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Phone:  (423) 239-5700 141 Wendover Drive admin@kptcpa.com

Fax:  (423) 239-0329 Kingsport, TN  37663 www.kptcpa.com 

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 the business-type activities of Cawood Water District 

(the “District”), as of and for the years ended December 31, 2018 and 2017, and the related notes to the financial 

statements, which collectively comprise the District’s basic financial statements as listed in the table of contents. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in accordance with 

accounting principles generally accepted in the United States of America; this includes the design, implementation, 

and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are 

free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 

statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of 

material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, 

the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial 

statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 

expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. 

An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 

significant accounting estimates made by management, as well as evaluating the overall presentation of the financial 

statements. 

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

opinion. 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position 

of the business-type activities of Cawood Water District as of December 31, 2018 and 2017, and the changes in 

mailto:dcallebs@kptcpa.com
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financial position and cash flows thereof for the years then ended in accordance with accounting principles generally 

accepted in the United States of America. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the Management’s Discussion 

and Analysis on pages 4-6 be presented to supplement the basic financial statements. Such information, although not 

a part of the basic financial statements, is required by the Governmental Accounting Standards Board, who 

considers it to be an essential part of financial reporting for placing the basic financial statements in an appropriate 

operational, economic, or historical context. We have applied certain limited procedures to the required 

supplementary information in accordance with auditing standards generally accepted in the United States of 

America, which consisted of inquiries of management about the methods of preparing the information and 

comparing the information for consistency with management’s response to our inquiries, the basic financial 

statements, and other knowledge we obtained during our audit of the basic financial statements. We do not express 

an opinion or provide any assurance on the information because the limited procedures do not provide us with 

sufficient evidence to express an opinion or provide any assurance. 

Other Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively 

comprise the Cawood Water District’s basic financial statements. The introductory section is presented for purposes 

of additional analysis and is not a required part of the basic financial statements. 

The introductory section has not been subjected to the auditing procedures applied in the audit of the basic financial 

statements and, accordingly, we do not express an opinion or provide any assurance on it. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated July 30, 2019, 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 solely 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 effectiveness of the District’s 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. 

Kingsport CPA, PC 
Kingsport, Tennessee 

July 30, 2019 
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As financial management of the Cawood Water District (the “District”), we offer readers of these financial 

statements this narrative overview and analysis of the financial activities of the District for the year ended December 

31, 2018. This discussion and analysis is designed to assist the reader in focusing on the significant financial issues 

and activities and to identify any significant changes in financial position. We encourage readers to consider the 

information presented here in conjunction with the financial statements taken as a whole. 

Financial Highlights 

The District recognized an operating loss of 80,042 for 2018 compared to an operating loss of $134,357 for 2017. 

Operating revenue was $897,835 in 2018, compared to 2017 operating revenue of $759,309, an 18% increase, while 

total operating expenses increased $84,211, up 9% from the prior year.   Preventing, detecting, and repairing line 

breaks continue to be the area of greatest concern and opportunity for improvement.  However, extensive repairs 

were performed in 2018 in an attempt to decrease water loss.  The District is reporting significantly lower water 

losses so far in 2019 and feels confident that the trend will continue.  Capital contributions were received in the form 

of tap fees in the amounts of $14,300 and $10,450 for the years 2018 and 2017, respectively. Net losses produced a 

decrease in net position of $122,189 in 2018 compared to a decrease in net position of $182,186 in 2017.  The 

difference between the two years is primarily due to significant repairs to distribution lines in 2017 and an increase 

in sales in 2018.  The term “net position” refers to the difference between assets and liabilities. As of December 31, 

2018, the District had net position of $7,484,235, a decrease of 2% from $7,606,425 at the close of 2017. 

Overview of the Financial Statements 

This discussion and analysis is intended to serve as an introduction to the District’s financial statements, which are 

comprised of the basic financial statements and the notes to the financial statements. Since the District consists of a 

single enterprise fund, no fund level financial statements are shown. In addition, the District has no infrastructure 

assets and is therefore exempt from required infrastructure disclosures.  

Basic financial statements: The basic financial statements are designed to provide readers with a broad overview of 

the District’s finances in a manner similar to a private-sector business. 

The statement of net position presents information on all of the District’s assets and liabilities, with the difference 

between the two reported as net position. Over time, increases or decreases in net position may serve as a useful 

indicator of whether the financial position of the District is improving or deteriorating. Net position increases when 

revenues exceed expenses. Increases to assets without a corresponding increase to liabilities results in increased net 

position which indicates an improved financial position. 

The statement of revenue, expenses, and changes in net position presents information showing how the District’s net 

position changed during the fiscal year. All changes in net position are reported as soon as the underlying event 

occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for 

some items that will only result in cash flows in future fiscal periods. 

The statement of cash flows present cash flows broken down into four categories: cash flows from operating 

activities, noncapital financing activities, capital and related financing activities, and investing activities. The 

statement of cash flows relates these amounts to changes in cash balances from the beginning of the year to the end 

of the year. 

Notes to the financial statements: The notes provide additional information that is essential to a full understanding of 

the information provided in the basic financial statements. 
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Financial Analysis 

Net position may serve, over time, as a useful indicator of an entity’s financial position. In the case of the District, 

assets exceeded liabilities by $7,474,235 as of December 31, 2018. This represents a decrease of $132,190 (2%) from 

the prior year. The unrestricted net position was $293,557. 

The largest portion of the District’s net position has historically been its capital assets. 

The District’s net position was as follows as of December 31, 2018 and 2017: 

2018 2017 

Current assets $ 361,605 $ 332,217 

Capital assets 8,379,567 8,602,310 

Restricted assets 210,418 211,392 

  Total assets 8,951,590 9,145,919 

Current liabilities 145,855 168,295 

Long-term liabilities 1,321,500 1,371,200 

  Total liabilities 1,477,355 1,539,495 

Net position: 

  Net investment in capital assets 6,980,261 7,152,209 

  Restricted 210,417 211,392 

  Unrestricted 293,557 242,823 

   Total net position $ 7,484,235 $ 7,606,424 

The District’s changes in net position were as follows for the years ended December 31, 2018 and 2017: 

2018 2017 

Operating revenues $ 897,835 $ 759,309 

Operating expenses 977,877 893,666 

  Income (loss) from operations (80,042) (134,357) 

Non-operating revenues (expenses): 

  Interest income 99 120 

  Interest (expense) (56,546) (58,399) 

  Capital Contributions 14,300 10,450 

   Total non-operating revenues (expenses) (42,147) (47,829) 

Increase (decrease) in net position (122,189) (182,186) 

Net position, beginning of year 7,606,424 7,788,610 

Net position, end of year $  7,484,235 $  7,606,424 
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Significant Events 

The District outsourced some of its financial reporting beginning in 2016 to a local accounting firm.  It is expected 

that this move will continue to provide more timely reporting and additional analysis, allowing the Commissioners 

to make more informed decisions based upon more current information.  

Cash Flows 

Net cash provided by operating activities for the year ended December 31, 2018 was $120,965 an increase of $7,752 

from 2017 operating cash flows. There was no net cash from noncapital financing activities during the year ended 

December 31, 2018. Net cash from capital and related financing activities resulted in cash outlays of $109,851 for 

2018, an increase of $1,329 from the prior year. Interest earned on savings account in the amount of $99 provided 

net cash from investing activities. 

Capital Assets and Debt Administration 

Capital Assets: The District’s investment in capital assets amounted to $8,379,567 as of December 31, 2018, a 

decrease of 222,743 due to depreciation. Capital assets include the water plant, distribution line, meters and 

hydrants, along with related office and operating equipment. 

Long-term Debt: The District had long-term debt in the amount of $1,321,500 as of December 31, 2018, a decrease 

of $52,000 from the prior year. 

Summary of Organization and Business 

Cawood Water District was created on January 27, 1965 by the Harlan County Fiscal Court under the provisions of 

Chapter 74 of the Kentucky Revised Statutes and is subject to the regulatory authority of the Kentucky Public 

Service Commission.  The governing board is comprised of five commissioners appointed by the Harlan County 

Fiscal Court. 

The District provides water to the businesses and residents of southern Harlan County, which generates virtually all 

of the District’s operating revenue.  Major capital projects are usually funded by state grants. 

Final Comments 

The District continues to strive to provide adequate and efficient water service to its customers, increase revenue 

streams, and decrease water loss. 

Requests for Information 

This financial report is designed to provide a general overview of the District’s finances for all interested parties. 

Questions concerning this report or requests for additional information should be directed to Finance Officer, 

Cawood Water District, P.O. Box 429, Cawood, Kentucky, 40815. 



2018 2017

Current Assets:

Cash and cash equivalents 227,266$         216,053 

Customer accounts receivable, net 112,050 92,253 

Prepaid expenses 22,289 23,912 

Total Current Assets 361,605 332,218 

Capital Assets:

Utility plant, equipment, and vehicles 12,352,297      12,334,176      

Accumulated depreciation (3,972,730)       (3,731,866)       

Total Capital Assets 8,379,567        8,602,310        

Restricted Assets:

Depreciation reserve accounts 126,782 126,759 

Debt service account 83,636 84,633 

Total Restricted Assets 210,418 211,392 

TOTAL ASSETS 8,951,590$      9,145,920$      

ASSETS

CAWOOD WATER DISTRICT

Statements of Net Position

December 31, 2018 and 2017

See accompanying notes
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2018 2017

CAWOOD WATER DISTRICT

Statements of Net Position

December 31, 2018 and 2017

Current Liabilities:

Accounts payable 33,528$           58,925$           

Customer deposits 24,900 22,500 

Accrued interest payable 28,105 29,200 

Accrued wages 5,762 5,027 

Other current liabilities 3,860 2,943 

Current portion of long-term debt 52,500 49,700 

Total Current Liabilities 148,655 168,295 

Long-Term Debt:

Long-term debt, net of current portion 1,318,700        1,371,200        

Total Long-Term Debt 1,318,700        1,371,200        

Net Position:

Net investment in capital assets 6,980,261        7,152,210        

Restricted for:

Depreciation reserve 126,782 126,759 

Debt service 83,635 84,633 

Unrestricted 293,557 242,823 

Total Net Position 7,484,235        7,606,425        

TOTAL LIABILITIES AND NET POSITION 8,951,590$      9,145,920$      

LIABILITIES AND NET POSITION

See accompanying notes
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2018 2017

Operating Revenue:

Water sales - residential 801,496$  682,269$  

Water sales - commercial 40,309 23,499 

Other operating revenue 56,030 53,541 

Total Operating Revenue 897,835 759,309 

Operating Expenses

Salaries & wages 279,815 225,420 

Payroll taxes 21,973 25,503 

Employee benefits 39,486 43,308 

Chemicals 40,778 37,793 

Materials and supplies 31,143 20,064 

Contractual services 13,327 14,728 

Insurance 22,700 27,411 

Office expense 24,149 25,631 

Utilities 63,687 73,359 

Repairs and maintenance 82,390 68,258 

Professional fees 52,685 24,188 

Purchased water for distribution 37,177 23,419 

Depreciation expense 240,864 244,054 

Other operating expenses 27,703 40,530 

Total Operating Expenses 977,877 893,666 

Net Operating Income (Loss) (80,042)         (134,357)       

Other Income (Expenses)

Interest income 99 120 

Interest expense (56,546)         (58,399)         

Total Other Income (Expenses) (56,447)         (58,279)         

Capital Contributions:

Grants - - 

Tap fees 14,300 10,450 

Total Capital Contributions 14,300 10,450 

Change in Net Position (122,189)       (182,186)       

Net Position - beginning of year 7,606,424     7,788,610     

Net Position - end of year 7,484,235$   7,606,424$   

CAWOOD WATER DISTRICT

Statements of Revenue, Expenses, and Changes in Net Position

For the Years Ended December 31, 2018 and 2017

See accompanying notes

9



2018 2017

Cash Flows from Operating Activities

Cash received from customers 878,038$   756,039$   

Cash paid for goods and services (477,993) (418,022) 

Cash paid to employees (279,080) (224,804) 

Net Cash Provided by Operating Activities 120,965 113,213 

Cash Flows from Capital and Related Financing Activities

Net (deposits into) withdrawals from restricted accounts 975 3,300 

Principal paid on notes payable (49,700) (47,400) 

Interest paid on debt service (57,305) (59,447) 

Proceeds from grants and tap fees 14,300 10,450 

Purchase of capital assets (18,121) (15,425) 

Net Cash Used by Capital and Related Financing Activies (109,851) (108,522) 

Cash Flows from Investing Activities

Interest income 99 120 

Net Cash Provided by Investing Activities 99 120 

Net Increase in Cash 11,213 4,811 

Cash - beginning of year 216,053 211,242 

Cash - end of year 227,266$   216,053$   

CAWOOD WATER DISTRICT

Statements of Cash Flows

For the Years Ended December 31, 2018 and 2017

See accompanying notes
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CAWOOD WATER DISTRICT

Statements of Cash Flows

For the Years Ended December 31, 2018 and 2017

2018 2017

Reconciliation of Operating Income to Net Cash Provided by Operating Activities:

Operating (loss) (80,042)$   (134,357)$   

Adjustments to reconcile net (loss) from operations to net

cash provided by operating activities:

Depreciation expense 240,863 244,054 

Changes in assets and liabilities:

(Increase) decrease in accounts receivable (19,797) (3,270) 

(Increase) decrease in prepaid expenses 1,623 5,160 

Increase (decrease) in accounts payable (25,735) (402) 

Increase (decrease) in customer deposits 2,400 2,650 

Increase (decrease) in accrued wages 735 616 

Increase (decrease) in other current liabilities 918 (1,238) 

Net Cash Provided by Operating Activities 120,965$   113,213$   

See accompanying notes

11
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Note 1 – Reporting Entity and Summary of Significant Accounting Policies 

Reporting Entity 

Cawood Water District is a water utility which provides services 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) and is subject to the regulatory authority of the Kentucky 

Public Service Commission (PSC) pursuant to KRS 278.040. 

Basis of Presentation 

As a special purpose government, 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).  The operations of the District are accounted for in a proprietary fund.  Proprietary funds are reported using 

a flow of economic resources measurement focus and the accrual basis of accounting.  This is the same 

measurement focus and basis of accounting used by private business enterprises.  

Measurement Focus and Basis of Accounting 

Measurement focus is a term used to describe how transactions are recorded with the financial statements.  Basis of 

accounting refers to when transactions are recorded regardless of the measurement focus applied. 

The accompanying financial statements are reported using the economic resources measurement focus and the 

accrual basis of accounting.  Accordingly, all assets, deferred outflows of resources, liabilities, and deferred inflows 

of resources (whether current or noncurrent) are included in the statement of net position.  Under the accrual basis of 

accounting, revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of 

the timing of the related cash flows. 

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, 2018 and 2017 was $89,233 and $79,407, respectively.   

The District bills and collects garbage fees and sewer fees on behalf of Harlan County Fiscal Court and the City of 

Harlan, respectively.  The fees are collected by the District and remitted to the appropriate facility, less a collection 

fee of 6.5% of fees, which is earned when collected.  Since the District simply acts as a billing and collecting agent 

for Harlan County and the City of Harlan, the net receivables are reduced by the corresponding payables, as follows: 

2018 2017 

Total Accounts Receivable $  331,942     $  271,953 

Less:  Garbage Fees Payable (118,517) (86,297) 

Less:  Sewer Fees Payable (12,142) (13,996) 

Less:  Allowance for Uncollectible Accounts     (89,233)     (79,407) 

Customer Accounts Receivable, Net $  112,050 $  92,253 
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Note 1 – 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.  Depreciation is computed using the 

straight-line method over the estimated useful lives of the respective assets, ranging from five to sixty years. 

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 recorded. 

Bad Debts  

The District uses the allowance method for recording bad debts.  The District’s bad debt expense amounted to 

$9,776 and $9,094 for the years ended December 31, 2018 and 2017, 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, which was organized and exists pursuant to the provisions of Kentucky Revised Statutes Chapter 74, is 

exempt from federal income taxes pursuant to 26 USC 115 relating to the income of states, municipalities, etc. 

Net Position 

Net position comprises the various net earnings from operating and nonoperating revenues, expenses, and 

contributions of capital.  Net position is classified in the following three components as applicable:  investment in 

capital assets, restricted net position, and unrestricted net position.  Investment in capital assets consists of all capital 

assets, net of accumulated depreciation, and, if applicable, deferred outflows of resources, reduced by any 

outstanding debt attributable to the acquisition, construction, and improvement of those assets.  Debt or deferred 

inflow of resources attributable to unspent proceeds or other restricted cash and investments are excluded from the 

determination.  Restricted net position consists of net positions for which constraints are placed thereon by external 

parties, such as lenders, grantors, contributors, laws, regulations, and enabling legislation, including self-imposed 

legal mandates.  The unrestricted component of net position is the net amount of the assets, deferred outflows of 

resources, liabilities, and deferred inflows of resources that are not included in the determination of net investment 

in capital assets or the restricted components of net position. 

Net Position Flow Assumption 

Sometimes the District will fund outlays for a particular purpose from both restricted and unrestricted resources.  In 

order to calculate the amounts to report as restricted net position and unrestricted net position in the financial 

statements, a flow assumption must be made about the order in which the resources are considered to be applied. 

When both restricted and unrestricted resources are available for use, it is the District’s policy to consider restricted 

net position to have been depleted before unrestricted net position is applied. 
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Note 1 – Reporting Entity and Summary of Significant Accounting Policies (continued) 

Budgetary Accounting 

The District Commission reviews and adopts an annual operating budget prepared by management.  The budget is 

prepared on a basis consistent with the basis used in preparing the District’s financial statements.   

Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted in the United 

States require management to make estimates and assumptions that affect the amounts reported in the financial 

statements and accompanying notes.  Actual notes could differ from these 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, 2018 and 2017, Cawood Water District had total cash on deposit with a financial institution that 

exceeded the FDIC insured limits by $47,403 and $75,529, respectively.  However, the Monticello Banking 

Company has pledged securities to Cawood Water District in an amount at least the amount of this risk in 

accordance with KRS 41.240 (the “Public Funds Law”). 

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, 2018 and 2017. 

Date of Management’s Review 

The District’s management has evaluated events and transactions occurring after the statement of net position date 

for items that should potentially be recognized or disclosed in these financial statements.  The evaluation was 

conducted through the date of the report which is the date these financial statements were available to be issued. 
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Note 2 – Capital Assets 

Capital asset activity for the year ended December 31, 2018 was as follows: 

Balance 

1/1/18 Additions 

Retirements/ 

Transfers 

Balance 

12/31/18 

Capital assets not being 

depreciated: 

Land $ 28,750 $ - $ - $ 28,750 

Construction in progress - - - - 

Total capital assets not being 

depreciated 28,750 - - 28,750 

Capital assets being 

depreciated: 

Water Plant 1,309,856 - - 1,309,856 

Distribution Lines 9,836,442 - - 9,836,442 

Meters & Hydrants 702,384 18,121 - 720,505 

Office Equipment 45,191 - - 45,191 

Plant Equipment 289,733 - - 289,733 

Vehicles 121,820 - - 121,820 

Total capital assets being 

depreciated 12,305,426 18,121 - 12,323,547

Accumulated depreciation: 

Water Plant (561,986) (36,208) - (598,194) 

Distribution Lines (2,311,781) (165,565) - (2,477,346) 

Meters & Hydrants (501,654) (21,793) - (523,447) 

Office Equipment (44,752) (123) -   (44,875) 

Plant Equipment (189,873) (17,175) - (207,048) 

Vehicles (121,820) - - (121,820) 

Total accumulated depreciation (3,731,866) (240,864) - (3,972,730) 

Net capital assets being 

depreciated 8,573,560 (222,743) - 8,342,153

Capital assets, net $ 8,602,310 $ (222.743) $ - $ 8,379,567 
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Note 2 – Capital Assets (continued) 

Capital asset activity for the year ended December 31, 2017 was as follows: 

Balance 

1/1/17 Additions 

Retirements/ 

Transfers 

Balance 

12/31/17 

Capital assets not being 

depreciated: 

Land $ 28,750 $ - $ - $ 28,750 

Construction in progress - - - - 

Total capital assets not being 

depreciated 28,750 - - 28,750 

Capital assets being 

depreciated: 

Water Plant 1,309,856 - - 1,309,856 

Distribution Lines 9,836,442 - - 9,836,442 

Meters & Hydrants 686,959 15,425 - 702,384 

Office Equipment 45,191 - - 45,191 

Plant Equipment 289,733 - - 289,733 

Vehicles 121,820 - - 121,820 

Total capital assets being 

depreciated 12,290,001 15,425 - 12,305,426

Accumulated depreciation: 

Water Plant (525,778) (36,208) - (561,986) 

Distribution Lines (2,146,323) (165,458) - (2,311,781)

Meters & Hydrants (476,739) (24,915) - (501,654) 

Office Equipment (44,199) (553) -   (44,752) 

Plant Equipment (172,954) (16,919) - (189,873) 

Vehicles (121,820) - - (121,820) 

Total accumulated depreciation (3,487,813) (244,053) - (3,731,866)

Net capital assets being 

depreciated 8,802,188 (228,628) - 8,573,560

Capital assets, net $ 8,830,938 $ (228,628) $ - $ 8,602,310 

Depreciation expense for the years ended December 31, 2018 and 2017 was $240,864 and $244,054, respectively. 
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Note 3 – Long-Term Debts/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 1st, and maturing 

principal amounts payable on January 1st of each year through 2028 and 2027, respectively.  The 

principal balance on these bond issuances was $236,000 and $87,000, respectively, as of December 31, 

2018, with $15,000 and $7,000 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 1st, and maturing principal amounts payable on January 1st of each year through 2034.  The 

principal balance on each of these bond issuances was $222,600 as of December 31, 2018, with $9,000 

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 4.5%, with interest payable 

each January and July 1st, and maturing principal amounts payable on January 1st of each year through 

2043. The principal balance on these bond issuances was $287,000 as of December 31, 2018, with 

$6,000 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 on 

January and July 1st, and maturing principal amounts payable on January 1st of each year through 2050.  

The principal balance on this bond issuance was $316,000 as of December 31, 2018, with $6,500 

principal due next year. 

Long-term debt activity for the year ended December 31, 2018 is as follows:          

                                

  

 Balance,  Principal  Balance, 

Debt Issuance 1/1/2018  Payments  12/31/2018 

Series 1989 A $      249,000  $      13,000  $      236,000 

Series 1989 B 94,000  7,000  87,000 

Series 1995 A 231,200  8,600  222,600 

Series 1995 B 231,200  8,600  222,600 

Series 2004 293,000  6,000  287,000 

Series 2010        322,500           6,500         316,000 

Totals $  1,420,900  $     49,700  $  1,371,200 
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Note 3 – Long-Term Debts/Bonds (continued) 

Bond principal amounts to be retired and the total interest due for the next five (5) years and thereafter in five (5) 

year increments until maturity are as follows: 

 

Year(s) Principal  Interest  Total 

2019 $             52,500  $             53,883  $           106,383 

2020 55,300  51,426  106,726 

2021 59,600  48,771  108,371 

2022 61,600  46,021  107,621 

2023 66,900  43,030  109,930 

2024-2028 390,900  164,327  555,227 

2029-2033 262,300  94,410  356,710 

2034-2038 191,600  46,094  237,694 

2039-2043 141,500  20,576  162,076 

2044-2048 72,500  5,017  77,517 

2049             16,500                           -                16,500 

Totals $     1,371,200     $        573,555  $       1,944,755 

 

 

Note 4—Bond Funding Requirement 

The District’s bond resolutions require the creation and maintenance of a Revenue Fund, a Sinking Fund, a 

Depreciation Reserve Fund, and an Operation and Maintenance Fund. 

Revenue Fund 

The District deposits all collections into the Revenue Fund account in accordance with its bond resolutions and 

funds all other fund accounts from this account in order of priorities in the bond resolutions. 

Sinking Fund 

Monthly deposits to the Sinking Fund (identified with the name “Debt Service Account”) are to be made on or 

before the 20th day of each month as required by bond resolutions, for payment of interest and principal on the 

outstanding bonds.  The monthly amount shall equal the total of 1) 1/6th of the next two (2) succeeding six-month 

interest payments to become due on the bonds, plus 2) 1/12th of the principal of any bonds maturing on the next 

succeeding January 1st.  Based on the preceding formula, monthly deposits of $9,099 are required for the upcoming 

year. 
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Note 4—Bond Funding Requirement (continued) 

As of December 31, 2018, the balance of the Sinking Fund was $83,636.  A summary of the yearly activity is 

presented below: 

  Bond Sinking Fund 

  Beginning balance on January 1, 2018  $   84,633           

  Deposits made during the year     106,000           

  Interest income earned                 7           

  Principal and interest payments    (107,004)          

  Ending balance on December 31, 2018  $   83,636          

Depreciation Reserve Fund 

Deposits of all proceeds from connection fees in excess of related costs are to be made to the Depreciation Reserve 

Fund until the current outstanding bonds are paid in full.  The required reserve account balance was $114,000.  

Monies in the Depreciation Reserve Fund are restricted in their withdrawal and use by the prior and current bond 

resolutions.  As of December 31, 2018, the balance of the Depreciation Reserve Fund was $126,782, resulting in a 

surplus of $12,782. 

 

Note 5 – Commitments 

The bond issuances of 1990 and 1996, referred to in Note 3 above, are secured by a statutory mortgage lien against 

the District’s system.  The bond issues in 2004 and 2010 have been secured by a revenue pledge, payable on a first 

lien basis out of the gross revenues of the District, on parity with the prior bonds, and by a lien on all contracts of the 

District. 

 

Note 6—Related Party Transaction 

The District collects garbage fees on behalf of, and receives income based upon collections from, Harlan County 

Fiscal Court as described in Note 1 pertaining to accounts receivable.  Harlan County Fiscal Court appoints 

commissioners to serve on the District’s governing board.  Total other operating revenue received from Harlan 

County Fiscal Court for collection fees was $24,728 and $24,541 for the years ended December 31, 2018 and 2017, 

respectively. 
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Phone:  (423) 239-5700 141 Wendover Drive admin@kptcpa.com

Fax:  (423) 239-0329 Kingsport, TN  37663 www.kptcpa.com 

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND 

ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS 

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

To the Board of Commissioners 

Cawood Water District 

Cawood, Kentucky 

We have audited, in accordance with the auditing standards generally accepted in the United States of America and 

the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller 

General of the United States, the financial statements of the business-type activities of Cawood Water District (the 

“District”) as of and for the years ended December 31, 2018 and 2017, and the related notes to the financial 

statements, which collectively comprise the District’s basic financial statements and have issued our report thereon 

dated July 30, 2019. 

Internal Control over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the District’s internal control over 

financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for 

the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion 

on the effectiveness of the District’s internal control. Accordingly, we do not express an opinion on the effectiveness 

of the District’s internal control. 

A deficiency in internal control exists when the design or operation of a control does not allow management or 

employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 

misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal 

control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will 

not be prevented, or detected and corrected, on a timely basis.  A significate deficiency is a deficiency, or a 

combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to 

merit attention by those charged with governance.  

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and 

was not designed to identify all deficiencies in internal control that might be material weaknesses or significant 

deficiencies.  In addition, because of inherent limitations in internal control, including the possibility of management 

override of controls, misstatements due to error or fraud may occur and not be detected by such controls.  Given 

these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be 

material weaknesses.  However, material weaknesses may exist that have not been identified. We did identify certain 

deficiencies in internal control, described in the accompanying Schedule of Findings and Responses as items 2018-

001, 2018-002, and 2018-003, that we consider to be significant deficiencies.  

mailto:dcallebs@kptcpa.com
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the District’s financial statements are free of material 

misstatements, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant 

agreements, noncompliance with which could have a direct and material effect on the determination of financial 

statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our 

audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of 

noncompliance or other matters that are required to be reported under Government Auditing Standards. 

Cawood Water District’s Response to Findings 

Cawood Water District’s response to the findings identified in our audit is described in the accompanying schedule 

of findings and responses. Cawood Water District’s response was not subjected to the auditing procedures applied in 

the audit of the financial statements and, accordingly, we express no opinion on it. 

Purpose of this Report 

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

results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on 

compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards 

in considering the entity’s internal control and compliance. Accordingly, the communication is not suitable for any 

other purpose. 

Kingsport CPA, PC 

Kingsport, Tennessee 

July 30, 2019 
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Finding Number Finding Title Status 

2017-001 Proper accounting records / 

reconciliations 

(original finding # 2013-2, 2013-5) 

Repeated 

2017-002 Documentation of cash disbursements 

(original finding #2014-4) 

Repeated 

2017-003 Financial reports for Board (original 

finding #2014-7) 

Repeated 
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ITEM 2018-001: Proper accounting records / reconciliations (repeated; original # 2013-2, 2013-5) 

CONDITION:  Not all transactions are being posted to the general ledger in a manner or in sufficient detail to 

allow accurate and timely financial reporting to internal and external users of the information.  

CRITERIA:  Internal controls must be designed and implemented to allow management and/or employees, in the 

normal course of performing their assigned functions to prevent, or detect and correct, misstatements in a timely 

manner.  This includes procedures for posting financial transactions to the general ledger and reconciling key 

accounts. 

CAUSE OF CONDITION: The District uses a custom software package for all accounts receivable related 

functions, including billing, customer adjustments, write-offs, and security deposits.  This accounts receivable 

software does not interface with the District’s general ledger accounting software.  Increases and decreases to 

customer balances are summarized and posted to the general ledger as an adjusting journal entry.  However, these 

entries are not posted in a timely manner and documentation is not maintained to support billing or security deposit 

adjustments.  Furthermore, no person is charged with reconciling the two systems or maintaining subsidiary journals 

for the underlying balances and transactions.   

POTENTIAL EFFECT OF CONDITION:  Accounts receivable and related accounts can be materially misstated 

without being detected and corrected.  The limited information which is available also limits the ability of 

management and commissioners to make well-informed decisions. 

RECOMMENDATION: It is recommended that internal controls be designed and implemented, including updates 

to the accounts receivable software, to allow for sufficient detail of general ledger and appropriate reporting to 

maintain subsidiary ledgers.  This should also include procedures to train personnel involved in the accounts 

receivable to maintain appropriate documentation of adjustments, write-offs, and security deposit transactions.  

DISTRICT’S RESPONSE:  Management concurs with this finding.  Management will communicate with 

contractors and appropriate personnel to effectively address the issues and attempt to revise current procedures.    
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ITEM 2018-002: Documentation of cash disbursements (partially corrected, repeated, original #2014-4) 

CONDITION:  Not all cash disbursements are supported by proper documentation, such as invoice and general 

ledger posting account. 

CRITERIA: All cash disbursement should be supported by proper and sufficient documentation to ensure that 

transactions have a legitimate business purpose and are recorded accurately in the general ledger.   

CAUSE OF CONDITION: Appropriate controls are not in place for the physical flow of documentation and 

reports through the accounting function.   

POTENTIAL EFFECT OF CONDITION: This could result in material misstatement of financial information due 

to duplicate payments, unrecorded liabilities, and misclassification of expense items.   

RECOMMENDATION:  It is recommended that the current purchase order system be revised to appropriately 

record purchases, documenting the related budget-line item and/or general ledger account on the face of the 

purchase order.   

DISTRICT’S RESPONSE:  Management concurs with this finding and will continue developing procedures to 

implement auditor’s recommendation.   
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ITEM 2018-003: Financial reporting to Board (partially corrected, repeated, original #2014-7) 

CONDITION:  Accrual basis financial reports, including actual-to-budget revenue and expense comparisons, are 

not provided to the Board on a monthly basis. 

CRITERIA: The Board should receive, on a monthly basis, accrual basis financial reports and actual-to-budget 

revenue and expense comparisons in order to allow the commissioners to satisfactorily perform their duties of 

financial and operational oversight of the District. 

CAUSE OF CONDITION: Since cash flow is a primary concern for management and commissioners, most 

management reports have been historically prepared on the cash basis and focused upon immediate cash needs.   

POTENTIAL EFFECT OF CONDITION:  In many cases, if the information received is on the cash basis, the 

Board may inadvertently be distracted from addressing non-cash factors that impact the financial performance of the 

District and has no reliable gauge by which to determine the profitability or efficiency of District’s operations. 

Furthermore, KRS 65A.080 prohibits the expending of any moneys except as provided in the originally adopted or 

subsequently amended budget.  Accordingly, without an actual-to-budget comparison, both monthly and year-to-

date, the Board has no means by which to monitor the District’s compliance with this requirement.  

RECOMMENDATION:  It is recommended that the Board formally implement a system of internal control to 

address the “tone at the top”, which will permeate the entire Organization.  This system of internal control should 

address five components:  1) the control environment, 2) risk assessment, 3) control activities, 4) information and 

communication, and 5) monitoring.  It will not only address the current issue of financial reporting to the Board, but 

will also allow the Board to focus on areas which will make the biggest difference.   

DISTRICT’S RESPONSE:  Management concurs with this finding and has been developing reports to improve 

communication and financial monitoring.  
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