007

2008 2007
% of Net % of Net
Amount Revenues Amount Revenues
Subtotal carried forward $1,512,589 15.97% $ 1,502,992 15.87%
Sewerage Administrative
and General
Commissioners’ fees 5,500 0.06% 3,000 0.03%
Office salaries 330,251 3.49% 312,997 3.30%
Meter reading and colleciing salaries 45,587 0.48% 48,647 0.51%
L.abor - camera crew 4,787 0.05% 6,767 0.07%
Employee benefits 497,450 5.25% 516,196 5.45%
Office supplies 31,550 0.33% 33,486 0.35%
Postage 15,291 0.16% 22,683 0.24%
Telephone 17,007 0.18% 16,008 0.17%
Insurance and bonds 160,501 1.69% 152,453 1.61%
Professional services 54,670 0.58% 29,934 0.32%
Office building maintenance 36,514 0.39% 31,140 0.33%
Bad debts, net 26,480 0.28% 23,988 0.25%
Training, education and licenses 4,137 0.04% 990 0.01%
Safety program 35,242 0.37% 31,993 0.34%
Transportation expense 13,734 0.15% 10,529 0.11%
Rez rebate payments 12,500 0.13% - 0.00%
Miscellaneous 33,500 0.35% 31,436 0.33%
Total sewer administrative
and general 1,324,701 13.99% 1,272,247 13.43%

Total sewerage operating expense
other than depreciation $2,837,290 29.96% $2,775,239 29.30%




Federal Grantor/
Pass-through Grantor/
Program Title

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKCY

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the year ended June 30, 2008

Loan
U.S. Environmental Protection
Agency:

DWSRF Pass-ihrough from the State
of Kentucky Infrasiructure
Authority®

CWSRF Pass-through from the State
af Kentucky Infrastructure
Auihority

Toial Federal Expenditures for the period.

“Dianotes major program

HOTE A - BASIS OF PRESENTATION

Federal Agency or Total Federal
CFDA Pass-through Disbursernents/ Disbursements/
Number Number Expenditures Adjustments Expenditures
66.468 LOAN-F06-02 $ 1,969,167 $ (368,042) $ 1,601,125
66.458 LOAN-AQ4-05 29,764 209,745 239,50¢
$ 1,840,634

This schedule of expenditures of federal awards includes the federal grant activity of Hoplkinsville Water Environment Auihority,
a component unit of the City of Hopkinsville, Kentucky. This schedule is presented on the cash basis of accouniing, due io ihe

naiure of the federal programs reporied upon. The information in this schedule is presenied in accordance with the requirements of

OMEB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some arnounts presented in

ifiis schedule may differ from amounis presented in, or used in the preparation of, ihe basic financial siaternents.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

To the Members of the
City of Hopkinsville Sewerage and

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

oLy

We have audiied the accompanying financial staiemenis of the business-type aciivities of the
Hopkinsville Water Environment Authority (HWEA), a component unit of the City of Hopkinsville,
Keniucky, as of and for ihe year ended June 30, 2008, and have issued our repori thereon
daied November 17, 2008. We conducied our audii in accordance with auditing standards
generally accepied in the United Siates of America and the standards applicable to financial
audits contained in Government Auditing Siandards, issued by the Comptroller General of the
United States.

Internal Conirol Over Financial Reporting

In planning and performing our audit, we considered the HWEA's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the HWEA's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the HWEA's internal control over financial reporting.

A control deficiency 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 misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of conirol deficiencies, that adversely aifecis the HWEA's ability io
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles, such that there is more than a remoie likelihood that a
misstatement of the HWEA's financial statements that is more than inconsequential will not be
prevenied or detected by the HWEA's internal control.

A material weakness is a significant deficiency, or a combination of significant deficiencies, ihat
results in more than a remote likelihood that a material misstatemeni of the financial statements
will not be prevenied or deiecied by the HWEA's iniernal conirol.



Our consideraiion of iniernal conirol over financial reporting vmez for the limited purpos
described in the first paragraph of this section an wh woul % not necessarily identify all deficiencie
in internal control that might be significant deficiencies or mate ia% weaknesses. We did no
identify any deficiencies in internal control over financial reporiing thai we consider io be
maierial weaknesses, as defined above.

@
S

Compliance and Other Maiters

As part of obtaining reasonable assurance about whether the HWEA's financial statementis are
free of material misstatement, we performed tesis of its compliance with certain provisions of
laws, regulations, coniracts, 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 tests disclosed no instances of

noncompliance or other matters that are required to be reporied under Govemiment Audifing
Standards.

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

\ W{(f N@xz/\r[g /&/?//ch}/(’//% LLF

Hopkinsville, Keniucky
November 17, 2008
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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, Keniucky

Compliance

We have audited the compliance of the Hopkinsville Waier Environmeni Authority (HWEA), a
component unit of the City of Hopkinsville, with the types of compliance requiremenis described
in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable io each of its major federal programs for the year ended June 30, 2008. The
HWEA's major federal programs are identified in the summary of auditor's resulis section of the
accompanying schedule of findings and questioned cosis. Compliance with the requiremenis of
laws, regulations, contracis and grants applicable o 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. Qur
audii does not provide a legal deiermination of the HWEA’s compliance with those
requirements.

In our opinion, the HWEA complied, in all material respecis, wiih the requirements referred o
above that are applicable to each of iis major federal programs for the year ended June 30,
2008.



Internal Control Over Compliance

Sy

The managemeni of the Hopkinsville Waier Environment Authority (HWEA) is responsible for
establishing and maintaining effective internal control over compliance with the requirements of
laws, regulations, contracts and granis applicable to federal programs. In planning and
performing our audit, we considered the HWEA’s iniernal control over compliance with the
requirements that could have a direct and maierial effect on a major federal program in order io
determine our auditing procedures for the purpose of expressing our opinion on compliance, but
not for the purpose of expressing an opinion on the efiectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the HWEA's
internal control over compliance.

A conirol deficiency in an entity's internal control over compliance 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 preveni or detect noncompliance with a type of
compliance requiremeni of a federal program on a timely basis. A significant deficiency is a
conirol deficiency, or combination of control deficiencies, that adversely affecis the entity's
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a iype of compliance requiremeni of a federal program thai is more than
inconsequential will not be preventied or detected by the eniity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
resulis in more than a remoie likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detecied by the eniity’s internal
conirol.

Our consideration of internal conirol over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in iniemnal
control that might be significant deficiencies or material weaknesses. We did not ideniify any
deficiencies in internal control over compliance that we consider to be maierial weaknesses, as
defined above.

This report is iniended solely for the information of the audit commitiee, management, ihe
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.

%rk, Mee ¥ G- /w;u;yz//@/w LP

Hopkinsville, Kentucky
November 17, 2008
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A COMPONENT UNIT OF THE CITY OF HOPIKIN:
SCHEDULE OF FINDINGS AND OUESTIONED COSTS
For the year ended June 30, 2008

SUMMARY OF AUDITOR'S RESULTS

w
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FINDINGS

None

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

No significant deficiencies relating io the audit of the financial statements are
reported in the Report on Internal Control over Financial Reporting and on
Compliance and Other Matiers Based on an Audit of Financial Statemenis
Performed in Accordance with Government Auditing Standards.

No instances of noncompliance material to ihe financial siaiemenis of the HWEA
were disclosed during the audit.

Mo significant deficiencies in internal control over major federal award programs are
reporied in the Repori on Compliance with Requirements Applicable io Each Major
Program and on Iniernal Conirol over Compliance in Accordance with OMB Circular
A-133.

The audiior's report on compliance for the major federal award programs expresses
an ungualified opinion on all major federal programs.

No audit findings that are required o be reporied in accordance wiih Seciion 510(a)
of OMB Circular A-133 are reporied in this Schedule.

The program tesied as a major program includes Environmenial Protection Agency
as Passed Through the Kentucky Infrastructure Authority 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.

- FINANCIAL STATEMENTS AUDIT

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM AUDIT

U.S. ENVIRONMENTAL PROTECTION AGENCY

None

Pass-through frorn Keniucky Infrastruciure Authority
Drinking Water Staie Revolving Fund
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THE CITY OF HOPKINSVILLE, KEMTUGILY
DULE OF PRIOR AUDIT FINDINGS

For the year ended June 30, 20086

HOPRIFSY
WATE

The Hopkinsville Water Environment Authority had no prior audit findings.
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Independent Auditor’'s Report

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 business-type activities of the
Hopkinsville Water Environment Authority, Water and Wastewater Depariments (HWEA), a
component unit of the City of Hopkinsville, Kentucky, as of and for the years ended June 30,
2007 and 2006, which collectively comprise the HWEA's basic financial statements as listed in
the table of contenis. These financial statements are the responsibility of the HWEA’s
managemeni. Our responsibility is to express an opinion on these financial statements based
on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the business-type activities of the HWEA, a component unit
of the City of Hopkinsville, Kentucky, as of June 30, 2007 and 2006, and the respective changes
in financial position and cash flows thereof for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our repori dated
November 19, 2007, on our consideration of the HWEA's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters. The purpose of that report is fo describe the scope of our
testing of internal control over financial reporting and compliance and the resulis of thai testing,
and not to provide an opinion on the internal conirol over financial reporting or on complianca.
That report is an integral pari of an audit performed in accordance with Governmeni Auditing
Standards and should be considerad in assessing the resulis of our audit.


http://yncpahopQcornrnandneY.net

The managefe! ni’s discussion and analysis and L»uu’geic iy comparisort information on pages 3
through 7 are not a required part of hc: basic financial statements, but are supplem@nia'y
information required by accounting principles generally accepted in the United Siates of
America. We have applied ceriain ﬂlmued pioceduxes which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit this information and express no opinion
on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Hopkinsville Water Environment Authority's basic financial statements.
The combining financial statemenis and other supplementary schedules presented on pages
23-33 are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The accompanying 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, Audlits of States, Local Governments, and Non-Profit Organizations, and
is also not a required part of the basic financial statements of the Hopkinsville Water
Environment Authority.  The combining financial statements and other supplementary
schedules, and the schedule of expenditures of federal awards have been subjected to the
auditing procedures applied in the audit of the basic financial statements, and in our opinion, are
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

bl Meel &6, Hoptervsiille 1 Lp

opkmsvnlle Keniucky
November 19, 2007



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPORNENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKY

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Hopkinsville Waier Environment Authority Waier and Wastewater Department (HWEA) is
presenting the following discussion and analysis in order to provide an overall review of financial
activities for the fiscal years ending June 30, 2007 and 2006. We encourage readers o
consider the information presenied here in conjunction with the accompanying financial
statements, and notes o the basic financial statemenis to enhance their understanding of
financial performance.

FINANCIAL HIGHLIGHTS

[0 The HWEA'’s total assets increased by $2.09 million while total liabilities increased $1.06
million resulting in total net assets increasing approximately $1.04 million over the course
of the year’s operations.

L} The HWEA's operating revenues increased 4.84% in 2007, while operating expenses in
2007 increased approximately 6.49% over operating expenses for 2006.

O | nvestment income decreased by $124,996 during the period, which is reflective of the
HWEA's use of the bond proceeds fo fund the Lake Barkley project.

1 I nterest expense on outstanding debt decreased $187,325, which is refleciive of the paying
down of debi.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report includes this management’s discussion and analysis report, the independent
auditor's report and the basic financial statemenis of the Hopkinsville Water Environment
Authority. The financial staiements also include notes thai explain in more detail some of the
information in the financial statements.

REQUIRED FINANCIAL STATEMENTS

The financial statements of the Hopkinsville Water Environment Authority report information
using accounting methods similar to those used by private sector companies. These
statements offer shori- and long-term financial information about its activities. The Statement of
Net Assets includes all of the HWEA's assets and liabilities and provides information about the
nature and amounis of investments in resources (assets) and the obligations o the HWEA's
creditors (liabilities). It also provides the basis for evaluating the capital structure of the HWEA
and assessing the liquidity and financial flexibility of the HWEA.

All of the current year's revenues and expenses are accounied for in the Statement of
Revenues, Expenses, and Changes in Net Asseis. This statement measures ihe success of the
HWEA’s operations over the past year and can be used o deiermine whether the HWEA has
successfully recovered all its costs through iis user fees and other charges, profitability and
credit worthiness.
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HOPRINSVILLE WATER ENVIRONMENT AUTHORI
WATER AND WASTEWATER DEPARTMENT
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MANAGEMENT'S DISCUSSION AND ANALYSIS (cont.)

REQUIRED FINANCIAL STATEMENTS (cont.)

The final required financial statement is the Siatement of Cash Flows. The statement reporis
cash receipts, cash payments, and net changes in cash resulting from operations, investing, and
financial activities and provides answers o such gquestions as where did cash come from, what
was cash used for, and what was the change in the cash balance during the reporting period.

FINANCIAL ANALYSIS OF THE HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

The most common financial question posed to the Hopkinsville Water Environment Authority is
“How did we do financially during 20077?" The Siatement of Net Assets and the Statement of
Revenues, Expenses, and Changes in Net Assets report information about the HWEA'’s activities
in a2 way that will help answer this question. These two statemenis report the net assets of the
Authority and the changes in them. One can think of the HWEA’s net asseis — the difference
between assets and liabilities — as one way to measure financial health or financial position. Over
time, increases or decreases in the HWEA’s net assets are one indicator of whether its financial
health is improving or deteriorating. However, one will need to consider other non-financial
factors such as changes in economic conditions, population growih, and new or changed
government legislation.

NET ASSETS

To begin our analysis, a summary of the HWEA’s Statement of Net Assets is presented in Table
A-1.

Table A1
Condensed Statements of Net Assets
(000°s)
Total

Dollar Percent

FY 2007 FY 2006 Change Change
Current and Other Asseis $12,430 $31,623 $(19,193) (60.69)%
Capital Assetis 79,829 58,543 21,286 36.36%
Total Assets 92,259 90,166 2,003 2.32%
Long-term Debt Ouistanding 48,947 48,977 (30) (.06)%
Other Liabilities 3.241 2,154 1,087 50.46%
Total Liabilities 52,188 51,131 1,057 2.07%

Invested in Capital Assets,

Net of Related Debt 29,055 9,273 19,782 213.33%
-Restricied 9,327 27,637 (18,310) (66.25)%
Unrestricted 1,682 2,125 (436) (20.52)%

Toial Net Assels $40.071 £30.035 $ 1.036 2.65%




HOPRIMSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPOMENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

MANAGEMENT’S DISCUSSION AND ANALYSIS (cont.)

NET ASSETS (cont.)

As can be seen from the iable above, net asseis increased $1,035,861 during 2006. The
increase in net assets is primarily due to the increase in capital asseis combined with a
decrease in resiricted assets that were used {o fund the purchase of the capital assets.

Table A-2
Condensed Statements of Revenues,
Expenses, and Changes in Net Assets

(000’s)
Total
Dollar Percent
FY 2007 EY 2006 Change  Change
Operating revenues $ 9,471 $ 9,034 $ 437 4.84%
Nonoperating revenues 1,046 1,152 (106) 9.20%
Total Revenues 10,517 10,186 331 3.25%
Depreciation expense 2,452 2,372 80 3.37%
Other operaiing expense 6,110 5,668 442 7.60%
Interest expense 1,542 1.729 (187) _10.82%
Total Expense 10,104 9,769 335 3.43%
Income/(Loss) Before Capital
Coniributions 413 417 (4)
Capital Contributions 623 356 267
Changes in Net Assets 1,036 773 263
Beginning Net Assets 39,035 38,262 773
Ending Net Assets $ 40.071 $ 39.035 $ 1.036

While the Staiement of Net Asseis shows the change in financial position of net assets, the
Statement of Revenues, Expenses, and Changes in Net Assets provides answers as to the
nature and source of these changes.



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGIKY

MANAGEMENT'S DISCUSSION AND ANALYSIS (cont.)

BUDGETARY HIGHLIGHTS

The HWEA adopts an annual Operating Budget, which includes proposed expenses and the
means of financing them. This operaiing budget remains in efieci the entire year.

Table A-3
Budget vs. Actual
FY 2007
(000’s)
Budget Actual Variance
Operating Income $ 9,171 $ 9471 $ 300

Non-operating income 1,247 1,669 422

Operating expense & depreciation (8,093) (8,562) (469)
Non-operating expense (1,543) (1,542) 1

Net Income $ 782 $ 1,036 $ 254
CAPITAL ASSETS

At the end of 2007, the HWEA had $124.5 million invested in capital assets as shown in Table A-
4. Construction in Process primarily represents the Lake Barkley Raw Water Iniake Project and
a seven-phase project io include sewer rehabilitation, pump station rehabilitation and sewer
extensions. These construction projects are being financed, in part, by federally assisted low
interest raie loans extended by the Kentucky Inirastructure Authority.

Table A-4
Capital Assets
Total

Dollar Percent
FY 2007 FY 2006 Change Change
Water $65,354,736 $43,223,653 $22.131,083 51.20%
Sewerage 59,122,756 57,577,585 1,545,171 2.68%
Sub-total 124,477,492 100,801,238 23,678,254 23.49%

Less: Accumulated
Depreciation (44,648,460) (42,258,259) (2,390,201) 5.66%

Net Property &

Equipment $79.829.032 $58.542.979 $21.286.053 36.36%




HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGIKY

MANAGEMENT’S DISCUSSION AND ANALYSIS (coni.)

DEBT ADMINISTRATION

The revenues of the water and sewer systems collateralize outstanding revenue bonds. After
operation and mainienance expenses are paid, the ordinances specify that revenue bond funds
be established and maintained. HWEA is in compliance with all bond ordinances. Debi
obtained from the Kentucky Infrastruciure Authority is for the purposes of upgrading and
expanding the water and sewer systems. More detailed information about the HWEA's long-
term liabilities is presented in Note 6 to the financial statements.

As noted in the discussion of Capital Assets, the KIA is currently making additional low interest
rate loans available for the Lake Barkley Raw Water Intake Project and a seven-phase project
to include sewer rehabilitation, pump station rehabilitation and sewer exiensions. In addition, a
significant portion of the 2005 bond issue has been set aside to compleie the Intake Project and
subsequent Raw Water Pipeline to the water ireaiment plan.

FINAL COMMENTS

This financial report is designed to provide our cusiomers and creditors with a general overview
of the HWEA’s finances and io demonsiraie accouniability for funds received. Anyone having
questions regarding the repori or desiring additional information may contact Len Hale, General
Manager, Hopkinsville Water Environment Authority, 401 East 9™ Street, Hopkinsville, KY
42240 or by phone (270) 887-4246.



Esxthibit A
HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
STATEMENT OF NET ASSETS
June 30, 2007 and 2006

ASSETS
2007 2006
Current assets
Cash and cash equivalenis $ 662778 $ 1,506,480
Receivables 713,668 586,171
Inventory 246,541 249,311
Prepaid expenses . 314,011 304,906
Total current assets 1,936,998 2,648,568
Restricted assets
Cash and cash equivalenis 0,326,964 27,636,828
Deferred charges 797,312 944,011
Note receivable 368,551 393,517
Property, plant and equipmeni
Property, plant and equipment 96,811,879 94,697,665
Unclassified plant — construction in
progress, engineering fees, and
other costs 27,665,613 6,103,573
Accumulated depreciation (44,648,460) (42,258,259)
Total assets $92.258.857 $90.166,203

Continued



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGIKY

STATEMENT OF NET ASSETS (continued)

June 30, 2007 and 2006

LIABILITIES AND EQUITY

Current liabilities

Current portion of long-term debt

Customer deposits

Accrued interest

Accounts payable

Accrued salaries and compensated absences

Total current liabilities
Payable from resiricted assets
Accounis payable, restricied assets
Current portion of long-term debt
Accrued interest on bonded indebiedness
Construction retainage payable
Long-term debt
Revenue bonds payable (net of current partion)
KIA — loans payable (net of current portion)
City of Crofton note payable
City of Hopkinsville-loan payable
Total liabilities
Net asseis
Invested in capital assets, net of related debt
Net assets, restricted
Net assets, unrestricted
Total net assets

Total liabilities and net assets

Exhibit A

See accompanying noiss to finandial statemenis,

of

2007 2006
$ 1,105,510 $ 875,449
104,294 111,001
16,842 18,081
324,042 564,969
131.858 131,174
1,682,546 1,700,674
1,201,537 781,240
2,046,655 1,996,089
278,519 289,724
1,183,484 258,281
25,800,000 27,793,116
19,824,803 18,087,174
56,216 109,756
114,058 114,971
52,187,818 51,131,025
29,054,936 9,272,865
9,326,964 27,636,828
1,689,139 2,125,485
40,071,039 39,035,178
$92.258.857 $90.166.203



HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT

Exhibit B

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the years ended June 30, 2007 and 2006

2007 2006
Operating revenues
Charges for services
(net of allowances of $59,608 and $47,296
for 2007 and 2006, respectively) $ 9,468,864 § 8,860,991
Other operating revenue 224,583 173,338
Total operaiing revenues 9,693,447 9,034,329
Operating expenses
Waier source of supply 66,156 50,091
Water purification 1,237,209 1,216,171
Water distribuiion 569,160 561,512
Sewerage plant 1,235,059 1,150,538
Sewerage mains and laierals 171,674 156,243
Adminisirative and general 2,643,441 2,354,539
Technical services 187,761 179,408
Depreciation 2.451,776 2,371,873
Total operating expenses 8,562,236 8,040,375
Income from operaiions 1,131,211 993,954
Non-operating revenues (expenses)
Interest revenues 1,027,409 1,152,405
Gain on sale of fixed assets 18,330 -
Interest expense (1,541,999) (1,729,324)
Total non-operating revenues (expenses) (496,260) (576,919)
Income (loss) before contributions and iransfers 634,951 417,035
Capital contributions (capital assets provided by developers) 623,110 355,667
Capital credit to City (fire hydranis) (222,200) -
Change in Net Assets 1,035,861 772,702
Net Asseis — beginning of the year 39,035,178 36,262,476

Net Asseis — end of the year

$40.071.039

$39.035.178

See accompanying notes o financial sialements,

jo



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
STATEMENT OF CASH FLOWS

For the years ended June 30, 2007 and 2006

Cash flows from operating activities
Received from cusiomers
Paid to suppliers for goods and services
Paid to employees for services-including benefits
Other operating revenue

Net cash flows from operating activities

Cash flows from capital and related financing activities

Acquisition of fixed assets

Proceeds from disposition of fixed assets
Capital coniribution

Capital credit

Proceeds of long-ierm debt

Principal paid on long-term debt

Inierest paid on long-term debt

Net cash provided (used) by capital
and related financing activities

Cash flows from investing activities
Collection of note receivable
Inierest earned on investmenis

Net cash provided (used) by
investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
(includes restricted assets of $27,636,828
and $28,558,239 for 2007 and 2006,
respeciively)

Cash and cash equivalents at end of year
(includes restricied assets of $9,326,964
and $27,636,828 for 2007 and 20086,
respecitively)

o
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2007 2006
$ 9,336,660 $ 8,958,584
(1,915,756)  (2,193,192)
(3,095,782)  (2,806,683)
224,583 173,338
4,549,705 4,132,047
(23,737,828)  (4,246,448)

18,330 -
623,109 355,667

(222,200) -
3,044,979 1,251,474
(3,074,292)  (2,195,173)
(1,407,744) _ (1,517,884)
$(24.755,646) $ (6.352,364)
24,966 24,524
1,027,409 1,152,405
1,052,375 1,176,929

(19,153,566)

29,143,508

(1,043,388)

30,186,696

$ 9.989.742

$29,143.308




HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

STATEMENT OF CASH FLOWS (continued)

For the years ended June 30, 2007 and 2006

Reconciliation of Operating Income to Cash Flows from Operating Activities

Cash flows from operating activities

Income from operations
Adjustments to reconcile net income to cash
provided by operating aciivities
Depreciation
Change in assets and liabilities
Change in accounts receivable
Change in inventory
Change in prepaid expenses
Change in accounts payable
Change in cusiomer deposits
Change in accrued salaries
and compensaied absences
Change in consiruction retainage payable

Nat cash provided by operating aciivities

Supplemenial Disclosures of Cash Flows Information

Cash paid during the period for:
Interest expense (net of $0 and $0 capitalized
interesti for 2007 and 2006, respectively)

ar

Exhibit ©

2007 2006
$1,31,211  $ 993,954
2,451,776 2,371,873
(125,497) 95,412
2,770 (59,101)
(9,105) (304,908)
179,370 932,860
(6,707) 2,180
684 (70,152)
925,203 169,927
$ 4549705  $4,132,047

$ 1,407,744

See accompanying notes to finanaial statemants,

b

$ 1,517,884
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HOPIINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGKY
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Reporiing eniity

The Hopkinsville Water Environment Authority (HWEA) is responsible for sewerage and
water service for residents of the City of Hopkinsville, KY (City), the City of Pembroke,
KY and the City of Crofton, KY. The City’s governing body appoinis the HWEA’s
governing board. The City's governing body also approves the rates for user charges
and bond issuance authorizations. The legal liability for the general obligation portion
of the HWEA's debt remains with the City. The HWEA is shown as a discretely
presented component unit in the City’s financial statements.

Basis of accounting

The operations of the HWEA are accounted for as a governmental enterprise fund, a
proprietary fund type. Enterprise funds are used o account for operations which are
financed and operated in a manner similar to private business enterprises in that costs
(expenses, including depreciation) of providing goods or services io the general public
on a continuing basis are financed or recovered primarily through user charges.
Proprietary fund types use the accrual basis of accouniing whereby revenues are
recognized when they are earned and expenses are recognized when they are
incurred. The HWEA applies all applicable FASB pronouncementis in accounting and
reporiing its operations.

The basic financial statements includes a statement of net assels, a staiement of
revenues, expenses, and changes in net asseis and a statement of cash flows. i
requires the classification of net asseis into three componenis - invested in capiial
assets, net of related debt; restricied; and unrestricted. These classifications are
defined as follows:

L1 I nvesied in capital assets, net of related debt - This component of net assels
consists of capital assets, including restricted capital assets, net of
accumulaied depreciation and reduced by the outstanding balances of any
bonds, morigages, notes or other borrowings that are atfributable io the
acquisition, construction, or improvement of those assets. If there are significant
unspent related debt proceeds at year-end, the portion of the debt atiributable
to the unspent proceeds are not included in the calculation of invesied in
capital asseis, net of related debt. Rather, that portion of the debt is included in
the same net assets component as the unspent proceeds.

[0 R estricted - This component of net assets consists of constraints placed on net
assets through external consiraints imposed by creditors (such as through debt
covenanis), grantors, contributors, or laws or regulations of other governmenis
or constrainis imposed by law through constitutional provisions or enabling
legislation.
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HOPIINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPIINSVILLE, KENTUGKY
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

b. Basis of accounting, coniinued

[0 Unrest ricted net assets — This component of net assets consists of net asseis
that do not meet the definition of “restricted” or “invested in capital asseis, net
of relaied debt.”

It is required that the statemeni of revenues, expenses, and changes in net asseils
distinguish between operating and nonoperating revenues and expenses. Operating
revenues and expenses are revenues generated or expenses incurred from providing
goods and services. Nonoperating revenues are those not derived from the basic
operations of a business. Nonoperating expenses are expenses incuried in the
performance of activities not directly relaied to supplying the basic service of the entity.

Separaie accounting

On December 17, 1992, the HWEA was approved for a low interest loan from ihe
Kentucky Infrastructure Authority (KIA). Due to federal requirements under this loan
program, the HWEA as of July 1, 1993, began accounting for the water and sewer
systems separately. (See Supplemenial Schedules)

Cash and cash equivalents, deposiis and investments

The HWEA invesis all deposiis not necessary for current expenditures. Investmenis
are stated at cost, which approximates market value.

Kentucky Revised Staiute 66.480 permiis the HWEA {o invest in U.S. Treasury
obligaiions, U.S. Agency obligations, ceriain Federal instruments, repurchase
agreements, commercial banks' certificates of deposits, savings and loan deposiis and
the Commonwealth of Kentucky investment pool.

As security for deposiis of the HWEA, any bank doing such business is generally
required to pledge securities in an amount to exceed funds on deposit by the HWEA.
In addition, the HWEA is insured under FDIC up to $100,000.00 at each bank.

For purposes of the statement of cash flows, the HWEA considers all highly liquid
investmenis with maturity of three months or less when purchased o be cash
equivalents.

Inventories

Inveniories consist of expendable supplies held for consumption stated at cost, which
approximates market, determined by the weighted-average method.

Prepaid expenses

Payments made to vendors for services that will benefit periods beyond year-end are
recordad as prepaid expenses.

ol
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPOMENT UNIT OF THE GITY OF HOPKINSVILLE, KENTUGIKKY
NOTES TO FINANGIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

g. Resiricted asseis

Certain proceeds of revenue bonds of the HWEA, as well as certain resources set
aside for their repayment, are classified as restricted assets on the Statement of Net
Assets because their use is limited by applicable bond covenants. The "Bond and
Interest Redemption” account is used o segregate resources accumulated for debt
service paymentis over the next twelve months. The "Depreciation” and "Equipment
Maintenance & Replacement” accounis are used to repori resources sei aside for
unusual or extraordinary maintenance, repairs, renewals and/or replacements or
extensions, additions and/or improvemenis. The "Construction" account is used io
report bond proceeds restricted for use in the cost of fuiure expansion and
rehabilitation. The "Unemployment” account is used to accumulate funds to provide
for possible claims. Reservations of equity show amounts that are not appropriaie for
expenditures or are legally restricted for specific uses. HWEA first applies resiricted
resources for expenditures for which both restricted and unrestricted net assels are
available.

Fixed asseis

Property, plant and equipment are recorded at cost and depreciated using the straighi-
line method over estimated useful lives. Property, plant and equipment donatied io the
HWEA are recorded at their estimated fair value at the daie of donation.

Major outlays for capital assets and improvemenis are capitalized as projecis are
consirucied. Interest incurred during the construction phase of fixed assets is reflecied
in the capitalized value of the asset consiructed, net of interest earned on the invested
proceeds over the same period.

Compensated absences

Accumulated unpaid vacation pay and other employee benefits amounts are accrued
when incurred if significant at year-end. At June 30, 2007 and 2006, these liabilities
included vacation pay of $108,278 and $108,534, respectively, to be taken as terminal
pay upon retirement.

Long-term debt

Bond discounts and issuance costs are deferred and reported as deferred charges on
the statement of net assets. These cosis are amortized over the term of the bonds
using the straight-line method, which approximates the effective interest method.
HWEA issued new bonds during 2005 and 2002, the proceeds of which were used io
refund older bonds; and also in 2005, to provide funds for the Lake Barkley Raw Waier
Project. GASBS No. 23 requires that the difference between ihe reacquisition price
and the net cartying amouni of the old debi be deferred and amoriized as a
component of interest expense.



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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
k. Capiial Coniributions

Contributed capital is recorded for receipi of capital granis or coniributions from
developers, customers or other sources.

.  Net Assets

Net assets comprise the various net earnings from operating and non-operating
revenues, expenses and contributions of capital. Net assets are classified in ihe
following three components: invested in capital assets, net of related liabilities;
restricted for capital aciivity and debi service; and unresiricted net assefs.
Unrestricted net asseis represent the net asseis available for future operations or
distribution.

m. Estimates

The preparation of financial statemenis in conformity with generally accepied
accounting principles 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 daie of the financial staiemenis and the reporied amounis of
revenues and expenses during the reporting period. Actual resulis could differ from
those estimates.

RECEIVABLES
Net receivables included the following:
2007 2006
Cusiomer accounis receivable $713,668 $588,171
Allowance for uncollectible -0- -0~

Uncollectible accounts are writien off as bad debis in the period in which, in
management’s opinion, collection is unlikely. Normally, all accounts over 90 days old are
written off as bad debis.

The HWEA has a note receivable from the Christian County Board of Education for
installation of sewer lines, due in annual installments of $33,118 including interest at 1.8%
and a .2% adminisirative fee, due June 30, 2019. The balance of this receivable was
$368,551 and $393,517 at June 30, 2007 and 2006, respeciively.

i1+
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HOPIKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKY
NOTES TO FINANCIAL STATEMENTS

RECEIVABLES, continued

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

2007 2006
Accounts charged off in current period $ 54,888 65,315
Recovery of accounis previously charged off (13.443) (14,921)
Net bad debts $ 41,445 $ 50,394

INVENTORY

Inventory as of June 30, 2007 and 2006, consisied of materials and supplies with a cost of
$246,541 and $249,311, respectively.

PROPERTY, PLANT AND EQUIPMENT

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

2006 2006 Life (Years)
Water System $ 38,730,022 §$37,776,492 10 - 50
Sewer Sysiem 55,500,199 54,696,708 20 - 50
General Plant 2,581,658 2,224 465 4-10
96,811,879 94,697,665
Unclassified Plant 27,665,613 6,103,573

Total property, plant, and equipment $124.477.492 $100.801.238

Depreciation expense (including amoriization of capitalized assets) for the years ended
June 30, 2007 and June 30, 2006 was $2,451,776 and $2,371,873, respeciively.

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 io operations during 2007 and 2006 was $146,699 and
$146,700, respectively.



HOPIKIN

ILLE WATER

ENVIRONMENT AUTHORITY

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

NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT

Long-ierm debt at June 30 is as follows:

Revenue Bonds: Rate 2007 2006
Series 1993 Maturing 2007 3.54% 10 4.86% 408,117 $ 758,215
Series 2002 Maturing 2007 1.50% o 3.40% 915,000 1,845,000
Series 2005 A Maturing 2026 3.375% 10 4.00% 25,085,000 25,635,000
Series 2005 B Maturing 2017 3.00% io 3.625% 1,385,000 1,500,000

Total Bonded Indebtedness 27,793,117 _ 29,738,215
KIA Loans:
KIA Fund A Wastewater-Maturing 2016 1.2% 4,418,274 4,909,146
KIA Fund B Water Plant-Maturing 2026 1.9% 3,485,757 3,636,796
KIA Fund A Phase lI-Maturing 2018 1.8% 1,895,717 2,050,239
KIA Fund A Wastewater-Maturing 2017 1.2% 127,330 141,474
KIA Fund A —Maturing 2020 0.4% 411,287 443,311
KIA Fund A Phase lll-Maturing 2021 3.8% 628,811 663,888
KIA Fund A Phase IV-Maturing 2026 1% 4,384,021 4,267,637
KIA Fund F, Drinking Water (Maturity
not established-loan not closed) 1% 1,513,593 1,513,593
KIA Fund A Phase V (Maturity
not established-loan not closed) 1% 2,182,502 1,336,540
KIA Fund F Water (Maturity
not established-loan not closed) 3% 1,883,019
Total KIA Loans 20,930,311 _18,962,624
City of Hopkinsville-note payable - 114,058 114,971
City of Crofton-note payable; due 2009 5% 109,756 160,745
Total debt 48,947,242 48,976,555
Maturities due within one year (3,152,165) _ (2,871,538)

Long-term debt

$45.795.077 $46.105.,017




HOPKINSVILLE WATER ENVIRONMMENT AUTHORITY
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGIY
NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT, continued

The revenue of the waier and sewer sysitem 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 o 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 coniain
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, 2007 and 2006.

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
o be repaid quarterly in the amount of two (2) cents for each one thousand (1,000) gallons
of water sold by ii to any customer in Commerce Park.

During the year ended June 30, 2007, the following changes occurred in long-term
liabilities:

Principal Principal Due
Ouistanding QOutstanding Within
July 1,2006 _ Additions ~ Reductions  June 30, 2007  One Year
Revenue Bonds $ 29,738,215 § - $1,945,008  § 27,793,117 $ 1,993,117
Notes Payable 19,238,340 _ 3.044979 1,129,194 21,154,125 _ 1,159,048
Total $ 48976555 $3.044.979 $3.074292 §48947.242 $§ 3.152.165

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

2007 2006
Bond and interest redemption fund $ 974,752 $ 1,057,649
Depreciation fund 1,309,029 1,306,063
KIA maintenance and replacement reserve fund 773,682 771,422
Construction fund 6,247,071 24,480,368
Unemployment fund 22,430 21,326
Total restricted funds $ 9326964 $27.636.828

Total interest for 2007 and 2006 was $1,541,299 and $1,729,324, respectively, of which all
was expensed.
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HOPKRINSVILLE WATER ENVIRONMENT AUTHORIT
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGKY
NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT, continued

The annual requiremenis to amortize long-ierm debt as of June 30, 2007, including
interest payments are as follows:

2008 $ 4,402,145
2009 3,449,224
2010 3,397,954
2011 3,394,371
2012 3,393,862
2013-2017 16,144,113
2018-2022 12,404,082
2023-2026 9,400,178
Undetermined (loans not closed) 5,693,172
Less interest (12,731,859)
$48,947.242

Defeased Bonds Ouistanding

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

Accordingly, the trusi account asseis and liabilities for the defeased bonds are not
included in the HWEA'’s financial statements. Although defeased, ihe refunded debt from
these earlier issues will not be aciually retired uniil the call dates have come due or uniil
maturity if they are not callable issues. On June 30, 2007 and 2006, the amouni of bonds
ouistanding 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 muliiple-employer defined benefit plan administered by the Board of
Trustees of Keniucky Retirement Systems (KRS). CERS provides retirement, disability, and
death benefits o plan members. Retirement benefits may be exiended io beneficiaries of
plan members under ceriain circumstances. Cosi-of-living adjustmenis (COLA) are
provided at the discretion of the State Legislature. Section 61.645 of ithe Keniucky Revised
Statutes assigns the authority to establish and amend benefit provisions to the KRS Board
of Trustees. The Keniucky Retirementi System issues a publicly available financial report
that includes financial statements and required supplementary informaiion for CERS. That
report may be obiained by writing to Keniucky Retirement Systems, 1260 Louisville Road,
Frankiori, Kentucky 40601 or by calling 1-502-564-4646.
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HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPOMNENT UNIT OF THE GITY OF HOPKINSVILLE, KENTUGKY

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 coniribute at an actuarially determined rate.
The current raie is 13.19% 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, 2007,
2006, and 2005 was $316,358, $264,839, and $184,789, respeciively, and 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 o budgeted amounts for year ended June 30, 2007, are as
follows:

Variance
Favorable
Budgei Actual (Unfavorable)
Operating Revenues $ 9,171,080 $ 9,693,447 $ 522,367
Operating Expenses (5,700,750) (6,110,460) (409,710)
Depreciation Expense (2,392,530) (2,451,776) (59.246)
Operating Income 1,077,800 1,131,211 53,411
Non-Operating Revenues 1,246,500 1,668,849 422,349
Non-Operaiing Expenses (1,542,590) (1.764,199) (221,609)
Net Income $ 781.710 $ 1.035.861 $ 254,151

DEPOSITS AND INVESTMENTS
Custodial Credit Risk

Custodial credit risk for deposits is the risk thai 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 $6,871,682 and the bank balance was $1,971,237. 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, 2007, none of the HWEA’s deposited
funds were exposed to custodial credit risk.

CONTINGENCIES
HWEA has one legal action and proceeding pending. Litigation is subject io many

unceriainiies, and the ouicome of individual litigaied matiers is not prediciable with
assurance.



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

CONTINGENCIES, continued

No accruals have been established for the matiers noted above because ithe amount of
possible loss or range of loss cannoi be reasonably estimated. Management does not
expect that such maiters would have a maierial adverse affect on future financial
statements for a particular year, although such an outcome is possible.

Under the terms of federal and siate grants, periodic audits are required and certain cosis
may be questioned as not being appropriate expenditures under the terms of the grants.
Such audits could lead to reimbursement of the grant monies to the granting agencies.
HWEA management believes that disallowances, ii any, will be immaterial.

RISK MANAGEMENT

The HWEA is exposed to various risks of loss related to toris, 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 resuliing 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. Clain liabilities are calculated considering the effecis
of inflation, recent claim setflement irends including frequency and amount of payouis and
other economic and social faciors.

The HWEA's health insurance premiums are composed of a fixed and a variable poriion.
The variable portion is based on aciual claims experienced during the year and fluciuaies
each month based on claims. Premiums accrued for health insurance are based on the
year-io-date claims experience of HWEA. At June 30, 2007, the claims liability was
$40,360. Changes in the claims liability during the last year is as foliows:

Balance at Claims and Balance at
Beginning of Changes in Claims End of
Fiscal Year Estimates Pavmenis Fiscal Year

2006-2007 $20,428 $430,052 $410,120 $40,360
CONSTRUCTION COMMITMENT
At June 30, 2007, the HWEA had one material project pending, the Lake Barkley Raw

Waier Supply project. The iotal expenditures for the coniract at the end of the year was
approximately $25.1 million with approximately $3.4 million remaining for the project.



SCHEDULE 4

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
COMBINING STATEMENT OF NET ASSETS
June 30, 2007

ASSETS
Hopkinsville Pembroke Crofton Totals
Water Sewer Water Sewer Water Sewer
Current assels
Cash
Petty cash and change fund $ 1,200 $ 1,200 $ - $ - $ - $ - $ 2,400
Health claims fund 5,464 5464 - - - - 10,928
Employee reimbursement fund 6,996 - - - - - 6,996
Revenue fund - 35,768 - - - - 35,768
Operation and maintenance fund 123,886 123,886 88,787 88,787 90,670 90,670 506,686
Total cash 137,546 166,318 88,787 88,787 90,670 90,670 662,778
Receivables 415,073 258,080 8,255 5,088 15,992 10,280 713,668
Inveniory 246,541 - - - - - 2486 541
Prepaid expense 157,005 157,006 - - - - 314,011
Total current assets 956,165 581,404 97,042 94,775 106,662 100,950 1,936,998

Restricted assets

Bond and interest redemption fund

Investments 968,935 5,817 - - - - Q74,752
Accrued interest - - - - - - -

Subtotal 968,935 5817 - - - - 974,752

Depreciation fund

Investments 807,747 500,000 - - - - 1,307,747
Accrued interest 641 641 - - - - 1,282
Subtotal 808,388 500,641 - - - - 1,309,029

Equiprnent maintenance and
replacement reserve

Investments - 765,032 - - - - 765,032
Accrued interest - 8,650 - - - - 3,650
Subtotal $ - $§ 773,682 $ - $ - $ - $ - $ 773,682
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SCHEDULE 4

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
COMBINING STATEMENT OF NET ASSETS (continued)
June 30, 2007

ASSETS (continued)
Hopkinsville Pembroke Crofion Totals
Water Sewer Water Sewer Water Sewer

Restricted assets (continued)
Construction fund A
Checking accounts ‘ 6,247,074 - $ - $ - $ - $ - $ 6,247,071
Reiainage fund - - - - - ~

Subtotal 6,247,071 - - - - - 6,247,071

Unemployment fund

Invesiments 11,103 11,103 - - - - 22,208
Accrued interest 112 112 - - - - 224
Subiotal 11,215 11,215 - - - - 22,430
Total resiricted assets 8,035,609 1,291,355 - - - - 9,326,964
Property, plant and equipment
Property and plant 38,033,296 54,082 603 229,953 200,506 486,772 1,217,091 94,230,221
General plant 1,183,268 1,398,390 - - - - 2,581,658
Unelassified plant 25,441 447 2,224 166 - - - - 27,665,613
64,658,011 57,705,159 229,953 200,506 466,772 1,217,081 124 477 492
Less accumulated depreciation 18,835,067 24 959 974 52,268 114,102 104,169 582,880 44 643 460
Net property, plant & equipment 45,822 944 32,745 185 177,685 86.404 362,603 634,211 79,629,032
Receivable - CCBE - 368,551 ~ - - - 368,551
Receivable- Crofton division 289,000 - - - - - 289,000
289,000 368,551 ~ - - - 657,551
Deferred charges
Fiscal agency fees - revenue
bonds 330,004 - ~ - - - 330,004
Unamortized discount revenue
bonds 450,423 16,885 - - - - 487,308
Total deferred charges 780,427 16,885 - - - - 797,312
Total assets $ 55,884,145 $ 35,003,380 $274,727 $181,179 $469,265 $ 735,161 $ 92 547,857
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LIABILITIES AND EQUITY

Current liabilities

Current portion of long-term debt

Customer deposits

Accrued interest on KIA loans
Accounts payable

Accrued salaries and
coimpensated absences

Total current liabilities

Payable from restricted assets
Accounts payable

Current portion of long term-debt

Accrued interest on
indebtedness
Construction retainage payable

Long-term debt

Revenue bonds payable (net of
current maturities)

KIA loan payable (net of current
maturities)

Crofton division-note payable

City of Crofton-note payable (net
of current maturities)

City of Hopkinsville-note payable

Total liabilities
Net asseats
Invested in capital assets,
nei of related dehi
Net assets, restricted
Net assets, unrestricted

Total het assets

Total liabilities and net assets

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE C
COMBINING STATEMENT

ITY OF HOPKINSVILLE, KENTUCKY
OF NET ASSETS (continued)

June 30, 2007

SCHEDULE 1

Hopkinsville Pembroke Crofton

Water Sewer Water Sewer Water Sewer Totals
$ 153,923 $ 907,379 $ 12,056 $ - $ 18,078 $ 16,076 $ 1,105,510
79,148 25,146 - - - - 104,294
6,100 10,409 127 - 103 103 16,842
202,432 121,610 - - - - 324,042
61,301 70,557 - - - - 131,858
502,904 1,135,101 12,183 - 16,179 16,179 1,682,546
1,201,537 - - - - - 1,201,537
1,352,615 640,500 - - 26,770 26,770 2,048,655
265,500 11,647 - - 686 686 278,519
1,061,206 122278 ~ - - - 1,183,484
25,800,000 - - - - - 25,800,000
6,728,446 12,601,946 115,276 - 189,568 189,568 19,824,803
- - - - 289,000 - 289,000
- - - - 28,108 28,108 56,216
114,058 - - - - - 114,058
37,026,266 14,511,472 127,459 - 550,311 261,311 52,476,818
9,819,986 18,467 911 50,226 86,404 129,401 401,009 29,054 936
8,035,609 1,291,355 - - - - 9,326,964
902,284 732,642 97,042 94775 (210,446) 72,842 1.688,139
18,857,879 20,491,908 147,268 181,179 (81,046) 473,851 40,071,039
$ 55,884,145 $ 35,003,380 $274.727 $181.179 $469.265 $ 735,161 $§ 92,547 857
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SCHEDULE 2

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
COMBINING STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS
For the Year ended June 30, 2007

Hopkinsville Pembroke Crofton
Water Sewer Water Sewer Water Sewer Totals
Operating revenues $ 4878272 $§ 4364499 $ 88,684 $ 77,834 $ 169,264 $ 114,894 $ 9,603,447
Operating expenses
Water source of supply 66,156 - - - - - 66,156
Water purification 1,234,904 - 423 - 1,882 - 1,237,209
Water distribution 487,212 - 26,308 - 56,640 - 569,160
Sewerage plant - 1,209,749 - 12,165 - 13,145 1,235,059
Sewerage mains and laterals - 133,917 - 27,738 - 10,019 171,674
Administrative and general 1,368,125 1,262,051 4,684 3.664 8,385 6,632 2,643441
Technical services 91,502 96,259 - - - - 187,761
Depreciation 904,371 1.424,953 6,233 15,106 16,308 84,805 2,451,778
Total operating expenses 4,142,270 4 126,929 37.648 58,673 82,215 114,501 8,562,236
Income from operations 736,002 237,570 51,036 19,161 87,048 393 1,131,211
Non-operating revenues (expenses)
interest revenue 927,526 99,883 - - - - 1,027,408
Gain (loss) on sale of fixed assets 9,000 9,330 - - - - 18,330
interest on bonded indebtedness (1.235,029) {297,307) - 333 (4,998) (4,998) (1.541,999)
Total non-operating revenues
(expenses) (298.503) (188,094) - 333 (4,998) (4,998) (496,260)
Income (loss) before contributions and 437 499 49,476 51,036 19,494 82,051 (4,605) 634,951
operating transfers
Capital contributions
Capital assets provided by developers 388,526 234 584 - - - - 623,110
Transfers (to) from
Capital credit to City (222,200) - - - - - (222.200)
Operating transfers in (out) 17.634 340,810 (158,024) 38,970 (121.431) (117.959) -
Net income 521,459 624,870 (106,988) 58.464 (39,380) (122,564) 1,035,861
Net assets, beginning of year 18,236,420 19,867,038 254,256 122,715 (41,666) 596,415 39,035,178
Net assets, end of year $ 18,857,879 $ 20,491,908 $147,268 $181,179 $ (81,046) $ 473,851 $ 40,071,039
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Descriptions

Water

Land

Struciures

Elevaied tanks

Transmission mains

Distribution mains

Services

Meters and installation

Hydrants

Puriiication structures

Purification equipment

Cast iron pipe lines

Electric pumping equipment

Auxiliary power units

Quarry - raw water supply
Interest during construction

Total water plant

General
Transportation equipment
Tractors & backhoes
General equipment
Office furniture and fixtures

Two-way radio equipment
Computer equipment

Total general plant

Unclassified plant
Construction in progress

Total water plant

SCHEDULE 3

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SUMMARY OF PROPERTY, PLANT AND EQUIPMENT
June 30, 2007

ASSETS ACCUMULATED DEPRECIATION
Depreciatsd
Balance Balance Balance Balance values

June 30, 2006. Additions Retirements  June 30, 2007 June 30, 2006 Additions Retirements  June 30, 2007 June 30, 2007
$ 525,248 $ 15,037 - $ 540,285 $ - $ - $ - $ - $ 540,285
2,746,438 59,305 - 2,805,743 1,133,203 58,305 - 1,191,508 1,614,235
2,451.398 20,925 - 2472323 1,380,652 50,200 - 1,430,852 1,041,471
196,595 - - 196,595 184,281 2,239 - 186,520 10,075
13,278,554 560,033 - 13,838,587 5,577,771 250,224 - 5,827,995 8,010,592
2,167,573 120,986 - 2,288,559 1,024,699 45,827 - 1,070,526 1,218,033
2,190,556 91,670 - 2,282,226 1,887,096 62,116 - 1,949,212 333,014
763,304 66,346 - 829,650 358,140 18,200 - 376,340 453,310
7,496,910 1,135 - 7,498,045 2,182,060 148,881 - 2,330,941 5,167,104
4,555,953 7,833 - 4,563,786 2,752,659 171,122 - 2,923,781 1,640,005

44 436 - - 44,436 38,645 772 - 39417 5,019
402,888 10,260 - 443,148 236,778 13,363 - 250,141 163,007
128,790 - - 128,790 128,790 - - 128,790 -
784,872 - - 784,872 319,686 30,839 - 350,525 434,347
42977 - - 42,977 27,094 739 - 27,833 15,144
37,776,492 953,530 - 38,730,022 17,231,554 852,827 - 18,084,381 20,645,641
265,805 11,281 - 277,086 217,962 19,212 - 237,174 39,912
71,417 68,966 25,793 114,590 69,518 8,468 25,793 52,193 62,397
286,942 3,949 - 290,891 185,635 10,283 - 195,918 94 973
136,149 - - 136,149 127,489 2,539 - 130,028 6,121
10,604 - - 10,604 7.069 2,121 - 9,190 1,414
342,132 11.815 - 353,947 251,156 31,464 - 282,620 71,327
1,113,048 96,011 25,793 1,183,267 858,829 74,087 25,793 907,123 276,144
4,334,112 21.461.342 354,007 25,441,447 - - - - 25,441 447

$ 43,223,653 $22,510,883 $379,800 $ 65,354,736 $ 18,090,383 $ 926,914 $ 25,793 $ 18,991,504 $ 46,363,232
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SCHEDULE =

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SUMMARY OF PROPERTY, PLANT AND EQUKPMENT(conﬁnued)
June 30, 2007

ASSETS ACCUMULATED DEPRECIATION
Depreciaisd
Balance Balance Balance Balance values
June 30, 2006 Additions Retirements June 30, 2007 June 30, 2006 Additions Retirements _ June 30, 2007 June 30, 2007
Descriptions
Land $ 326,412 $ 15,037 $ - $ 341,449 $ - $ - $ - $ - $ 341,449
Buildings 1,252,603 55,562 - 1,308,165 570,061 25,941 - 596,002 712,183
Wastewater treatment plants
MNorthside 8,793,750 67,685 - 8,861,435 4,966,176 221419 - 5,187,595 3,673,840
Hammond-Wood 11,579,541 32,259 - 11,611,800 5,334,014 356,435 - 5,690,449 5,921,251
Machinery and eguipment 2,614,220 - - 2,614,220 1,320,154 118,268 - 1,438,422 1,175,798
Pumping stations 2,355,782 113,588 - 2,489,370 1,135,163 109,829 - 1.244 992 1,224 378
Mains and laterals 27,601,261 519,359 - 28,120,620 9.834,443 596,864 - 10,431,307 17,889,213
Interest during construction 173,140 - - 173,140 41,840 4,329 - 46,169 126,971
Total sewerage plant 54 696,709 803,490 - 55,500,199 23,201,851 1,433,085 - 24,634,936 30,865,263
General
Transportation equipment 369,320 11.281 9,990 370,611 320,892 19,774 9,990 330,676 39,935
Tractors & backhoes 71,418 - 25,793 45,625 69,518 1.900 25,793 45,625 -
General equipment 202,198 301,965 - 504,163 151,751 24353 - 176,104 328,059
Office furniture and fixtures 131,716 - - 131,716 122,911 2,087 - 124,998 5.718
Two-way radio equipment 10,604 - - 10,604 7,423 2121 - 9,544 1,050
Computer equipment 326,160 9,512 - 335,672 250,577 27,093 - 277,670 58,002
Totai general plant 1,111.416 322,758 35,783 1,398,391 923,072 77,328 35,783 964,617 433,774
Unelassified plant

Engineering fees 144 502 - - 144 502 42,953 14,450 - 57,403 37,099
Construction in progress 1,624,959 454 705 - 2,079,664 - - - - 2,079,664
Total sewer piant $ 57577586 § 1,580,953 $ 35783 $ 58,122,756 $ 24,187,875 $ 1.524 863 $ 35783 $ 25656,956 $ 33,465,800
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

SUMMARY OF SINKING FUND REQUIREMENTS
June 30, 2007

Bonds Due Total Debt
Fiscal Year 1993 2002 2005 A 2005 B Service

2008 418,034 930,555 1,505,049 163,563 3,017,201
2009 - - 1,904,314 159,963 2,064,277
2010 - - 1,905,818 166,213 2,072,031
2011 - - 1,906,139 162,312 2,068,451
2012 - - 1,904 605 163,337 2,067,942
2013 - - 1,905,405 164,037 2,069,442
2014 - - 1,903,645 164,316 2,067,961
2015 - - 1,904,893 164,244 2,069,137
2016 - - 1,902,600 163,809 2,066,409
2017 - - 1,901,600 163,000 2,064,600
2018 - - 1,803,500 - 1,903,500
2019 - - 1,903,200 - 1,903,200
2020 - - 1,905,600 - 1,905,600
2021 - - 1,805,600 - 1,905,800
2022 - - 1,903,200 - 1,903,200
2023 - - 1,903,300 - 1,903,300
2024 - - 1,200,800 - 1,900,800
2025 - - 1,905,500 - 1,905,500
2026 - - 1,002,300 - 1,902,300

418,034 $ 930,555 $ 35,777,068 $ 1,634,794 $ 38,760,451
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The sinking fund reserve requirement is the maximum total debt service on bonds due in
future years. Therefore, the sinking fund reserve requirement as of June 30, 2007 is
$3.017,201. The HWEA is setling aside funds to meet this requirement.

SCHEDULE £



SCHEDULE 5
HOPKIMSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPIKINSVILLE, KENTUCIKY
SCHEDULE OF OPERATING EXPENSES
For the Years Ended June 30, 2007 and 2006
2007 2006
% of Net % of Net
Amount Revenues Amount Revenues
Water Source of Supply
Labor $ 5,193 0.05% $ 5,036 0.06%
Supplies 394 0.00% 554 0.01%
Utilities 52,052 0.56% 41,924 0.46%
Grounds and maintenance 7,617 0.08% 2577 0.03%
Total water source of supply 66,156 0.70% 50,091 0.55%
Water Purification
Supervision 48,875 0.52% 49,327 0.55%
Labor 294,929 3.11% 269,103 2.98%
Chemicals 461,239 4.87% 501,397 5.55%
Maintenance to siructures 4144 0.04% 1,867 0.02%
Maintenance to equipment 24,003 0.25% 28,122 0.31%
Supplies 15,120 0.16% 10,584 0.12%
Maintenance to reservoirs and tanks 192 0.00% 3,499 0.04%
Utilities 298,401 3.15% 271,059 3.00%
Training and education 798 0.01% 743 0.01%
L.aboratory work 57,883 0.61% 56,440 0.62%
L.aboratory supplies and expense 20,571 0.22% 16,494 0.18%
Plant security - 0.00% 27 0.00%
Grounds and mainienance 4,329 0.05% 1,744 0.02%
Transportation expense 6,149 0.06% 4,984 0.06%
Miscellaneous 576 0.01% 781 0.01%
Total water purification 1,237,209 13.06% 1,216,171 13.46%
Water Distribution
Supervision 54,519 0.58% 50,601 0.56%
Labor 237,784 2.51% 221,397 2.45%
Supplies 106,808 1.13% 105,237 1.16%
Repairs to structures - 0.00% - 0.00%
Repairs to distribution mains 45,057 0.48% 52,117 0.58%
Repairs to services 12,935 0.14% 16,211 0.18%
Repair to meters 1,206 0.01% 2,385 0.03%
Removing and resetting meters 47,826 0.50% 45,419 0.50%
Repairs to fire hydrants 954 0.01% 2,435 0.03%
Transportation expense 30,181 0.32% 31,624 0.35%
Gas, oil, tires, etc-tractor/compressor 18,111 0.19% 20,980 023%
Grounds and maintenance 10,381 0.11% 10,969 0.12%
Training, education and licenses 1,382 0.01% 1,781 0.02%
Small tools 2,016 0.02% 296 0.00%
Miscellansous - 0.00% 62 0.00%
Total water distribution 569,160 6.01% 561,514 6.22%
Subtotal carried forward S 1,872,625 19.77% S 1.B27,776 20.23%




SCHEDULE 5
HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGICY
SCHEDULE OF OPERATING EXPENSES (continued)
For the Years Ended June 30, 2007 and 2006

2007 2006
% of Net % of Net
Amount Revenues Amount Revenues
Subtotal carried forward $ 1,872,525 19.77% $ 1,827,776 20.23%
Water Technical Services
Labor 84,794 0.90% 78,212 0.87%
Supplies 1,766 0.02% 1,866 0.02%
Training, education and licenses 494 0.01% 639 0.01%
Transportation expense 4,049 0.04% 5,061 0.06%
Miscellaneous 399 0.00% 415 0.00%
Total water technical services 91,502 0.97% 86,193 0.95%
Water Administrative and General
Commissioners' fees 3,000 0.03% 3,000 0.03%
Office salaries 315,917 3.34% 315,818 3.50%
Meter reading and collecting salaries 49,208 0.52% 43,760 0.48%
Employee benefiis 616,107 6.51% 472,262 5.23%
Office supplies 33,392 0.35% 37,290 0.41%
Postage 22,679 0.24% 23,143 0.26%
Telephone 16,522 0.17% 16,813 0.19%
Insurance and bonds 152,453 1.61% 132,063 1.46%
Professional services 30,928 0.33% 37416 0.41%
Safety program 32,063 0.34% 31,073 0.34%
Office building mainienance 31,139 0.33% 30,745 0.34%
Bad debts, net 24,920 0.26% 28,579 0.32%
Training, education and licenses 990 0.01% 2,898 0.03%
Transportation expense 10,488 0.11% 8,821 0.10%
Miscellaneous 31,388 0.33% 31,989 0.35%
Total water adminisirative
and general 1,371,194 14.48% 1,215,670 13.46%

Total water operating expense
other than depreciation $ 3,335,221 35.21% $ 3,129,639 34.64%




SCHEDULE &
HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KEMTUCIKY
SCHEDULE OF OPERATING EXPENSES (continued)
For the Years Ended June 30, 2007 and 2006

2007 2006
% of Net % of Net
Amount Revenues Amount Revenues
Wastewater Treatment Plant
Supervision $ 51,332 0.54% $ 50,393 0.56%
Labor 258,594 2.73% 248,215 2.75%
Chemicals and materials 37,354 0.39% 34,366 0.38%
Supplies and tools 12,797 0.14% 13,189 0.15%
Lights, power, water, and fuel oil 433,210 4.57% 409,090 4.53%
Transportation expense 20,470 0.22% 19,890 0.22%
Repairs - machinery and equipment 29,138 0.31% 36,149 0.40%
Repairs - buildings 3,746 0.04% 2,446 0.03%
Maintenance of pump stations 135,648 1.43% 103,615 1.15%
Laboratory work 092,726 0.98% 95,999 1.06%
Laboraiory supplies and expense 17,204 0.18% 12,537 0.14%
Permit - pretreatment compliance 40,590 0.43% 36,172 0.40%
Sludge disposal 102,125 1.08% 87,949 0.97%
Training, education and licenses 125 0.00% 420 0.00%
Miscellaneous - 0.00% 109 0.00%
Total sewerage plant 1,235,059 13.04% 1,150,539 12.74%
Wastewater Mains and Laterals
Supervision 35,693 0.38% 33,086 0.37%
Labor 70,176 0.74% 54,662 0.61%
Supplies and iools 40,184 0.42% 32,309 0.36%
Repairs - mains and laterals 11,894 0.13% 19,333 0.21%
Repairs - truck and
sewerage equipment 175 0.00% 2,779 0.03%
Gas, oil, and tires 4,786 0.05% 4.816 0.05%
Developer rebates 8,766 0.09% 9,258 0.10%
Total sewerage mains and laterals 171,674 1.81% 156,243 1.73%
Wastewater Technical Services
Labor 89,504 0.95% 85,234 0.94%
Supplies 1,766 0.02% 1,866 0.02%
Training, education and licenses 494 0.01% 639 0.01%
Transportation expense 4,063 0.04% 5,063 0.06%
Miscellaneous 432 0.00% 413 0.00%
Total sewerage iechnical services 96,259 1.02% 93,215 1.03%

L=

Subiotal carried forward 1,502,992 15.87% $ 1,399,097 15.50%
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SCHEDULE &
HOPIKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DERPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKY
SCHEDULE OF OPERATING EXPENSES (continued)
For the Years Ended June 30, 2007 and 2006

2007 . 2006
% of Net % of Net
Amount Revenues Amount Revenues
Subtotal carried forward $ 1,502,992 15.87% $ 1,399,997 15.50%
Sewerage Administrative
and General
Commissioners' fees 3,000 0.03% 3,000 0.03%
Office salaries 312,997 3.30% 312,898 3.46%
Meter reading and collecting salaries 48,647 0.51% 43,687 0.48%
Labor - camera crew 6,767 0.07% - 0.00%
Employee beneiits 516,196 5.45% 396,842 4.39%
Office supplies 33,486 0.35% 37,008 0.41%
Postage 22,683 0.24% 23,143 0.26%
Telephone 16,008 0.17% 16,843 0.19%
Insurance and bonds 152,453 1.61% 131,251 1.45%
Professional services 29,934 0.32% 40,366 0.45%
Office building mainienance 31,140 0.33% 30,551 0.34%
Bad debis, net 23,988 0.25% 28,321 0.31%
Training, education and licenses 990 0.01% 2,899 0.03%
Safety program 31,993 0.34% 31,073 0.34%
Transporiation expense 10,529 0.11% 8,822 0.10%
Miscellaneous 31,436 0.33% 32,162 0.36%
Total sewer administrative
and general 1,272,247 13.43% 1,138,866 12.61%

Total sewerage operating expense
other than depreciation $2,775,239 29.30% $2,538,863 28.10%




Federal Grantor/
Pass-through Grantor/
Program Title

Lean
LS. Environmental Protection
Agency:

DWSRF Pass-through from the State
of Kentucky infrastructure
Authority™

CWSRF Pass-through from the State
of Kentucky Infrastructure
Auihority
CWERF Pass-through from the State
of Keniucky Infrastructure
Authority

Total Federal Expenditures for the period.

“Denotes major program

ROTE A - BASIS OF PRESENTATION

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

SCHEDULE OF EXPENDITURE OF FEDERAL AWARDS
For the year ended June 30, 2007

Federal Agency or Total Federal
CFDA Pass-through Disbursements/ Disbursements/
Number Number Expenditures Adjustments Expenditures
66.468 LOAN-F06-02 $ 2,397,955 $ (891,669) $ 1,506,286
66.458 LOAN-A03-05 301,965 (38,644) 263,321
66.458 LOAN-AQ4-05 425183 279,757 704,940
$ 2,474 547

This schedule of expenditures of federal awards includes the federal grant activily of Hopkinsville Water Environment Authority,
a component unit of the City of Hopkinsville, Kentucky. This schedule is presented on the cash basis of accounting, due to the

naiure of the federal programs reported upon. The information in this scheduie is presented in accordance with the requirements of

OME Circular A-133. Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some amounts presented in

ihis schedule may differ from amounts presented in, or used in the preparation of, the basic financial statements.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANGIAL
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 business-type activities of the
Hopkinsville Water Environment Authority (HWEA), a component unit of the City of Hopkinsville,
Kentucky, as of and for the year ended June 30, 2007, and have issued our report thereon
dated November 19, 2007. We conducted our audit in accordance with auditing standards
generally accepied in the United States of America and the standards applicable io financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Qver Financial Reporting

In planning and performing our audit, we considered the HWEA's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the HWEA's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the HWEA's internal control over financial reporting.

A control deficiency 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 misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the HWEA's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles, such that there is more than a remote likelihood that a
misstatement of the HWEA's financial statements that is more than inconsequential will not be
prevented or detected by the HWEA's internal control.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the HWEA's internal conirol.


http://yncpahopQcommandnet.net

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal conirol over financial reporting that we consider to bhe
material weaknesses, as defined above.

Compliance and Other Matiers

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 tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

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

%r K ) We@/ %W%pé@i/ﬁwf/@ )L

Hopkinsville, Keniucky
November 19, 2007
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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, 2007. The HWEA's major federal programs are identified
in the summary of auditor's results section of the accompanying schedule of findings and
guestioned costs. Compliance with the requiremenis of laws, regulations, contracts and granis
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 of 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,
2007.



Internal Control Over Compliance

The management of the Hopkinsville Water Environment Authority (HWEA) is responsible for
establishing and maintaining effective internal control over compliance with the requirements of
laws, regulations, contracts and granis applicable to federal programs. In planning and
performing our audit, we considered the HWEA’s internal control over compliance with the
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, 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 the HWEA's
internal control over compliance.

A control deficiency in an entity's internal control over compliance 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 noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity's
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a sighificant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detecied by the entity's internal
control.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses. We did not ideniify any
deficiencies in iniernal control over compliance that we consider to be material weaknesses, as
defined above.

This repori is iniended 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 kK Nee £Co- Hop bivsnlle, L.L P

Hopkinsville, Kentucky
November 19, 2007



HOPKINSVILLE WATER ENVIROMMENT 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, 2007

SUMMARY OF AUDITOR’S RESULTS

1.

FINDINGS

None

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

No significant deficiencies relating to the audit of the financial statemenis are
reported in the Report on Internal Conirol over Financial Reporiing and on
Compliance and Other Matters Based on an Audit of Financial Statemenis
Performed in Accordance with Government Auditing Standards..

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

No significant deficiencies relating o the audit of the major federal award programs
are reported in the Report on Compliance with Requirements Applicable io Each
Major Program and on Iniernal Control over Compliance in Accordance with OMB
Circular A-133.

The auditor's report on compliance for the major federal award programs expressed
an unqualified opinion on all major federal programs.

No audit findings that are required to be reporied in accordance with Section 510(a)
of OMB Circular A-133 are reported in this Schedule.

The program tested as a major program includes Environmental Protection Agency
as Passed Through the Kentucky Infrasiruciure Authority Drinking Water Siaie
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.

- FINANCIAL STATEMENTS AUDIT

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM AUDIT

U.S. ENVIRONMENTAL PROTECTION AGENCY

None

Pass-through from Kentucky Infrasiruciure Authority
Drinking Water State Revolving Fund



HOPKINSVILLE WATER ENVIROMMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCIKY
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the year ended June 30, 2007

The Hopkinsville Water Environment Auihority had no prior audit findings.



TAB 3






HOPKINSVILLE WATER
ENVIRONMENT AUTHORITY

REPORT ON AUDITS OF FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2006 anD 2005



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
DIRECTORY OF OFFICIALS
June 30, 2006

COMMISSIONERS

Bob Carter, Chairman
Robert Babbage
Breck Cayce
Charles Turner
Richard Covington, Council Member

ATTORNEY

Andrew Self

GENERAL MANAGER

Len F. Hale



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

Independent Auditor’'s Report
Management’s Discussion and Analysis
Financial Statements —

Exhibit A — Statement of Net Assets

Exhibit B — Statement of Revenues, Expenses and
Changes in Net Assets

Exhibit C —~ Statement of Cash Flows
Notes to Financial Statements
Supporting Schedules—

Schedules -
1 - Combining Statement of Net Assets
2 - Combining Statement of Revenues, Expenses
and Changes in Net Assets
3 - Summary of Property, Plant and Equipment
4 - Summary of Sinking Fund Requirements
5 - Schedule of Operating Expenses

Schedule of Expenditure of Federal Awards

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

Report on Compliance with Requirements Applicable to Each
Major Program and on Internal Control Over Compliance in
Accordance with OMB Circular A-133

Schedule of Findings and Questioned Cosis

Summary Schedule of Prior Year Audit Findings

Page

10
1

13

23
26
27
29
30

34

35

37

39

40



FIRM ID # 61-1313802

LEONARD F. ADCOCK, CPA

3 3 5 JOHN M. DeANGELIS, CPA
& CO. — HOPKINSVILLE, LLP JOHN 1. DSANGELIS,
COUNTANTS 1113 BETHEL STREET
CEHQEE;REZ%B&&@%LT ANTS HOPKINSVILLE, KENTUCKY 42240
(270)886-0206 - FAX (270)886-0875

E-MAIL: yncpahop @commandnet.net

Independent Auditor’s Report

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, Water and Wastewater Departments (HWEA), a component unit of the City of
Hopkinsville, Kentucky, as of and for the years ended June 30, 2006 and 2005, as listed in the
table of contents. These financial statements are the responsibility of the HWEA's
management. Our responsibility is to express an opinion on these financial statements based
on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the HWEA, a component unit of the City of Hopkinsville, Kentucky, as of
June 30, 2006 and 2005, and the respective changes in financial position and cash flows
thereof for the years then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
October 23, 2006, on our consideration of the HWEA's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal conirol over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the rasults of our audii.
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The management’s discussion and analysis and budgetary comparison information on pages 3
through 7 are not a required part of the basic financial siatemenis, but are supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit this information and express no opinion
on it.

Our audit was conducted for the purpose of forming opinions on the financial statements of the
Hopkinsville Water Environment Authority. The combining financial statements and other
supplementary schedules presented on pages 23-33 are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The accompanying
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 of the Hopkinsville Water Environment Authority. The combining financial
statements and other supplementary schedules, and the schedule of expenditures of federal
awards have been subjected to the auditing procedures applied in the audit of the basic
financial statements, and in our opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

oK Wae ¢ Co~toplivsiilly LA

Hopkinsville, Kentucky
October 23, 2006



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGKY

MANAGEMENT’S DISCUSSION AND ANALYSIS

The Hopkinsville Water Environment Authority Water and Wastewater Department is presenting
the following discussion and analysis in order to provide an overall review of financial activities
for the fiscal years ending June 30, 2006 and 2005. We encourage readers to consider the
information presented here in conjunction with the accompanying financial statements, and
notes to the basic financial statements to enhance their understanding of financial performance.

FINANCIAL HIGHLIGHTS

o The HWEA's total assets increased by $1.07 milion while total liabilities increased
$155,855 resulting in total net assets increasing approximately $910,947 over the course
of the year’s operations.

o The HWEA’s operating revenues increased 13.13% in 2006, while operating expenses in
2006 increased approximately 5.32% over operating expenses for 2005.

o Investment income increased by $869,743 during the period, reflective of the investment
of bond proceeds and slightly higher interest rates in 2006.

o Interest expense on ouistanding debt increased $917,267, which is reflective of the interest
on the 2005 bonds.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report includes this management's discussion and analysis report, the independent
auditor's report and the basic financial statements of the Hopkinsville Water Environment
Authority. The financial statements also include notes that explain in more detail some of the
information in the financial statements.

REQUIRED FINANCIAL STATEMENTS

The financial statements of the Hopkinsville Water Environment Authority report information
using accounting methods similar to those used by private sector companies. These
statements offer short- and long-term financial information about its activities. The Statement of
Net Assets includes all of the HWEA’s assets and liabilities and provides information about the
nature and amounts of investments in resources (assets) and the obligations to the HWEA's
creditors (liabilities). It also provides the basis for evaluating the capital structure of the HWEA
and assessing the liquidity and financial flexibility of the HWEA.

All of the current year's revenues and expenses are accounted for in the Statement of
Revenues, Expenses, and Changes in Net Assets. This statement measures the success of the
HWEA's operations over the past year and can be used to determine whether the HWEA has
successfully recovered all its costs through its user fees and other charges, profitability and credit
worthiness.



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

MANAGEMENT’S DISCUSSION AND ANALYSIS (cont.)

REQUIRED FINANCIAL STATEMENTS (cont.)

The final required financial statement is the Statement of Cash Flows. The statement reports
cash receipts, cash payments, and net changes in cash resulting from operations, investing, and
financial activities and provides answers to such questions as where did cash come from, what
was cash used for, and what was the change in the cash balance during the reporting period.

FINANCIAL ANALYSIS OF THE HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

The most common financial question posed to the Hopkinsville Water Environment Authority is
“How did we do financially during 20067 The Statement of Net Assets and the Statement of
Revenues, Expenses, and Changes in Net Assets report information about the HWEA'’s activities
in a way that will help answer this question. These two statements report the net assets of the
Authority and the changes in them. One can think of the HWEA'’s net assets — the difference
between assets and liabilities — as one way to measure financial health or financial position. Over
time, increases or decreases in the HWEA’s net assets are one indicator of whether its financial
health is improving or deteriorating. However, one will need to consider other non-financial
factors such as changes in economic conditions, population growth, and new or changed
government legislation.

NET ASSETS

To begin our analysis, a summary of the HWEA’s Statement of Net Assets is presented in Table
A-1.

Table A-1
Condensed Statements of Net Assets
(000°s)
Total

Dollar Percent

FY 2006 FY 2005 Change Change
Current and Other Assets $31,761 $32,570 $ (809) (2.48)%
Capital Assets 58,543 56,668 1,875 3.31%
Total Assets 90,304 89,238 1,066 1.19%
Long-term Debt Outstanding 48,977 49,987 (1,010) (2.02)%
Other Liabilities 2,154 088 1,166 118.02%
Total Liabilities 51,131 50,975 156 .31%

Invested in Capital Assets,

Net of Related Debt 9,273 7,703 1,570 20.38%
-Restricted 27,775 28,558 (783) (2.74)%
~Unresiricted 2,125 2,001 124 6.20%

Total Net Asseis $39.1472 $38.262 g 9l 2.38%




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

MANAGEMENT’S DISCUSSION AND ANALYSIS (cont.)

NET ASSETS (cont.)

As can be seen from the table above, net assets increased $910,947 during 2006.

increase in net assets is primarily due to the increase in capital assets.

Table A-2

Condensed Statements of Revenues,

Expenses, and Changes in Net Assets

(000’s)
FY 2006 FY 2005
Operating revenues $ 9,034 $ 7,986
Nonoperating revenues 1,143 244
Total Revenues 10,177 8,230
Depreciation expense 2,372 2,344
Other operating expense 5,668 5,292
Interest expense 1,582 664
Total Expense 9,622 8,300
Income/(Loss) Before Capital
Contributions 555 (70)
Capital Contributions 356 286
Changes in Net Assets 911 216
Beginning Net Assets 38,262 38,046
Ending Net Assets $ 39,173 $ 38,262

Total
Dollar Percent
Change Change
$ 1,048 13.12%
899 368.44%
1,947 23.66%
28 1.19%
376 7.11%
218  138.25%
1,322 15.93%
625
70
695
216
$ 911

The

While the Statement of Net Assets shows the change in financial position of net assets, the
Statement of Revenues, Expenses, and Changes in Net Assets provides answers as {o the

nature and source of these changes.



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUGKY

MANAGEMENT’S DISCUSSION AND ANALYSIS (cont.)

BUDGETARY HIGHLIGHTS

The HWEA adopts an annual Operating Budget, which includes proposed expenses and the
means of financing them. This operating budget remains in effect the entire year.

Table A-3
Budget vs. Actual
FY 2006
Budget Actual Variance
Operating Income $ 9,108 $ 9,034 $ (74)

Non-operating income 748 1,499 751

Operating expense & depreciation (7,738) (8,040) (302)
Non-operating expense (1,564) (1,582) (18)
Net Income $§ 554 $ 911 § 357

CAPITAL ASSETS

At the end of 2006, the HWEA had $100.8 million invested in capiial assets as shown in Table A-
4. Construction in Process primarily represents the Lake Barkley Raw Water Intake Project and
a seven-phase project to include sewer rehabilitation, pump station rehabilitation and sewer
extensions. These construction projects are being financed, in part, by federally assisted low
interest rate loans extended by the Kentucky Infrastructure Authority.

Table A-4
Capital Assets
Total

Dollar Percent
FY 2006 FY 2005 Change Change
Water $43,223,653 $41,089,114 $ 2,134,539 5.19%
Sewerage 57,577,585 55,465,678 2,111,907 3.81%
Sub-total 100,801,238 96,554,792 4,246,446 4.40%

Less: Accumulated
Depreciation (42,258,259) (39,886,387) (2,371,872) 5.95%

Net Property &

Equipment $58,542.979 $56.668.405 $ 1,874,574 3.31%

G




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

MANAGEMENT'S DISCUSSION AND ANALYSIS (cont.)

DEBT ADMINISTRATION

The revenues of the water and sewer systems collateralize outstanding revenue bonds. After
operation and maintenance expenses are paid, the ordinances specify that revenue bond funds
be established and maintained. HWEA is in compliance with all bond ordinances. Debt
obtained from the Kentucky Infrastructure Authority is for the purposes of upgrading and
expanding the water and sewer systems. More detailed information about the HWEA's long-
term liabilities is presented in Note 6 to the financial statements.

As noted in the discussion of Capital Assets, the KIA is currently making additional low interest
rate loans available for the Lake Barkley Raw Water Intake Project and a seven-phase project
to include sewer rehabilitation, pump station rehabilitation and sewer extensions. In addition, a
significant portion of the 2005 bond issue has been set aside to complete the Intake Project and
subsequent Raw Water Pipeline to the water treatment plant.

FINAL COMMENTS

This financial report is designed to provide our customers and creditors with a general overview
of the HWEA'’s finances and to demonstrate accountability for funds received. Anyone having
questions regarding the report or desiring additional information may contact Len Hale, General
Manager, Hopkinsville Water Environment Authority, 401 East 9" Street, Hopkinsville, KY
42240 or by phone (270) 887-4246.



Exhibit A

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

STATEMENT OF NET ASSETS
June 30, 2006 and 2005

ASSETS

Current assets
Cash and cash equivalents
Receivables
Inventory
Prepaid expenses

Total current assets

Restricted assets

Cash and cash equivalenis
Deferred charges
Note receivable

Property, plant and equipment

Property, plant and equipment
Unclassified plant — construction in
progress, engineering fees, and

other costs

Accumulated depreciation

Total assets

Coniinued

3

2006 2005

$ 1,506,480 $ 1,628,457

588,171 683,583
249,311 190,210
304,906 -

2,648,868 2,502,250

27,775,073 28,558,239

944,011 1,090,711

393,517 418,041

94,697,665 89,872,463

6,103,573 6,682,329

(42,258,259) _(39,886,387)

$90.304.448 $89,237.646




HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

STATEMENT OF NET ASSETS (continued)

June 30, 2006 and 2005

LIABILITIES AND EQUITY

Current liabilities

Current portion of long-term debt

Customer deposits

Accrued interest

Accounts payable

Accrued salaries and compensated absences
Note payable-Christian Co. Water District

Total current liabilities

Payable from restricted assets
Accounts payable, restricted assets
Current portion of long-term debt
Accrued interest on bonded indebtedness
Construction retainage payable

Long-term debt
Revenue bonds payable (net of current portion)
Capital lease obligation
KIA - loans payable (net of current portion)
City of Crofton note payable
City of Hopkinsville-loan payable
Total liabilities
Net assets
Invested in capital assets, net of related debt
Net assets, restricted
Net assets, unrestricted
Total net assets

Total liabilities and net assets

Exhibit A

See accompanying notes o financial siatemenis.
9

2006 2005
875,449 § 888,444
111,001 108,821

18,081 19,321
564,969 368,419
131,174 201,326

- 80,226
1,700,674 1,666,557
781,240 44,931
1,996,089 1,331,804
289,724 77,044
258,261 88,354
27,793,116 29,738,215
18,087,174 17,751,649
109,756 160,746
114.971 115,870
91,131,025 50,975,170
9,272,865 7,703,484
27,775,073 28,558,239
2,125,485 2,000,753
39,173,423 38,262,476
$90.304.448 $89.237.646




HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT

Exhibit B

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the years ended June 30, 2006 and 2005

2006 2005
Operating revenues
Charges for services
(net of allowances of $47,296 and $45,324
for 2006 and 2005, respectively) $ 8,860,991 $ 7,940,288
Other operating revenue 173,338 45,629
Total operating revenues 9.034,329 7,985.917
Operating expenses
Water source of supply 50,091 14,724
Water purification 1,216,171 1,062,263
Water distribution 561,512 477,595
Sewerage plant 1,150,538 1,102,750
Sewerage mains and laterals 156,243 172,474
Administrative and general 2,354,539 2,293,871
Technical services 179,408 167,259
Depreciation 2,371,873 2,343,660
Total operating expenses 8,040,375 7,634,596
Income from operations 993,954 351,321
Non-operating revenues (expenses)
Interest revenues 1,142,928 273,185
Gain on sale of fixed assets - (29,624)
Interest expense (1,581,602) (664,335)
Total non-operating revenues (expenses) (438,674) (420,774)
Income (loss) before contributions 555,280 (69,453)
Capital contributions (capital assets provided by developers) 355,667 286,281
Change in Net Assets 910,947 216,828
Net Assets — beginning of the year 38,262,476 38,045,648
Net Assets — end of the year $30.173.423 $38.262.476

o

See accompanying noies o financial staiemanis.
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
STATEMENT OF CASH FLOWS
For the years ended June 30, 2006 and 2005

Cash flows from operating activities
Received from customers
Paid to suppliers for goods and services
Paid to employees for services-including benefits
Other operating revenue

Net cash flows from operating activities

Cash flows from capital and related financing activities

Acquisition of fixed assets

Proceeds from disposition of fixed assets
Capital contribution

Proceeds of long-term debt

Principal paid on long-term debt

Interest paid on long-term debt

Net cash provided (used) by capital
and related financing activities

Cash flows from investing activities
Collection of note receivable
Interest earned on invesiments

Net cash provided (used) by
investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
(includes restricted assets of $28,558,239
and $5,167,762 for 2006 and 2005,
respectively)

Cash and cash equivalents at end of year
(includes restricted assets of $27,775,073
and $28,558,239 for 2006 and 2005,
respectively)

Continued
(K

Exchibit C

2006 2005
$ 8,958,584 § 7,805,728
(2,193,192)  (2,719,170)
(2,806,683)  (2,637,107)
173,338 45,629
4,132,047 2,495,080
(4,246,448)  (3,130,415)
- 4,692
355,667 286,281
1,251,474 28,373,736
(2,195,173)  (3,689,382)
(1,370,162) (555,623)
$ (6,204,642) $21,289.289
24,524 24,091
1,142,928 273,185
1,167,452 297,276
(905,143) 24,081,645
30,186,696 6,105,051

$29,281,553

$30.186.696



HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

STATEMENT OF CASH FLOWS (continued)

For the years ended June 30, 2006 and 2005

Reconciliation of Operating Income to Cash Flows from Operating Activities

Cash flows from operating activities

Income from operations
Adjustments to reconcile net income to cash
provided by operating activities
Depreciation
Change in assets and liabilities
Change in accounts receivable
Change in other receivable
Change in inventory
Change in prepaid expenses
Change in accounts payable
Change in customer deposits
Change in accrued salaries
and compensated absences
Change in construction retainage payable

Net cash provided by operating activities

Supplemental Disclosures of Cash Flows Information

Cash paid during the period for:
Interest expense (net of $0 and $0 capitalized
interest for 2006 and 2005, respectively)

1z

Exchilit C

2006 2005
$ 993,954  $ 351,321
2,371,873 2,343,660
95,412 (136,688)
(59,101) 38,299
(304,906) 258,092
932,860 (91,329)
2,180 2,128
(70,152) 23,081
169,927 (293,484)
$4,132,047  $2.495.080
$1,370,162  $ 553,623

See accompanying notes 1o financial statemenis.
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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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Reporiing entity

The Hopkinsville Water Environment Authority (HWEA) is responsible for sewerage and
water service for residents of the City of Hopkinsville, Kentucky (City). The City’s
governing body appoints the HWEA's governing board. The City’s governing body also
approves the rates for user charges and bond issuance authorizations. The legal
liability for the general obligation portion of the HWEA’s debt remains with the City.
The HWEA is shown as a discretely presented component unit in the City’s financial
statements.

. Basis of accounting

The operations of the HWEA are accounted for as a governmental enterprise fund, a
proprietary fund type. Enterprise funds are used to account for operations which are
financed and operated in a manner similar to private business enterprises in that costs
(expenses, including depreciation) of providing goods or services to the general public
on a continuing basis are financed or recovered primarily through user charges.
Proprietary fund types use the accrual basis of accounting whereby revenues are
recognized when they are earned and expenses are recognized when they are
incurred. The HWEA applies all applicable FASB pronouncements in accounting and
reporting its operations.

The basic financial statements includes a statement of net asseis, a statement of
revenues, expenses, and changes in net assets and a statement of cash flows. It
requires the classification of net asseis into three components — invesied in capital
assets, net of related debt; resiricted; and unresiricted. These classifications are
defined as follows:

o Invested in capital assets, net of related debt — This component of net assets
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 o 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 are not included in the calculation of
invested in capital assets, net of related debt. Rather, that portion of the debt is
included in the same net assets component as the unspent proceeds.

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



1.

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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

b. Basis of accounting, continued

e Unrestricted net assets — This component of net assets consists of net assets
that do not meet the definition of “restricted” or “invested in capital assets, net
of related debt.”

It is required that the statement of revenues, expenses, and changes in net assets
distinguish between operating and nonoperating revenues and expenses. Operating
revenues and expenses are revenues generated or expenses incurred from providing
goods and services. Nonoperating revenues are those not derived from the basic
operations of a business. Nonoperating expenses are expenses incurred in the
performance of activities not directly related to supplying the basic service of the entity.

Separate accounting

On December 17, 1992, the HWEA was approved for a low interest loan from the
Kentucky Infrastructure Authority (KIA). Due fo federal requirements under this loan
program, the HWEA as of July 1, 1993, began accounting for the water and sewer
systems separately. (See Supplemental Schedules)

Deposits and invesiments

The HWEA invests all deposits not necessary for current expenditures. Investments
are stated at cost, which approximates market value.

Kentucky Revised Statute 66.480 permits the HWEA to invest in U.S. Treasury
obligations, U.S. Agency obligations, certain Federal instruments, repurchase
agreements, commercial banks’ certificates of deposits, savings and loan deposits and
the Commonwealth of Kentucky investment pool.

As security for deposits of the HWEA, any bank doing such business is generally
required to pledge securities in an amount to exceed funds on deposit by the HWEA.
In addition, the HWEA is insured under FDIC up to $100,000.00 at each bank.

For purposes of the statement of cash flows, the HWEA considers all highly liquid
investments with maturity of three months or less when purchased to be cash
equivalents.

. Inventories

Inventories consist of expendable supplies held for consumption stated at cost, which
approximates market, determined by the weighted-average method.

Prepaid expenses

Paymenis made o vendors for services that will benefit periods beyond year-end are
recorded as prepaid expenses.

14
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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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

g. Restricted assels

Certain proceeds of revenue bonds of the HWEA, as well as certain resources set aside
for their repayment, are classified as restricted assets on the Statement of Net Assets
because their use is limited by applicable bond covenants. The "Bond and Interest
Redemption” account is used to segregate resources accumulated for debt service
payments over the next twelve months. The "Depreciation" and "Equipment
Replacement” accounts are used to report resources set aside for unusual or
extraordinary maintenance, repairs, renewals and/or replacements or exiensions,
additions and/or improvements. The "Construction" account is used to report bond
proceeds restricted for use in the cost of future expansion and rehabilitation. The
"Unemployment" account is used to accumulate funds to provide for possible claims.
Reservations of equity show amounts that are not appropriate for expenditures or are
legally restricted for specific uses.

. Fixed assets

Property, plant and equipment are recorded at cost and depreciated using the straight-
line method over estimated useful lives. Property, plant and equipment donated to the
HWEA are recorded at their estimated fair value at the date of donation.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of fixed assets is reflected
in the capitalized value of the asset constructed, net of interest earned on the invested
proceeds over the same period.

Compensated absences

Accumulated unpaid vacation pay and other employee benefits amounts are accrued
when incurred if significant at year-end. At June 30, 2006 and 2005, these liabilities
included vacation pay of $108,534 and $102,518, respectively, to be taken as terminal
pay upon retirement.

Long-term debt

Bond discounts and issuance costs are deferred and reported as deferred charges on
the statement of net assets. These costs are amortized over the term of the bonds
using the straight-line method, which approximates the effective interest method.
HWEA issued new bonds during 2005 and 2002, the proceeds of which were used to
refund older bonds; and also in 2005, to provide funds for the Lake Barkley Raw Water
Project. GASBS No. 23 requires that the difference between the reacquisition price
and the net carrying amount of the old debi be deferred and amoriized as a
component of interest expense.



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

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
k. Capital Coniributions

Contributed capital is recorded for receipt of capital grants or contributions from
developers, customers or other sources. Unreserved net assets represent the net
assets available for future operations or distribution.

. Net Assets

Net assets comprise the various net earnings from operating and non-operating
revenues, expenses and contributions of capital. Net assets are classified in the
following three components: invested in capital assets, net of related liabilities;
restricted for capital activity and debt service; and unrestricted net assets.

m. Estimates

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

RECEIVABLES
Net receivables included the following:
2006 2005
Customer accounts receivable $588,171 $683,583

Uncollectible accounts are written off as bad debts in the period in which, in
management’s opinion, collection is unlikely. Normally, all accounts over 90 days old are
written off as bad debts.

Note receivable from the Christian County Board of Education for installation of sewer lines,
due in annual instaliments of $33,118 including interest at 1.8% and a .2% administrative
fee, due June 30, 2019. The balance receivable was $393,517 and $418,041 at June 30,
2006 and 2005, respectively.



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.



6.

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.
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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

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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ASSETS

Current assets

Cash
Petty cash and change fund
Health claims fund
Employee reimbursement fund
Revenue fund
Operation and maintenance fund

Total cash

Receivables
Inventory
Prepaid expense

Total current assets

Resiricted assets

Bond and interest redemption fund
Investments
Accrued interest

Subtotal

Depreciation fund
Investmenis
Accrued interest

Subiotal

Equipment maintenance and
replacement reserve
Investments
Accrued interest

Subtotal

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

COMBINING STATEMENT OF NET ASSETS

June 30, 2006

SCHEDULE 1

Hopkinsville Pembroke Crofton Totals

Water Sewer Water Sewer Water Sewer

$ 1,200 $ 1,200 - - - - ) 2,400

16,689 16,689 - - - - 33,378

3.000 - - - - - 3,000

- 34,908 - - - - 34,908

384,158 384,158 156,110 156,110 176,129 176,129 1,432,794

405,047 436,955 156,110 166,110 176,129 176,129 1,506,480

339,656 209,128 7,568 6,569 15,182 10,068 588,171

249,311 - - - - - 249,311

152,453 152,453 - - - - 304,808

1,146,467 798,536 163,678 162,679 191,311 186,197 2,648,868

1,073,167 5,817 - - - - 1,078,984

116,910 - - - - - 116,910

1,190,077 5817 - - - - 1,195,894

800,000 500,000 - - - - 1,300,000

5,921 142 - - - - 6,083

805,921 500,142 - - - - 1,306,083

- 765,032 - - - - 765,032

- 6,390 - - - - 5,390

$ - $ 771,422 - - - - $ 771422
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY SCHEDULE 1
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
COMBINING STATEMENT OF NET ASSETS (continued)
June 30, 2006
ASSETS (continued)
Hopkinsville Pembroke Crofion Totals
Water Sewer Water Sewer Water Sewer
Resiricted assets (continued)
Construction fund
Checking accounts 24,480,368 - $ - $ - $ - $ - $ 24,480,368
Retainage fund - - - - - - -
Subiotal 24,480,368 - - - - - 24,480,368
Unemployment fund
Invesiments 10,644 10,644 - - - - 21,288
Accrued interest 19 19 - - - - 38
Subtotal 10,663 10,663 - - - - 21,326
Total restricted assets 26,487,029 1,288,044 - - - - 27,775,073
Property. plant and equipment
Property and plant 37,176,711 53,284,765 136,753 200,506 483,028 1,211,438 92,473,201
General plant 1.113,049 1,111,415 - - - - 2,224,464
Unclassified plant 4,334,112 1,769,461 - - - - 6,103,573
42,623,872 56,165,641 136,753 200,506 463,028 1,211,438 100,801,238
Less accumulated depreciation 17,956,487 23,570,803 46,036 98,997 87,861 498,075 42,258,259
Net property, plant & equipment 24,667,385 32,594,838 90,717 101,509 375,167 713,363 58,642,979
Receivable - CCBE - 393,517 - - - - 393,517
Receivable- Crofion division 305,000 - - - - - 305,000
305.000 393,517 - - - - 698,517
Deferred charges
Fiscal agency fees - revenue
bonds 350,398 - - - - - 350,398
Unarmortized discount revenue
bonds 509,188 84,425 - - - - 593,613
Total deferred charges 859,586 84,425 - - - - 944,011
Total assets $ 53,465,467 $ 35,159,360 $254.395 $264,188 $566,478 $ 899,560 $ 90,609,448
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LIABILITIES AND EQUITY

Current liabilities

Current portion of long-term debt
Customer deposits

Accrued interest on KiA loans
Accounts payable

Accrued salaries and
compensated absences

Total current liabilities

Payabie from restricted assets
Accounts payable

Current portion of long term-debt
Accrued interest on
indebiedness

Construction retainage payable

Long-term debt

Revenue bonds payable (net of

current maturities)

KIA loan payable (net of current

maturities)

Hopkinsville division-note payable
City of Crofton-note payable (net
of current maturities)

City of Hopkinsville-note payable

Total liabilities

Net assels

Invested in capital assets,
net of related debt

Net assets, restricted

Net assets, unrestricted

Total net assets

Total liabilities and net assets

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY SCHEDULE 1
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
COMBINING STATEMENT OF NET ASSETS (continued)
June 30, 2006
Hopkinsville Pembroke Crofton
Water Sewer Water Sewer Waler Sewer Totals

$ 151,041 $ 680471 $ - $ 11,913 $ 16,012 $ 16,012 $ 875,449
79474 31,627 - - - - 111,001
6,364 11,356 139 - 111 111 18,081
461,784 103,185 - - - - 564,969
61,244 69,930 - - - - 131,174
759,907 896,469 139 11,913 16,123 16,123 1,700,674
410,894 370,346 - - - - 781,240
1,294,099 651,000 - - 25,495 25,495 1,996,089
272,554 15,160 - - 1,005 1,005 289,724
86,413 171,868 - - - - 258,281
27,152,616 640,500 - - - - 27,793,116
4,999,348 12,546,979 - 129,560 205,644 205,644 18,087,174
- - - - 305,000 - 305,000
- - - - 54,878 54,878 109,756
114,971 - - - - - 114,971
35,090,802 15,292,322 139 141,473 608,144 303,144 51,436,025
(8.961,329) 17,591,583 90,578 (39,964) 126,900 465,096 9,272,865
26,487,029 1,288,044 - - - - 27,775,073
848,965 987,411 163,678 162,679 (168,567) 131,319 2,125,485
18,374,665 19,867,038 254 256 122,715 (41,667) 596,415 39,173,423
$ 53,465,467 $ 35,159,360 $254,395 $264,188 $566,478 $ 899,560 $ 90,609,448
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Operating revenues

Operaiing expenses
Water source of supply
Water purification
Water distribution
Sewerage plant
Sewerage mains and laterals
Administrative and general

Technical services
Depreciation

Total operating expenses

Income from operations

Non-operating revenues (expenses)
Interest revenue

Gain (loss) on sale of fixed assets
Interest on bonded indebtedness

Total non-operating revenues
(expenses)

Incomne (loss) before contributions and
operating transfers

Capital contributions
Capital assets provided by developers

Transfer (to) from other funds
Operating transfers in (out)

Net income

Net assets, beginning of year

Net assets, end of year

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

WATER AND WASTEWATER DEPARTMENTS SCHEDULE 2
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
COMBINING STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS
For the Year ended June 30, 2006
Hopkinsville Pembroke Crofton
Water Sewer Water Sewer Water Sewer Totals
$ 4,388,077 $ 4,197,223 $ 85,748 $ 82,202 $ 167,638 $ 113,441 $ 9,034,329
50,091 - - - - - 50,091
1.213.810 - 417 - 1,944 - 1,216,171
467,819 - 27,378 - 66,315 - 561,512
- 1,128,295 - 9,795 - 12,448 1,150,538
- 122,365 - 27,748 - 6,130 156,243
1,202,447 1,127,527 4543 3,662 8,682 7.678 2,354,539
86,193 93,215 - - - - 179,408
891,638 1,359,317 4,899 15,108 16,322 84,591 2,371,873
3,911,998 3,830,719 37,237 56,311 93,263 110,847 8,040,375
476,079 366,504 48,511 25,891 74,375 2,594 993,054
1,062,127 80,801 - - - - 1,142,928
(1,.254,830) (312,082) - (2,050) (8,320) (6,320) (1,581,602)
(192,703) (231,281) - (2,050) (6,320) (6,320) (438,674)
283,376 135,223 48,511 23,841 68,055 (3,726) 555,280
167,960 187,707 - - - - 355,667
(126,191) 87,979 (24,505) (20,316) 64,685 18,348 -
325,145 410,909 24,006 3,525 132,740 14,622 910,847
18,049,520 19,456,129 230,250 119,190 {174,406) 581,793 38,262,476
$ 18,374,665 $ 19,867,038 $254,256 $122,715 $ (41,666) $ 596,415 $ 39,173,423
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Descriptions

Water

Land

Siruciures

Elevated tanks

Transrnission mains

Distribution mains

Seivices

Meters and installation

Hydrants

Purification structures

Purification equipment

Cast iron pipe lines

Eleciric pumping equipment

Auwdliary power units

Quiarry - raw water supply
Inieresi during construction

Toial water plant

General

Transporiation equipment
Traciors & backhoes
General equipment

Oiffice furniture and fixtures
Two-way radio equipment
Compuier equipment

Total general plant

Unclassified plant
Coifruction in progress

Total water plant

HOPKINSVILLE WATER ENVIRONMENT AUTHORITY

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

SUMMARY OF PROPERTY, PLANT AND EQUIPMENT
June 30, 2006

SCHEDULE 3

ASSETS ACCUMULATED DEPRECIATION
Depreciated
Balance Balance Balance Balance values

June 30, 2005 Additions Retirements  June 30, 2006 June 30, 2005 Additions Retirements  June 30, 2006 June 30, 2006
$ 525248 $ - $ 525,248 $ - $ - $ - $ - $ 525,248
2,744,993 1,445 2,746,438 1,075,089 58,114 - 1,133,203 1,613,235
2,445,748 5,650 2,451,398 1,331,157 49,495 - 1,380,652 1,070,746
196,595 - 196,595 181,457 2,824 - 184,281 12,314
13,004,036 274,518 13,278,554 5,334,056 243,715 - 5,577,771 7,700,733
2,125,290 42,283 2,167,573 980,912 43,787 - 1,024,699 1,142,874
2,150,004 40,552 2,190,556 1,824,702 62,394 - 1,887,096 303,460
749,624 13,680 763,304 340,740 17,400 - 358,140 405,184
7,494,394 2516 7,496,910 2,033,225 148,835 - 2,182,080 5,314,850
4,555,953 - 4,555,953 2,581,387 171,272 - 2,752,659 1,803,294

44 436 - 44 436 37,873 772 - 38,645 5,791
402,888 - 402,888 223,415 13,363 - 236,778 166,110
128,790 - 128,790 128,790 - - 128,790 -
784,872 - 784,872 288,847 30,839 - 319,686 465,136
42,977 - 42,977 26,335 759 - 27,094 15,833
37,395,848 380,644 37,776,492 16,387,985 843,569 - 17,231,554 20,544,938
265,805 - 265,805 195,073 22,889 - 217,962 47,843
71,447 - 71,417 65,718 3,800 - 69,518 1,899
276,942 10,000 286,942 175,684 9,951 - 185,635 101,307
134,408 1,741 136,149 124,337 3,152 - 127,489 8,660
10,604 - 10,604 4,948 2,121 - 7,069 3,535
316,044 26,088 342,132 223,780 27,378 - 251,156 90,976
1,075,220 37,829 1,113,049 789,540 69,289 - 858,829 254,220
2,618,047 1,716,085 4,334,112 - - - - 4,334,112

$ 41,089,115 $ 2,134,538 $ 43,223,653 $ 17,177,525 $ 912,858 $ - $ 18,090,383 $ 25,133,270
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY SCHEDULE 3
WATER AND WASTEWATER DEPARTMENTS
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

SUMMARY OF PROPERTY, PLANT AND EQUIPMENT

June 30, 2008
ASSETS ACCUMULATED DEPRECIATION
Depreciaied
Balance Balance Balance Balance values
June 30, 2005 Additions Retirements _June 30, 2006 June 30, 2005 Additions Retirements June 30, 2006 June 30, 2008
Descriptions
SEWERAGE
Land $ 326412 $ - $ - $ 326412 $ - $ - ) - $ - $ 326412
Buildings 1,251,158 1,445 - 1,252,603 544,993 25,068 - 570,061 682,542
Wastewater treatment plants
Northside 8,784,166 9,584 - 8,793,750 4,746,093 220,083 - 4,966,176 3,827,574
Hamimond-Wood 11,536,725 42,816 - 11,579,541 4,980,709 353,305 - 5,334,014 6,245,527
Machinery and equipment 2,614,220 - - 2,614,220 1,201,859 118,295 - 1,320,154 1,294,066
Pumping stations 2,318,444 37,338 - 2,355,782 1,026,921 108,242 - 1,135,163 1,220,819
Mains and laterals 23,296,715 4,304,546 - 27,601,261 9,285,818 548,625 - 9,834,443 17,766,818
Interest during construction 173,140 - - 173,140 37,511 4,329 - 41,840 131,300
Toial sewerage plant 50,300,980 4,395,729 - 54,696,709 21,823,904 1,377,947 - 23,201,851 31,494,858
General
Transportation equipment 369,320 - - 369,320 297,171 23,721 - 320,892 45,428
Tracters & backhoes 71418 - - 71418 65,718 3,800 - 89,518 1,900
General equipment 202,198 - - 202,198 144,666 7,085 - 161,751 50,447
Office furniture and fixtures 128,975 1,741 - 131,716 120,308 2,603 - 122,911 5,805
Two-way radio equipment 10,604 - - 10,604 5,302 2,121 - 7423 3,181
Computer equipment 316,899 9,261 - 326,160 223,290 27,287 - 250,577 75,583
Total general plant 1,100,414 11.002 - 1,111,416 856.455 66,617 - 923,072 183,344
Unclassified plant
Engineering fees 144,502 - - 144,502 28,503 14,450 - 42,953 101,549
Construction in progress 3,919,780 1,707,575 4,002,396 1,624,959 - - - - 1,624,959
Total sewer plant $ 55,465,676 $ 6,114,306 $ 4,002,398 $ 57,577,586 $ 22,708,862 $ 1.459,014 3 - $ 24,167,876 $ 33,409,710
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HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENTS

A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY

SUMMARY OF SINKING FUND REQUIREMENTS
June 30, 2006

Bonds Due Total Debt
Fiscal Year 1993 2002 2005 A 2005 B Service

2007 638,099 975,525 1,523,611 162,088 3,299,323
2008 418,032 930,555 1,505,049 163,563 3,017,199
2009 - - 1,204,314 159,963 2,064,277
2010 - - 1,905,818 166,213 2,072,031
2011 - - 1,906,139 162,312 2,068,451
2012 - - 1,204,605 163,337 2,067,942
2013 - - 1,905,405 164,037 2,069,442
2014 - - 1,903,645 164,316 2,067,961
2015 - - 1,904,893 164,244 2,069,137
2016 - - 1,902,600 163,809 2,066,409
2017 - - 1,901,600 163,000 2,064,600
2018 - - 1,203,500 - 1,903,500
2019 - - 1,903,200 - 1,903,200
2020 - - 1,905,600 - 1,905,600
2021 - - 1,905,600 - 1,905,600
2022 - - 1,803,200 - 1,903,200
2023 - - 1,903,300 - 1,903,300
2024 - - 1,900,800 - 1,900,800
2025 - - 1,905,500 - 1,905,500
2026 - - 1,902,300 - 1,902,300

$1,056,131 $ 1,906,080 $ 37,300,679 $ 1,796,882 $ 42,059,772

The sinking fund reserve requirement is the maximum total debt service on bonds due in
future years. Therefore, the sinking fund reserve requirement as of June 30, 2006 is

$3,299,323. The HWEA is setting aside funds to meet this requirement.



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%




HOPKINSVILLE WATER ENVIRONMENT AUTHORITY
WATER AND WASTEWATER DEPARTMENT
A COMPONENT UNIT OF THE CITY OF HOPKINSVILLE, KENTUCKY
SCHEDULE OF EXPENDITURE OF FEDERAL AWARDS
For the year ended June 30, 2006

Federal Grantor/ Federal Agency or Total Federal
Pass-through Grantor/ CFDA Pass-through Disbursements/ Disbursements/
Program Title Number Number Expenditures Adjustments Expenditures
Loan
U.S. Environmental Proiection
Agency:
DWSRF Pass-through from the State 66.468 LOAN-F02-04 $ - $ 225,025 $ 225,025
oi Keniucky Infrastructure
Authority™®
CWSRF Pass-through from the State 66.458 LOAN-A03-05 194,588 (89,070) 105,518
of Kentucky Infrastructure
Authority™®
CWSRF Pass-through from the State 66.458 LOAN-A04-05 1,415,819 (662,280) 753,539
of Kentucky Infrastructure
Authority™®
Total Federal Expenditures for the period. $ 1,084,082

*Denoies major program
NOTE A - BASIS OF PRESENTATION

This schedule of expenditures of federal awards includes the federal grant activity of Hopkinsville Water Environment Authority,

a component unit of the City of Hopkinsville, Kentucky. This schedule is presented on the cash basis of accounting, due to the
naiure of the federal programs reported upon. The information in this 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
ihis schedule may differ from amounts presented in, or used in the preparation of, the basic financial statements.
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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.
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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.
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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.
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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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