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INDEPENDENT AUDITORS’ REPORT

To the Board of Commissioners
Cawood Water District
Cawood, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of Cawood Water District (the
“District”) as of and for the year ended December 31, 2014 and the related notes to the financial
statements, which collectively comprise the District’s basic financial statements as listed in the
table of contents. Also, we were engaged to audit the accompanying financial statements of
Cawood Water District (the “District™) as of and for the year ended December 31, 2013 and the
related notes to the financial statements, which collectively comprise the District’s basic
financial statements.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit of the 2014 financial statements 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 from material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion on the 2014 financial statements. Because of the matter described in
the Basis for Disclaimer of Opinion paragraph, however, we were not able to obtain sufficient
appropriate audit evidence to provide a basis for an audit opinion on the 2013 financial
statements.

Opinion on the 2014 Financial Statements

In our opinion, the 2014 financial statements referred to in the first paragraph present fairly, in
all material respects, the financial position of Cawood Water District as of December 31, 2014
and the changes in financial position and cash flows therecof for the year ended in accordance
with accounting principles generally accepted in the United States of America.

Basis for Disclaimer of Opinion on 2013 Financial Statements

We were unable to substantiate a large number of journal entries due to lack of supporting
documentation and subsequent period postings dates in the 2013 financial statements. We were
unable to obtain sufficient appropriate audit evidence about the completeness of the 2013
financial statements by other auditing procedures.

Disclaimer of Opinion on 2013 Financial Statements

Because of the significance of the matter discussed in the Basis for Disclaimer of Opinion
paragraph, we have not been able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion on the 2013 financial statements. Accordingly, we do not express an
opinion on the 2013 financial statements referred to in the first paragraph.

Other Matters

Required Supplementary Information

Management has omitted the management’s discussion and analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the

basic financial statements. Such missing information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be
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an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. Our opinion on the basic financial statements is not
affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
January 7, 2016, on our consideration of Cawood Water District’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Cawood Water District’s internal control over financial
reporting and compliance.
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Fortner Smalley, PLLC
Certified Public Accountants
Kingsport, Tennessee

January 7, 2016



CAWOOD WATER DISTRICT

Cawood, Kentucky

STATEMENTS OF NET POSITION
December 31, 2014 and 2013

ASSETS

CURRENT ASSETS:
Cash and Cash Equivalents
Customer Accounts Receivable, Net
Prepaid Expenses

Total Current Assets

CAPITAL ASSETS:
Utility Plant, Equipment, and Vehicles
Less Accumulated Depreciation

Construction in Progress
Net Value of Capital Assets

RESTRICTED ASSETS: ‘
Depreciation Reserve Account
Debt Service Account

Total Restricted Assets

TOTAL ASSETS

2014 2013
$ 348447 $ 321327
83,747 82.017
27.011 33,299
459205 436,643
11,967,581 11,555,777
(3,026,650) (2,813,158)
8.940.931 8.742.619
144,549 21,500
9,085,480 8,764,119
119,885 114,427
99,008 91,487
218,893 205,914
$ 9763578  $ 9406676

See accompanying notes
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CAWOOD WATER DISTRICT
Cawood, Kentucky
STATEMENTS OF NET POSITION
December 31, 2014 and 2013

2014 2013
LIABILITIES AND NET POSITION
CURRENT LIABILITIES:
Accounts Payable $ 66,181 $ 54,665
Customer Deposits 20,750 19,850
Accrued Interest Payable 32,193 33,046
Accrued Wages 2,759 6,774
Current Portion of Long-Term Debt 43,000 39,900
Other Current Liabilities 9,441 8,888
Total Current Liabilities 174,324 163,123
LONG-TERM DEBT:
Long-Term Debt, Net of Current Portion 1,513,100 1,556,100
Total Long-Term Debt 1,513,100 1,556,100
NET POSITION:
Net Investment in Capital Assets 7,529,380 7,168,119
Restricted for:
Depreciation Reserve 119,885 114,427
Debt Service 99,008 91,487
Unrestricted 327,881 313,420
Total Net Position 8,076,154 7,687,453
TOTAL LIABILITIES AND NET POSITION $ 9,763,578 $ 9,406,676

See accompanying notes

5




CAWOOD WATER DISTRICT
Cawood, Kentucky
STATEMENTS OF REVENUES, EXPENSES,
AND CHANGES IN NET POSITION
For the Year Ended December 31, 2014 and 2013

201 013
OPERATING REVENUES:
Water Sales - Residential $ 685,974 $ 676,128
Water Sales - Commercial 29,193 46,301
Other Operating Revenue 61,029 67,891
Total Operating Revenues 776,196 790,320
OPERATING EXPENSES:
Salaries and Wages 246,447 241,869
Payroll Taxes 17,671 21,350
Employee Benefits 79,258 88,539
Chemicals 33,548 43,090
Materials and Supplies 19,169 34,301
Contractual Services 12,951 13,117
Insurance 32,311 26,938
Office Expense 13,198 13,382
Utilities 65,286 54,348
Repairs and Maintenance 51,887 59,018
Purchased Water for Distribution 28,168 21,588
Bad Debt Expense 6,426 7,081
Depreciation Expense 213,491 238,867
Other Operating Expenses 38,283 24,886
Total Operating Expenses 858,094 888,374
NET OPERATING INCOME (LOSS) (81,898) (98,054)
NONOPERATING REVENUES (EXPENSES):
Interest Income 231 186
Interest Expense (64,395) (66,134)
Total Nonoperating Revenues (Expenses) (64,164) (65,948)
INCOME (LOSS) BEFORE CAPITAL CONTRIBUTIONS (146,062) (164,002)

See accompanying notes
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CAWOOD WATER DISTRICT
Cawood, Kentucky

STATEMENTS OF REVENUES, EXPENSES,
AND CHANGES IN NET POSITION
For the Year Ended December 31, 2014 and 2013

CAPITAL CONTRIBUTIONS:
Grants
Tap Fees

Total Capital Contributions

CHANGE IN NET POSITION

NET POSITION - BEGINNING OF YEAR

NET POSITION - END OF YEAR

See accompanying notes
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201 201
526,513 190,666
8,250 7,150
534,763 197,816
388,701 33,814
7,687,453 7,653,639
$ 8,076,154 $ 7,687,453




CAWOOD WATER DISTRICT
Cawood, Kentucky
STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2014 and 2013

014 013
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from Customers § 768,941 $ 840,713
Payments to Suppliers (373,373) (458,528)
Payments to Employees (250,462) (239,369)
Net Cash Provided by Operating Activities 145,106 142,816
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES:
Net Deposits into Restricted Accounts (12,979) (13,796)
Proceeds from Grants and Tap Fees 8,250 37,000
Principal Payments on Long-Term Debt (39,900) (38,300)
Interest Paid on Long-Term Debt (65,248) (67,462)
Net Cash (Used) by Capital Financing Activities (109,877) (82,558)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of Capital Assets (8,340) (36,299)
Interest Received 231 115
Net Cash (Used) by Investing Activities (8,109) (36,184)
NET INCREASE IN CASH 27,120 24,074
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 321,327 297,253
CASH AND CASH EQUIVALENTS - END OF YEAR $ 348,447 $ 321,327

See accompanying notes
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CAWOOD WATER DISTRICT
Cawood, Kentucky
STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2014 and 2013

2014 2013
RECONCILIATION OF OPERATING LOSS TO CASH FLOWS
PROVIDED BY OPERATING ACTIVITIES:
Net (Loss) from Operations $ (81,898) $ (98,054
Adjustments to reconcile net (loss) from operations to net
cash provided by operating activities:
Depreciation Expense 213,491 238,867
Bad Debt Expense 6,426 7,081
Changes in Assets and Liabilities:
Customer Accounts Receivable (8,155) (5,427)
Prepaid Expenses 6,288 (15,316)
Accounts Payable 11,516 6,565
Customer Deposits 900 1,150
Accrued Wages (4,015) 2,500
Other Current Liabilities 553 5,450
Net Cash Provided by Operating Activities $ 145,106 $ 142,816
SUPPLEMENTAL DISCLOSURES:
Schedule of Noncash Investing Transactions
Purchases of Capital Assets from
Capital Grant Contributions $ 526,513 $ 160,897

See accompanying notes
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CAWOOD WATER DISTRICT
Cawood, Kentucky
NOTES TO FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE A — REPORTING ENTITY AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

REPORTING ENTITY — Cawood Water District is a water utility which provides service
to residential and commercial customers in Harlan County, Kentucky. The district was
created on January 27, 1965, by the Harlan County Court under the provisions of Chapter
74 of the Kentucky Revised Statutes (KRS). The District is subject to the regulatory
authority of the Kentucky Public Service Commission (PSC) pursuant to KRS 278.040.

BASIS OF ACCOUNTING - The District’s financial statements are prepared in
conformity with accounting principles generally accepted in the United States as set forth
by the Governmental Accounting Standards Board (GASB) for proprietary funds. Private
sector standards of accounting and financial reporting issued prior to December 1, 1989
generally are followed in the proprietary fund financial statements to the extent they do
not conflict with or contradict guidance of the GASB. Governments also have the option
of following subsequent private sector guidance for their business type activities and
enterprise funds. The District has elected not to follow subsequent private sector
guidance.

CASH AND CASH EQUIVALENTS - For purposes of presenting the statement of cash
flows, the District considers all unrestricted cash, certificates of deposits, and short-term
investments to be cash and cash equivalents.

ACCOUNTS RECEIVABLE - Customer accounts receivable consist of fees for services
for water charges due from individuals, businesses, and other governments. Customer
accounts receivable are presented on the statement of net position net of an allowance for
expected uncollectible accounts, which is based on historical performance and projected
future collections. The allowance for uncollectible accounts as of December 31, 2014
and 2013 was $46,405 and $39,980, respectively.

The District bills and collects garbage fees and sewer fees on behalf of Harlan County
and the City of Harlan, respectively. These fees are collected by the District and remitted
to the appropriate utility, less a collection fee of 6.5% of fees, which is earned when
collected. Since the District simply acts as a billing and collection agent for Harlan
County and the City of Harlan, the net receivables are reduced by the corresponding
payables, as follows:

12/31/14 12/31/13
Total Accounts Receivable $ 285,507 $ 253,664
Less: Garbage Fees Payable (146,191) (124,869)
Less: Sewer Fees Payable (9,164) (6,798)
Less: Allowance of Uncollectible Accounts (46.405) (39.980)

Customer Accounts Receivable, Net $ 83,747 $ 82,017
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CAWOOD WATER DISTRICT
Cawood, Kentucky
NOTES TO FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE A — REPORTING ENTITY AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

PREPAID EXPENSES - Prepaid expenses consist of amounts paid in advance for
insurance premiums, water treatment chemicals, and PSC assessments and dues.

CAPITAL ASSETS - Capital assets are stated at original cost. The cost of repairs and
maintenance that does not result in an extension of the life of an asset is charged to the
proper expense account as incurred. Property replacements with a cost of $1,500 or
greater are capitalized. When assets are retired or otherwise disposed of, the related asset
and accumulated depreciation is written off and any related gain or loss is recorded.

DEPRECIATION - Depreciation is applied using the straight-line method over the
estimated useful life of the asset and is recognized in accordance with ASC 958-360-35
(formerly known as Statement of Financial Accounting Standards No. 93, “Recognition
of Depreciation by Not-for-Profit Organization.”). Class lives range from five to sixty
years.

BAD DEBTS - The District uses the allowance method for recording bad debts. The
District’s bad debt expense amounted to $6,426 and $7,081 for the years ended
December 31, 2014 and 2013, respectively.

CUSTOMER DEPOSITS — The District collects deposits, which are required to secure
active water accounts, from customers for current and proposed water service areas.
Interest payable as of December 31, 2014 and 2013 on the respective deposit balances of
$20,750 and $19,850 was approximately $22 and $531, respectively. The interest rates
as of December 31, 2014 and 2013 were 3% and 0.1%, respectively.

INCOME RECOGNITION - Income from sales of water to residential and commercial
customers is recognized in the month the services are provided and is based on actual
and/or estimated water meter readings. All customers are billed on a monthly basis.

OPERATING REVENUES AND EXPENSES - The District distinguishes operating
revenues and expenses from non-operating items. Operating revenues consist of charges
for water services and other related fees and charges. Operating expenses consist of costs
related to providing water services to customers as well as administrative expenses and
depreciation of capital assets. All revenues and expenses not meeting these definitions
are reported as non-operating revenues and expenses or capital contributions.

INCOME TAX STATUS — The District was formed as a nonprofit organization and, as
such, is exempt from federal and state income taxes. Accordingly, the financial
statements include no provision for income taxes.
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CAWOOD WATER DISTRICT
Cawood, Kentucky
NOTES TO FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE _A - REPORTING ENTITY AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

ESTIMATES - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

FINANCIAL INSTRUMENTS — CONCENTRATION OF CREDIT RISK - Financial
instruments which potentially subject the District to significant concentrations of credit
risk consist primarily of cash and accounts receivable.

As of December 31, 2014 and 2013, Cawood Water District had total cash on deposit
with a financial institution that exceeded the FDIC insured limits by $187,934 and
$145,527, respectively. However, the Bank of Harlan has pledged securities in the form
of Federal Home Loan Bank Bonds to Cawood Water District in the amount of $500,000
to cover this risk.

ACCOUNTING FOR IMPAIRMENT OR DISPOSAL OF LONG-LIVED ASSETS —
The District evaluates events or changes in circumstances for indications that the carrying
amount of an asset may not be recoverable and makes adjustments accordingly. There
were no such adjustments for the years ended December 31, 2014 and 2013.

NOTE B — CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2014 was as follows:

Balance Balance
January 1, 2014 Additions Disposals December 31, 2014
Land and Land Rights $ 28,750 $ -0- $ -0- $ 28,750
Water Plant & Treatment 1,184,717 -0 - -0 - 1,184,717
Trans and Distribution Equipment 9,226,054 403,464 -0 - 9,629,518
Meters and Hydrants 660,125 8,340 -0 - 668,465
Office Equipment 44,578 -0 - -0 - 44,578
Equipment 289,733 -0- -0 - 289,733
Vehicles 121.820 -0 - -0 - 121,820
Total Capital Assets 11,555,777 411,804 -0 - 11,967,581
Less: Accumulated Depreciation (2,813,158) (213.492) -0 - (3.026,650)
Net Depreciable Assets 8,742,619 198,312 -0 - 8,940,931
Construction in Progress 21,500 123,049 -0 - 144,549
Net Value of Capital Assets $ 8,764,119 $321,361 $ -0 - $ 9,085,480

12

=~



CAWOOD WATER DISTRICT
Cawood, Kentucky
NOTES TO FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE B — CAPITAL ASSETS (Continued)

Depreciation expense for the year ended December 31, 2014 and 2013 was $213,491 and
$238,867, respectively.

NOTE C — LONG-TERM DEBT/BONDS

The District currently has outstanding revenue bonds from four (4) separate issuances. A
summary of each series is as follows:

In 1990, the District issued Farmers Home Administration (FmHA) Water
Revenue Bonds, Series 1989 A and B, in the aggregate principal amounts of
$383,000 and $191,000, respectively. Both issuances carry an annual interest rate
of 5.00%, with interest payable each January and July 1%, and maturing principal
amounts payable on January 1* of each year through 2028 and 2027, respectively.
The principal balance on these bond issuances was $284,000 and $112,000,
respectively, as of December 31, 2014, with $11,000 and $6,000 principal due
next year, respectively.

In 1996, the District issued U.S. Department of Agriculture (USDA) Rural
Development (RD) Water Revenue Bonds, Series 1995 A and B, in the aggregate
principal amounts of $343,000 and $343,000, respectively. Both issuances carry
an annual interest rate of 4.50%, with interest payable each January and July 1%,
and maturing principal amounts payable on January 1* of each year through 2034.
The principal balance on these bond issuances was $254,800 and $254,800,
respectively, as of December 31, 2014, with $7,500 principal due on each next
year .

In 2004, the District issued USDA RD Water Revenue Bonds, Series 2004, in the
aggregate principal amount of $350,000. This bond issuance carries an annual
interest rate of 4.50%, with interest payable each January and July 1%, and
maturing principal amounts payable on January 1% of each year through 2043.
The principal balance on this bond issuance was $310,000 as of December 31,
2014, with $5,000 principal due next year.

In 2010, the District issued USDA RD Water Revenue Bonds, Series 2010, in the
aggregate principal amount of $357,000. This bond issue carries an annual
interest rate of 2.25%, with interest payable each January and July 1%, and
maturing principal amounts payable on January 1* of each year through 2050.
The principal balance on this bond issuance was $340,500 as of December 31,
2014, with $6,000 principal due next year.
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