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INDEPENDENT AUDITOR’S REPORT

Commissioners of the Ohio County Water District
Hartford, KY 42347

We have audited the accompanying statement of net position. statement of revenues, expenses. and changes in net position. and the statement of
cash flows of Ohio County Water District as of for the year ended December 31, 2014 and 2013 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 intemnal control relevant fo the
preparation and fair presentation of financial statements that are free from matenal misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the United Siates of America. 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 nisks of matenial 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 of the effectiveness of the entity’s internal control. Accordingly, we express no such opimon. 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 siatements.

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all matenal respects, the respective financial position of the Ohio
County Water District as of December 31, 2014 and 2013, and the respective changes in financial position and cash flows thereof for the vear
then ended 1n accordance with accounting principles generally accepted 1n 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 information on
pages 2-5 be presented to supplement the basic financial statements. Such informauon, although not a part of the basic financial statements, is
required by the Government 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 cenain 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 prepanng the information and comparing the information for consistency with management’s
responses (o our inquires, 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 Reporting Required by Government Auditing Standards.

In accordance with Government Auditing Standards, we have also issued our report dated July 24. 2015 on our consideration of the Ohio County
Water District’s intemnal 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 intenal control over financial
reporting and compliance and the results of that tesung. and not to provide an opinion on the internai control over financial reporting or on
compliance. That report is an integral pant of an audit performed in accordance with Government Auditing Standards in considering Ohio
County Water District’s internal control over financial reporting and compliance.

Gilpert & Gilbert CPA’s
- 1 .
et (Lt cpas
Glasgow, KY
July 24, 2015



OHIO COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014

Our discussion and analysis of the Ohio County Water District financial performance provides an overview of the
District’s financial activities for the year ended December 31, 2014 and 2013 and 2012. The information is presented
in conjunction with the audited financial statements that follow this section.

Financial Highlights

For the year ending December 31, 2014, total operating and non-operating revenues (including capital contributions)
totaled $3,912,781 and expenses amounted to $3,936,715 creating an decrease in net position of $23,934. At year
end, net position totaled $21,987,472 of which $17,953,479 (net of related debt) was invested in capital assets and
$663,162 was restricted for debt service. This left a net amount of $3,370,831 of unrestricted assets.

For the year ending December 31, 2013, total operating and non-operating revenues (including capital contributions)
totaled $3,906,838 and expenses amounted to $3,836,826 creating an increase in net position of $70,012, At year
end, net position totaled $22,011,406 of which $17,211,926 (net of related debt) was invested in capital assets and
$1,508,725 was restricted for debt service. This left a net amount of $3,290,755 of unrestricted assets.

For the year ending December 31, 2012, total operating and non-operating revenues (including capital contributions)
totaled $4,278,278 and expenses amounted to $3,831,783 creating an increase in net position of $446,495. At year
end, net position totaled $21,960,542 of which $16,713.251 (net of related debt) was invested in capital assets and
$2,253,494 was restricted for debt service. This left a net amount of $2,993,797 of unrestricted assets.

Overview of the Financial Statements
This report consists of Management’s Discussion and Analysis and the Basic Financial Statements. The Financial
Statements include notes, which explain in detail some of the information included in the Financial Statements.

Reguired Financial Statements

The financial statements of Ohio County Water District report information of Ohio County Water District using
accounting methods similar to those used by private sector companies. These statements offer short and long-term
financial information about its activities. The Statements of Net Position includes all of Ohio County Water District’s
assets and liabilities and provides information about the nature and amounts of investments in resources (assets) and
the obligatons to Ohio County Water District’s creditors (liabilities). It also provides the basis of evaluation of the
capital structure of Ohio County Water District and assessing the liquidity and financial flexibility of Ohio County
Water District.

All of the current year’s revenues and expenses are accounted for in the Statements of Revenues, Expenses, and
Changes in Net Position. These statements measure the success of Ohio County Water District’s operations over the
past year and can be used to determine whether Ohio County Water District has successfully recovered all its costs
through its user fees and other charges, profitability and credit worthiness.

The final required financial statement is the Statements of Cash Flows. The statement reports cash receipts, cash
payments, and net changes in cash resulting from operations, investing, and financing 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.
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OHIO COUNTY WATER DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014

Financial Analvsis of Ohio Countv Water District

Ohio County Water District
Statement of Net Position-Summary

December 31,

2014 2013
Assets:
Total Current Assets $ 1,349,844 $ 1,448,827
Total Restricted Assets 3,205,484 3,934,780
Net Capital Assets 30,565,020 31,232,295
Other Assets 0 0
Total Assets $ 35.120.348 $36.615.902
Liabilities:
Total Current Liabilities b 878,638 $ 1,957,877
Total Long-Term Liabilities 12.254.238 12.646.619
Total Liabilities $ 13.132.876 $ 14.604.496
Net Position:
Invested in capital assets, net of related debt § 17,953,479 $17,211,926
Restricted for debt service 663,162 1,508,725
Unrestricted 3.370.831 3.,290.755
Total Net Position $ 21987472 $22,011.406

The largest portion (82%, 79%, and 77% per year respectively) of the Water District’s net position is
reflected by investment in capital assets, less any related debt used to acquire those assets still
outstanding. The Water District uses these capital assets to provide services to consumers; consequently,

these assets are not available for future spending.

Restricted for debt service (3%, 7%, and 11%, per year respectively) represents resources that are subject

to external restrictions on how they may be used.

The balance (15%, 14%, and 12% per year respectively) of unrestricted net position may be used to meet

the Water District’s ongoing obligations to consumers and creditors.

LB

$

$

2012

1,481,749
4,669,511
31,461,173
19.151
37.631.584

1,998,423
13.672.619
15.671.042

16,713,251
2,253,494
2.993.797

21.960.542



OHIO COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014

Ohio County Water District
Statement of Operations-Summary
For the Year Ended December 31,

2014 2013 2012
Total operating revenues $ 3,563,496 $ 3,566,292 $ 3,696,725
Total operating expenses 3453.341 3.261.710 3.258.975
Operating Income 110,155 304,582 437,750
Total non-operating revenue (expenses) (447.136) (535.948) (518.914)
Income before capital contributions (336,981) (231,366) (81,164)
Capital contributed 313.047 301.378 527.659
Change in net position (23,934) 70,012 446,495
Beginning of year 22.011.406 21.941.394 21.514.047
End of year $ 21987472 $22,011406  § 21.960,542

For the calendar year 2014, net position decreased by $23,934 and consisted of operating income of $110,155, net
non-operating expenses of $447,136 and capital contributions of $313,047.

For the calendar year 2013, net position increased by $70.012 and consisted of operating income of $304,582, net
non-operating expenses of $535,948 and capital contributions of $301,378.

For the calendar year 2012, net position increased by $446,495 and consisted of operating income of $437,750, net
non-operating expenses of $518,914 and capital contributions of $527,659.

Capital Asset Changes

At December 31, 2014 the Water District had invested $30,565,020 in capital assets net of accumulated
depreciation. This amount represents a net decrease of $667,275 from the previous year. The net decrease consisted
of additions to capital assets of $419,235 less depreciation expense of $1.086,510. The additions were financed with
proceeds from capital contributions and proceeds of the Water District’s operating revenues.

At December 31, 2013, the Water District had invested $31,232,295 in capital assets net of accumulated
depreciation. This amount represents a net decrease of $228,878 from the previous year. The net decrease consisted
of additions to capital assets of $856,164 less net costs of assets sold and abandoned of $16,288 less depreciation
expense of $1,068,754. The additions were financed with proceeds from capital contributions and proceeds of the
Water District’s operating revenues.

At December 31, 2012 the Water District had invested $31,461,173 in capital assets net of accumulated
depreciation. This amount represents a net decrease of $311,017 from the previous year. The net decrease consisted
of additions to capital assets of $892,768 less net costs of assets sold and abandoned of $151,685 and depreciation
expense of $1,052,100. The additions were financed with proceeds from capital contributions and proceeds of the
Water District’s operating revenues.



o

OHIO COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014

Debt Administration

At December 31, 2014, the Water District had $9,011,000 revenue bonds outstanding and $3,594,703 of loans
payable outstanding, This represents an decrease, of $186,500 in bonds and a decrease of $1,220,566 in loans from
the prior year balances of $9,197,500 and $4,815,269 respectively.

At December 31, 2013, the Water District had $9,197,500 revenue bonds outstanding and $4,815,269 of loans
payable outstanding. This represents a decrease of $177,500 and an decrease of $832,837 from the prior year
balances of $9,375,000 and 35,648,106 respectively.

At December 31, 2012, the Water District had $9,375,000 revenue bonds outstanding and $5,648,106 of loans
payable outstanding, This represents a decrease of $85,000 and an decrease of $138,116 from the prior year balances
of $9,460,000 and $5,509,990 respectively.

Other Matters
Ohio County Water District serves approximately 6,000 residential and commercial customers in Breckenridge,
Daviess, Grayson , and Ohio Counties, including the Cities of Beaver Dam and Fordsville.

In December 2006, the Water District began the planning process of building a new water treatment plant. The plant
was started August 17th, 2009 and completed June 15th, 2011. The total cost of the 4 MGD plant is $13,543,836. In
conjunction with the water plant project, the water district also refinanced two of the existing bond issues, Series I
(Series 1998) and Series II (Series 2000). Total payoff of the existing bond issues equalled $6,398,500. Funding of
the project was provided with a Rural Development Grant in the amount of $1,500,350, an Economic Development
Authority Grant in the amount of $2,500,000, a Rural Development Loan not to exceed $9,198,500, a KIA Coal
Grant (HB608) in the amount of $550,000, a Green River Regional Industrial Development Authority cash
contribution in the amount of $450,0000, two KIA Fund F loans not to exceed a cumulative total of $5,000,000 and
the Water District providing $2,000,000. The Ohio County Fiscal Court paid $550,000 towards the amount of the
project they agreed to cover ($3,000,000) and is servicing the remainder debt of $2,450,000. The Rural
Development Loan was structured as two separate bond issues of $7,000,000 and $1,200,000. Each bear a 4.125%
interest rate. The KIA Fund F Loan was established at $3,742,957 and has an interest rate of 1.00% and service fee
rate of .25% and a term of (20) years.

Request for Information

This financial report is designed to provide our customers and creditors with a general overview of Ohio County
Water District’s finances and to demonstrate Ohio County Water District’s accountability for the funds it receives. If
you have any questions about this report or need additional information, please contact the Ohio County Water
District at 124 E. Washington Street, Hartford, K'Y 42347.




OHIO COUNTY WATER DISTRICT
HARTFORD, KENTUCKY
STATEMENTS OF NET POSITION
DECEMBER 31, 2014 AND 2013

ASSETS
2014 2013
CURRENT ASSETS
Cash and Cash Equivalents $ 584,800 $ 714,587
Accounts Receivable-Customers 279,744 297,557
Accounts Receivable-Other 232,756 161,625
Prepaid Expenses 17,747 18,093
Unbilled Revenue Receivable 231,804 254,063
Interest Receivable 2.993 2.902
Total Current Assets 1.349.844 1.448.827
RESTRICTED ASSETS
Debt Service Funds
Cash and Cash Equivalents 497.613 500.378
Construction Fund
Cash and Cash Equivalent 2,972 0
Depreciation Fund
Cash and Cash Equivalents 475,193 363,051
Investments 1,877,085 1,863,049
Debt Service Reserve Funds
Investments 144,184 1,057,180
Replacement Reserve Funds
Cash and Cash Equivalents 208.437 151,122
Total Restricted Assets 3.205.484 3.934.780
PROPERTY PLANT AND EQUIPMENT AND
INTANGIBLES, at cost less
Accumulated Depreciation 30,565,020 31.232.295
TOTAL ASSETS § 35.120.348 $ 36.615.902

The notes to the financial statements are an integral part of this statement.

GG GILBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT
HARTFORD, KENTUCKY

STATEMENTS OF NET POSITION-CONTINUED

DECEMBER 31,2014 AND 2013

NET POSITION AND LIABILITIES

014
CURRENT LIABILITIES
Accounts Payable § 54,856
Construction Payable 5,839
Accrued Payroll Taxes 8,563
Sales Tax Payable 1,428
Utility Tax Payable 14,026
Accrued Salaries 23,765
Accrued Interest 187,072
Current Portion of Long-Term Debt 390.502
Current Portion of Compensated Absence 9,759
Accrued Retirement 12,410
Customers’ Deposits 170.418
Total Current Liabilities 878.638
LONG-TERM LIABILITIES (net of current portion)
Loan Payable Kentucky Infrastructure Authority 3,399,700
Revenue Bonds Payable Series 91-01 & 91-03 7,910,500
Revenue Bonds Payable Series 2003 905.000
Compensated Absences 39.03§
Total Long-Term Debt 12.254,238
TOTAL LIABILITIES 13.132.876
NET POSITION
Invested in capital assets. net of related debt 17,953,479
Restricted for Debt Service 663,162
Unrestricted 3.370.831
TOTAL NET POSITION $_21.987.472

The notes to the financial statements are an integral part of this statement.

GG

§ 101,244

26.236
199,955
1.407.066
7,221
15,382
164.102

1.957.877

3,594,702
8,011.000
1.000.000

40.917

12.646.619
14.604.496
17.211,926

1.508,725

3.290.755

$ . 22.011.406

GILBERT & GILBERT, P.S.C.
CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT
HARTFORD, KENTUCKY
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2014 and 2013

2014 2013
OPERATING REVENUES
Water Sales $ 3,409,368 $3,415,618
Miscellaneous Service Revenue 47,251 44,065
Penalties 76,780 71,421
Other Revenues 30.097 35.188
Total Operating Revenue 3,563,496 3.566,292
OPERATING EXPENSES
Salaries/Wages 759.275 766,610
Payroll Tax Expense 92,932 56,469
Employee Pension/Benefits 273,271 283,765
Utilities 326,351 283,473
Chemicals 105,412 140,174
Materials and Supplies 223,081 144,867
Contractual Services 305,852 271.248
Rental of Building/Real Estate 2,072 824
Rental of Equipment 0 0
Transportation Expense 106,919 104,751
Insurance 81,709 64,192
Regulatory Commission Expense 6.950 6,630
Bad Debts 22,620 22.32]
Telephone Expense 14,097 12,029
Miscellaneous 47,643 36,956
Depreciation 1.085.157 1.067.401
Total Operating Expenses 3,453,341 3.261,710
OPERATING INCOME 110.155 304.582
NON OPERATING REVENUES (EXPENSES)
Interest Income 22,972 23.694
Gain on Sale of Equipment 1.366 4.274
Interest Expens (470,513) (545.674)
Non Utility Income 11.900 11,200
Non Utility Expense (12.861) (13.154)
Loss on Abandoned Property 0 (16.288)
Total Other Income (Expenses) (447.136) (535.948)
INCOME BEFORE CONTRIBUTED CAPITAL $ (336.981) $_(231.366)

The notes to the financial statements are an integral part of this statement.

(;(; GILBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT

HARTFORD, KENTUCKY
STATEMENT OF REVENUES , EXPENSES, AND CHANGES IN NET POSITION (Continued)
YEARS ENDED DECEMBER 31, 2014 and 2013

INCOME BEFORE CONTRIBUTED CAPITAL(Carried Forward)

CONTRIBUTED CAPITAL
Grant Income
Capital Contributions from Customers
Capital Contributions from Other Government
Capital Contributions from Others
Total Contributed Capital

CHANGE IN NET POSITION
NET POSITION- JANUARY 1 (Restated for 2013)

NET POSITION- DECEMBER 31

2014

$  (336,981)

0

27,020
286,427
600
-313.047

(23,934)
22.011.406

$21987.472

The notes to the financial statements are an integral part of this statement.
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2013

$ (231,366)

0
29,700
271,178
500
301.378

70.012

21.941.394

$_22.011.406

e ]

GILBERT & GILBERT, P.S.C.
CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT
HARTFORD, KENTUCKY
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2014 and 2013

2014 2013
Cash flows from operating activities:
Cash received from customers $ 3,532,437 $ 3,605,785
Cash payments to suppliers (1.284,902) (1,181,098)
Cash payments to employees (1.134.607) (1.085.324)
Net cash provided by operating activities 1.112,928 1,339,363
Cash flows from noncapital financing activities:
Proceeds from noncapital financing 0 0
Net proceeds from noncapital financing 0 0
Cash flows from capital and related financing activities:
Proceeds from loan 0 393.779
Proceeds from equipment sales 1.366 4.274
Proceeds from capital contribution 313,078 301.378
Principal payments (1.407,066) (1.404,117)
Interest on long term debt. net of amount capitalized (479,998) (540.,855)
Other interest (3,398) (5.402)
Net capital expenditure (419.234) (856.164)
Net cash used in capital and related financing activities (1.995.252) (2,107,107
Cash flows from investing activities:
Sale of Investments 898.960 790,170
Interest income 22.881 28,166
Other non utility incomesexpense 360 (601)
Net cash flows investing activities 922.201 817.735
Net increase (decrease) 1n cash and cash equivalents 36,877 49,991
Cash and cash equivalents at beginning of year 1.729.138 1.679.147
Cash and cash equivalents at end of year. § 1769015 § _1.729.138
Non cash capital and related financial activities:
Loss on abandoned property 0 16.288
§F 0 $ _16.288

The notes to the financial statements are an integral part of this statement.

10
GG GiLBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT
HARTFORD, KENTUCKY

STATEMENT OF CASH FLOWS-CONTINUED
FOR THE YEARS ENDED DECEMBER 31. 2014 and 2013

Reconciliation of operating income to net cash
Provided by operating activities:

Operating Income

Adjustments to reconcile net income to net cash
Provided by operating activities:

Depreciation

Change in assets and liabilities:

(Increase) decrease in customers receivable

(Increase) decrease in other receivable

(Increase) decrease in prepaid expenses

(Increase) decrease in unbilled revenue receivable

Increase (decrease) 1n accounts payable

Increase (decrease) in insurance payable

Increase (decrease) in construction payable

Increase (decrease) in accrued taxes and retirement

Increase (decrease) in accrued salaries

Increase (decrease) in compensated absences

Increase (decrease) in customer deposits

Net cash provided (used) by operating activities

2014

110,155

1,085,157

17.813
(71.131)
346
22,259
(47,096)
0
(1,762)
(7,317)
(2.471)
659
6316

1,112,928

The notes to the financial statements are an integral part of this statement.
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2013

$304.582

1,067,401

(598)
27.299
(16,491)
12,792
52,254
(23,801)
(109,168)
9,792
6.391
5337
3.573
$1,339.363

GILBERT & (ILBERT, P.S.C.
CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 1- SIGNIFICANT ACCOUNTING POLICIES

(a) The financial statements are presented on the accrual basis of accounting in accordance with
generally accepted accounting principles under this method, revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred or prepaid amounts have been utilized.

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

Material estimates that are particularly susceptible to significant change relate to depreciation expense
and accumulated depreciation.

(c¢) The Ohio County Water District was created April 2, 1962, under KRS Chapter 74. The governing
board currently consists of seven (7) commissioners; five (5) commissioners are appointed by the Ohio
County Fiscal Court and two (2) commissioners are appointed by the Daviess County Fiscal Court. The
District is a special district formed for the purpose of providing water to customers within its service
area.

(d) Management has determined that all accounts receivable carried on the balance sheet at December
31,2014 and 2013 are collectable and therefore no allowance for uncollectible accounts is necessary.

(e) Capital assets are defined as assets with an individual cost of more than $2,500. Capital assets are
reported at cost or the fair market value at the time of contribution to the utility. Major outlays are
capitalized as projects are constructed. Interest is capitalized on fixed assets constructed with borrowed
funds. The amount of interest to be capitalized is calculated by offsetting interest expense from the date
of the borrowing until completion of the project with interest earned on invested proceeds over the same
period. Operating supplies are expensed at time of purchase. Unused pipe and related materials at the end
of each year to be used in future construction are recorded at cost as a fixed asset. Depreciation is
computed on the straight-line method over the following useful lives:

Years
Organization expense 40
Cost of water contracts 40
Land improvements 10-20
Pumping treatment plant and equipment 5-50
Transmission and distribution system 5-50
Other equipment 5-10

(f) Consistent with rate-making treatment. rate case expense is being amortized over a 3 year period
beginning with the year the new rates are implemented.

(g) Water sold but unmetered at the date of the financial statements is estimated based on subsequent
billing and included in current assets.

(;(‘v GILBERT & GILBERT, P.S.C.
) 4

CERTIFIED PUBLIC ACCOUNTANTS



OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 1- SIGNIFICANT ACCOUNT POLICIES (CONTINUED)

(h) For purposes of the statement of cash flows, Ohio County Water District considers all highly liquid investments
(including restricted assets) with a maturity of three months or less to be cash equivalents.

(i) The District accrues a liability for vested vacation and personal leave pay.

(i) The District applies all applicable GASB pronouncements as well as the following pronouncements issued on or
before November 30, 1989. Unless those pronouncements conflict or contradict GASB pronouncements: Financial
Accounting Standards Board (“FASB”) Statements and Interpretations, Accounting Principles Board (“APB”)
Opinions, and Accounting Research Bulletins (“ARBs”).

(k) When both restricted and unrestricted resources are available for use. it is the District’s policy to use restricted
resources first and then unrestricted resources as needed.

() Operating revenues are revenues generated by providing services to customers and include water sales, services
revenue, penalties and other miscellaneous operating revenues. Nonoperating revenues are located in the statement
of revenues and expenses after operating income (operating revenues less operating expenses). Nonoperating income
includes interest income and contributed capital.

(m) Net position represents the difference between assets and liabilities. Net Position is classified as net investment
in capital assets; restricted; and unrestricted. Net investment in capital assets consists of capital assets, net of
accumulated depreciation, reduced by the outstanding balances of any borrowings used for the acquisition,
construction or improvement of those assets. Outstanding debt which has not been spent is included in the same net
position component as the unspent proceeds. Net position is reported as restricted when there are limitations imposed
on their use either through enabling legislation or through external restrictions imposed by creditors, grantors,
contributors, or laws or regulations of other governments. Unrestricted net position is the component of net position
that does not meet definition of restricted or invested in capital assets net of related debt,

(n) In March 2012, the Government Accounting Standards Board (GASB) issued GASB Statement No. 63, Items
Previously Reported as Assets and Liabilities. GASB 65 clarifies the appropriate reporting of deferred outflows of
resources and deferred inflows of resources to ensure consistency in financial reporting. GASB Concepts Statement
(CON) No.4, Elements of Financial Statements, specifies that recognition of deferred outflows and deferred inflows
should be limited to those instances specifically identified in authoritative GASB pronouncements. Consequently,
guidance was needed to determine which balances being reported as assets and liabilities should actually be reported
as deferred outflows of resources or deferred inflows of resources, according to the definitions in CON 4. Based on
those definitions, GASB 65 reclassifies certain items currently being reported as assets and liabilities as deferred
outflows of resources and deferred inflows of resources on the statement of net position. In addition, GASB 65
recognizes certain items currently being reported as assets and liabilities such as debt insurance costs, as current-year
outflows and inflows of resources reported on the statement of revenues, expenses, and changes in net position. The
requirements of GASB 65 were effective for fiscal year 2014. but were early-implemented as of and for the year
ended December 31, 2013.

(0) Management has evaluated subsequent events through July 24, 2015 the date the financial statements were
available 1o be issued.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2014

NOTE 2- RESTRICTED ASSETS

(a) Debt Service Funds:

The Debt Service Funds at December 31, consisted of the following: 2014
Debt Service Fund KIA $ 0
Debt Service Fund Revenue Bond 2003 69,946
Debt Service Fund Rural Development Loan 347,533
Debt Service Fund KIA 80.134

$ 497613

2013

§ 10,094
167,630
234.483
88.171

§ 500378

The funds are required under current debt instruments. Funds are restricted for paying interest and

principle of the respective long-term debt.

The Debt Service Fund KIA was invested in a savings account with an interest rate of .50%. at year end

2013. The investment is stated at cost which approximates market value.

At vear end December 31, 2014, the Debt Service Fund Revenue Bonds was invested in savings accounts
with an interest rate of .75% . At December 31, 2013, Debt Service Fund Revenue Bonds was invested in
savings accounts with an interest rate of .75%. The investments are stated at cost, which approximates

market value.

(b) Construction Funds:

The Construction Funds at December 31, consisted of the following:

2014
Cash and Cash Equivalent:
Construction Fund Line Extension $ 2972
52972

I
—
w

] .
[sen)

Construction Funds are restricted to paying the costs associated with each respective project.

(c) Depreciation Fund:

The Depreciation Fund was created and continued under previous Revenue Bond Ordinances. Funds are
restricted for paying the cost of unusual or extraordinary maintenance, repairs, renewals or replacements
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 2- RESTRICTED ASSETS (CONTINUED)

and the cost of constructing additions and improvements to the system. The fund shall also be available
for transfer to the debt service fund in order to avoid default in connection with any outstanding debt
payable or to purchase outstanding debt in advance of maturity. At December 31, 2014, the fund
consisted of two certificate of deposit totaling $1,877,085. The investments are stated at cost, which
approximates market value.

2014 2013
Cash and Cash Equivalents $ 475,193 $ 363.051
Investments 1.877.085 1.863.049
$§ 2352278 $2.226.100

The Debt Service Reserve Funds at December 31, consists of the following:

(d) Debt Service Reserve Funds:

2014 2013
Debt Service Reserve Fund Revenue Bonds Series 2003 $ 5144,184 $ 143,076
Debt Service Reserve Fund KIA 0 914.104
$ 144,184 § 1.057,180

Debt Service Reserve Fund Revenue Bonds Series 2003:

The Debt Service Reserve Fund Revenue Bonds Series 2003 was established by a resolution adopted by
the Commission of the Water District dated October 28, 2003. The amounts on deposit in the reserve
fund shall be withdrawn and used to prevent a default in making payments of principal and interest on the
bonds if the amount in the debt service fund is not sufficient to make such payments. In the event of any
withdrawal, the District shall restore such deficiencies monthly into the reserve fund 1/36 of the amount
required to be accumulated in the reserve funds until the total required debt service reserve shall have
been restored. The required reserve balance is $136,105.19. Any revenues in excess of the required debt
service reserve shall be transferred to the debt service fund.

The Debt Service Reserve Fund Series 2003 consists of a two (2)-year certificate of deposit maturing
December 16, 2014, with an interest rate of .75%. The investment is stated at cost, which approximates
market value.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

Debt Service Reserve Fund KIA:

The Debt Service Reserve Fund KIA was established by the Kentucky Infrastructure Authority (**Authority™) from the proceeds
of the bonds issued to provide financing sources for loans to government agencies. The fund was held by the Authority for
additional security in the event of any loan defaults relating to the group of loans (Fund C, series 1993F) payable to the
Authority. The funds were used to apply towards the final payments on the loan from the Authority.

(c) Replacement Reserve Fund
Required by the new funding sources. the replacement reserve fund consist of rwo savings accounts.

2014 013
RD Replacement Fund $ 151,470 $ 106,910
KIA Replacement Fund 56.967 44212

$ 208437 $ 151122
NOTE 3- CHANGES IN CAPITAL ASSETS

A summary of changes in capital assets for 2014 follows:

Balance Balance
12-31-13 Increases Decreases 12-31-14
Capital assets. not being depreciated:
Land and land rights 363.937 97.008 0 460.945
Capital assets being depreciated:
Organization expense 8.245 0 0 8.245
Cost of water contracts 1.000 0 0 1.000
Land improvements 8.552.545 1.940 0 8.554.485
Pumping and treatment piant and equipment 7.425.547 0 0 7.425.547
Transmission and distribution system 23.708.644 260.944 0 23.969.588
Other equipment 972.686 94.378 31.776 1.035.288
Total Capital Assets Being Depreciated 40.668.667 454.270 31.776 40.994.153
Total Capital Assets 41,032.604 454270 31.776 41.455.098
Less: Accumulated Depreciation
Organization expense 8.245 0 0 8.245
Cost of water contracts 1,000 0 0 1,000
Land improvements 663,466 235,448 0 898,914
Pumping and treatment plant and equipment 1.130.199 272,346 0 1,402,545
Transmission and distribution system 7.587.406 510,094 0 8,097,500
Other equipment 617.811 68.622 31.776 654.657
Total Accumulated Depreciation 10.008.127 1.086.510 31.776 11.062.861
Construction in process 207.818 225.908 260.943 172.783
Net Capital Assets 31232,005 _(406,332) 260043 30.565.020
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2014

NOTE 3- CHANGES IN CAPITAL ASSETS (CONTINUED)

A summary of changes in capital assets for 2013 follows:

Capital assets, not being depreciated:

Land and land rights

Capital assets being depreciated:
Organization expense

Cost of water contracts

Land improvements

Pumping and treatment plant and equipment
Transmission and distribution systemn

Other equipment

Total Capital Assets Being Depreciated
Total Capital Assets

Less: Accumulated Depreciation
Organization expense

Cost of water contracts

Land improvements

Pumping and treatment plant and equipment
Transmission and distribution system

Other equipment

Total Accumulated Depreciation

Construction in process
Net Capital Assets

Balance
12-31-12 Increases
363.937 Q
8.245 0
1,000 0
8.043.289 509.256
7,418.830 6.717
23,323,905 384.739
943,183 61916
39.738.452 962.628
40,102,389 962.628
8,245 0
1,000 0
434.499 228,967
857.070 273.129
7,082.420 504,986
572.264 61.672
8.955.498 1.068.754
314.282 207.818
31,461,173 101,692

Construction in process at December 31. 2014 and 2013 were as follows:

Materials and Supplies
Water District Projects

Balance

Decreases 12-31-13

0 363.937

0 8,245

0 1,000

0 8,552,545

0 7.425,547

0 23,708,644

32413 972.686

32413 40.668.667

32,413 41,032,604

0 8.245

0 1,000

0 663,466

0 1,130,199

0 7.587.406

16.125 617.811

16,125 10.008.127

314.282 207.818

330,570 31,232,205
2014 2013

132.317 201.818

40.466 6.000
172,783 2 ]

Depreciation expense of $1.086.510 is reported in the statement of revenue and expenses in two separate amounts: as
depreciation expense in operating expenses of $1,085,157 and $1.353 is included in other income and expense, non utility

expenses.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 4 EMPLOYEE BENEFIT PLAN

Plan Description

Substantially all full-time Ohio County Water District employees are covered by the County Employee Retirement
System (CERS), a multiple employer cost sharing defined benefit pension plan providing for retirement, disability,
and death benefits to plan members. CERS provides benefits based on an employee’s compensation and number of
years of service. Benefits are subject to reduction if the employee retires before reaching age 63 or has less than 30
years of service. Vesting begins immediately upon entry into the system and are fully vested after 60 months of
service, of which 12 months must be current service. The plan also provides for disability, death and survivor
benefits and medical insurance. CERS issues a publicly available financial report that includes historical trend
information about progress made in accumulating sufficient assets to pay benefits when due. CERS does not make
separate investments of assets and benefit obligations by individual employers. Ohio County Water Disirict
contributes less than 1% of the contributions made to CERS by all employers.

Funding Policv

Employees covered under CERS are required to contribute 5.0% of their salary through payroll deductions. Ohio
County Water District is required to contribute an actuarially determined rate; the current rate is 17.67%. The
contribution requirements of plan members and Ohio County Water Distict are established and may be amended by
the Board of Trustees of the Kentucky Retirement Systems each biennium.

Annual Pension Cost

Covered payroll for the year ended December 31, 2014. 2013, and 2012 was $680,792. $720.653, and $697.286,
respectively. The gross payroll for the years equalled $767.087, $781.363, and $735,503, respectively. The
contribution requirements for the year ended December 31. 2014 was $157,948, which consists of $124,476 from the
Ohio County Water District and $33.472 from the employees.

Ohio County Water District current year annual pension cost was equal to the District’s required and actual
conribution. Participating employers are required to contribute at an actarial determined rate. Per Kentucky
Revised Statute Section 61.565 (3), normal contribution and past service contribution rates shall be determined by
the Commission on the basis of an annual valuation last preceding the July 1 of a new bienntum. The Commission
may amend contribution rates as of the first day of July of the second year of a biennium, if it is determined on the
basis of a subsequent actuarial valuation that amended contribution rates are necessary to satisfy requirements
determined in accordance with actuarial basis adopted by the Commission.

The obligation for pension benefits under CERS is solely the responsibility of the Commonwealth and not the Ohio
County Water District.

The “pension benefit obligation” is a standardized disclosure measure of the present value of pension benefits,
adjusted for the effects of projected salary increases and step-rate benefits, estimated to be payable in the future as a
result of employee service to date. The measure, which is the actuarial present value of credited projected benefits, is
mtended to help users assess the CERS's funding stams on a going-concern basis, assess progress made in
accumulating sufficient assets to pay benefits when due, and make comparisons among CERS and employers. The
CERS does not make separate measurements of assets and pension benefit obligation for individual employers.

Additional information and ten-year historical trend information can be obtained from the separately issued

Kentucky Retirement System Financial Report. That report may be obtained by writing Kentucky Retirement
System. 1260 Louisville Road, Frankfort, Kentucky 40601-6124 or by telephone (502) 564-4646.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 5- CONSTRUCTION PAYABLE

Construction Payable are payables related to construction projects. As of December 31, 2014
construction payables equalled $5,839, and construction payables equalled $7,601 at December 31, 2013.

NOTE 6- LONG TERM DEBT
The long-term debt at December 31, 2014, consisted of the following:
(a) Loan Payable Kentucky Infrastructure Authority (KIA):

In 2011 the Water District began drawing loan proceeds from KIA for the construction of the new water
treatment plant. The amount, not to exceed $5.000,000, was completed for $3,742,957. Repayment of the
loan commenced after the project was completed and requires semi annual payments on the dates
established by the Schedule of Payments. The loan bears an interest rate of 1% and an administrative fee
of .25% over a term of 20 years.

(b) Waterworks Revenue Bonds:

Series 2003:

The Water District issued $1.865.000 of Waterworks Revenue Bonds Sertes 2003, dated November 1,
2003, to provide construction funds for Series III (2003) Construction Project for improvements to the
water distribution system. The bonds are fully registered and insured as to principal and interest. Interest
is payable semi-annually on February 1 and August 1 of each year commencing February 1, 2004.
Principal is payable annually on August 1.

Series 2003:

Optional Redemption:

The 2003 Series Bonds maturing on and after August 1. 2014. are subject to redemption. in whole or in
part in any order of their maturities, at any time by the District prior to their stated maturities, on any date
falling on or after August 1, 2013, (less than all Bonds of a single maturity to be selected in such manner
as the Registrar may determine) at par plus accrued interest to the date of redemption.

Mandatory Redemption:

The Series 2003 Bonds are subject to mandatory redemption by the District prior to maturity. In the
normal order of maturities, by lot within the respective maturities, in such manner as the Registrar may
determine, at a redemption price of 100% of principal amount thereof, plus interest accrued on the
redemption date on August 1, in the years and in the principal amounts as follows:

Bonds maturing on August 1, 2023: 2021, $120,000; 2022; $§125.000: 2023 $130.000.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

Series 91-01 and 91-03

The Water District issued $8.200,000 of Waterworks Revenue Bonds to provide construction funds for the new
water treatment plant. The total amount of bonds issued are made up of two separate Series of bonds, Series A
$7.000,000 and Series B $1,200,000. payments are due January 1st of each year for a term of 40 years. Both Bonds
bare an interest rate of 4.125%. The Bonds are fully registered and insured as to the principal and interest.

A schedule of the principal due on loans and bonds at December 31, 2014 is as follows:

KIA Revenue Bonds
Loan Series Senes Series
Dec 31, F08-08 2003 91-01 91-03 Total
2015 195,002 95,000 86,000 14,500 390,502
2016 196,957 100,000 89,500 15.500 401.957
2017 198,931 100.000 93,000 16,000 407,931
2018 ' 200.925 105.000 97,000 16.500 419.425
2019 202.940 110.000 101,000 17.500 431,440
2020-2024 1,045,627 490,000 570,500 98,000 2.204,127
2025-2029 1,099.100 0 699,000 120.000 1,918,100
2030-2034 455.221 0 855,500 147.000 1.457,721
2035-2039 0 0 1,047,000 180.000 1.227.000
2040-2044 0 0 1.281,500 219.500 1.501,000
2045-2049 0 0 1,568,500 268.500 1.837.000
2050 0 0 350.000 59.500 409.500
3,594.703 1.000,000 6,838,500 1.172.500 12.605.703

Less Current Portion (195.002}) (95.000) (86.000) _(14.500) (390.502)
Long-Term Portion 3,399,701 905.000 6,752,500 1,158,000 12,215,201
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 6 -LONG-TERM DEBT (CONTINUED)

All long-term (loans and bonds) are secured solely by a pledge of and payable from the gross revenues derived from
the operations of the District. Each obligation ranks on a parity basis as to security and source of payment with the
other obligations.

Annual Debt Service Requirements:

The annual requirements to amortize the total long-term debt as of December 31, 2014, including interest payments
are as follows:

Revenue Revenue Bonds

Year KIA Bonds

Ended Loan Series Series Series

Dec 31 F08-08 2003 91-01 91-03 Total
2015 230,463 138,443 368,088 62,866 799,860
2016 230,463 139,737 368,041 63.268 801,509
2017 230,463 135,738 367,849 63,128 797.178
2018 230,463 136,637 368,013 62,968 798,081
2019 230,463 137,227 368.011 63,288 798,989
2020-2024 1,152,313 547.838 1.839.556 315,552 3.855.259
2025-2029 1.152,312 0 1,840.264 315.628 31,308,204
2030-2034 460,925 0 1.840.158 315,753 2,616.836
2035-2039 0 0 1.840,011 315,816 2.155,827
2040-2044 0 0 1.840.066 315,035 2,155.101
2045-2049 0 0 1,839,987 314,886 2,154,873
2050 0 0 364.437 61.954 426.391

3917,865 1,235.620 13,244 481 2.270.142 20.668.108
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 6- LONG-TERM DEBT (CONTINUED)

(¢) Compensated Absences totaled $48,797. Of that amount 20% or $9,759 has been estimated as a
current liability and the balance of $39,038 is reflected as a long term liability.

NOTE 7- CASH AND INVESTMENTS

Cash and Investments:

Under Kentucky Revised Statute 66.480 the Ohio County Water District ia allowed to invest in
obligations of the U.S. Treasury and U.S agencies, obligations of the Commonwealth of Kentucky and its
agencies, insured savings and loans, or interest bearing deposits of insured national banks.

The Ohio County Water District deposits and investments at December 31, 2014 were covered by federal
depository insurance or by collateral held by the custodial banks. The book balance of the Ohio County
Water District’s deposits was $1,768,115 and the bank balance were $1,735,399. This does not include
petty cash of $900.

NOTE 8- CUSTODIAL CREDIT RISKS-DEPOSITS

Custodial credit risk is the risk that in the event of a bank failure, the Ohio County Water District’s
deposits may not be returned to it. The Ohio County Water District does not have a deposit policy for
custodial credit risk. As of December 31, 2014, $1,235,399 of the Ohio County Water District’s bank
balance of $1,735.399 was exposed to custodial credit risk, detailed as follows:

Uninsured, however, collateral 1s held by pledging bank $1,235,399

NOTE 9 - RISK MANAGEMENT

The Ohio County Water District is exposed to various risks of loss related to torts; theft of, damage to
and destruction of assets; errors and omissions; injuries to employees; and natural disasters. In addition
1o its general liability insurance, the Ohio County Water District also carries commercial insurance for all
other risks of loss such as worker’s compensation and accident insurance. Settled claims resulting from
these risks have not exceeded commercial insurance coverage in any of the past three fiscal years.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 10- PRIOR PERIOD ADJUSTMENT-UNAMORTIZED DEBT DISCOUNT AND
EXPENSE

In prior years, these costs were being amortized as non-operating expenses over the life of the
debt issue using the straight line method. Amortization expense was $1,809 for the year ended
December 31, 2013. The District recorded a prior period adjustment of $19,148 effective January
1, 2013 to write off bond issue costs which were previously capitalized. Governmental
Accounting Standards Board Statement No. 65 mandated this accounting change. This
adjustment is reported as an adjustment to the beginning of year net position. The impact of this
retroactive accounting change on previously reported amounts for the year ended December 31,
2013 is as follows:

January 1, 2013 2013 Change in December 31, 2013

Net Position Net Position Net Position
Amounts as previously reported ~ § 21.960.542 $ 68,203 $ 22,028,745
Prior-period adjustment (19.148) 1.809 (17.339)
Amounts as restated $21.941.394 $ 70,012 $ 22,011,406

NOTE 11- MAJOR CONSTRUCTION PROJECTS

In June. 1995, a hydraulic analysis of the District was completed pursuant to an order issued by
the Public Service Commission (PSC). Numerous deficiencies throughout the system were
identified. As a result. the District’s Commission approved a long-range plan to construct needed
improvements to the water system. The total cost of the proposed construction is approximately
$10,000,000 to be done in three series.

Series I (1998) Construction Project:

On January 6, 1998, the District submitted an application to the PSC for approval of the Series I
Construction Project and the approval to issue revenue bonds in the amount of $4.000,000 to
finance the construction, with an increase in water rates to repay the additional indebtedness. On
August 19, 1998, the PSC approved the application. The Series 1 Construction Project was
substantially completed in 1999.

The Series I Construction Project consisted of approximately 44 miles of distribution mains
(approximately 14 miles in unserved areas of the District), two 500,000-gallon storage tanks,
tie-in to the Perdue Farms, Inc. water treatment plant, pumping and water treatment equipment.
an office at Perdue Farms, Inc., and radio telemetry equipment for monitoring and controlling the
system. Pursuant to an agreement dated August 13, 1998, the Ohio County Fiscal Court assigned

its contract rights to 1,000,000 gallons of water per day from Perdue Farms, Inc. to the Ohio
County Water District
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 11- MAJOR CONSTRUCTION PROJECTS-Continued
Series II (2000) Construction Project:

On April 12, 2000, the District submitted an application to the PSC for approval of the Series II
Construction Project and the approval to issue revenue bonds in the amount of $4,035,000 to
finance the construction, with an increase in water rates to repay the additional indebtedness. The
project was approved by the PSC on July 14, 2000. The construction project was substantially
completed in 2002.

The Series II Construction Project consists of approximately 25 miles of distribution mains, an
additional 500,000-gallon storage tank, and radio telemetry to the new tank. The distribution
mains will extend mains into unserved areas and is designed to reinforce the existing system and
eliminate deficiencies.

Series I (2003) Construction Project:

On April 7, 2003, the District submitted an application to the PSC for approval of the Series III
Construction Project and the approval to issue revenue bonds in the amount of $1.890.000 to
finance the construction, with an increase in water rates to repay the additional indebtedness. The
project was approved by the PSC on May 15, 2003.

The series III Construction Project consists of approximately 34 miles of water mains in Ohio
and Daviess Counties that will provide service to approximately 65 new customers and enhance
the quality and reliability of service to approximately 248 customers.

The project was substantially completed in 2004.

Fordsville Water Main:

On January 27, 2003, the Ohio County Water District signed a Contract for Water Service with
the City of Fordsville, a municipal corporation of the Sixth Class, whereby the City agrees to
purchase from the Water District. upon connection of the Water District water main line to the
FordsvilleWater System, the City’s total water requirements to meet the demands of all of the
City’s water customers, and the Water District agrees to furnish and sell to Fordsville treated
water necessary to satisfy the City’s needs at a wholesale rate.

In order to supply the City of Fordsville, a water main, approximately 8.5 miles, was constructed
to connect the City to the Water District’s existing distribution system. The construction
completed in 2004 was financed with a $500.000 Community Development Block Grant to the
City of Fordville for the benefit of the Ohio County Water District. a $241.500 Coal Severance
Grant and approximately $58,500 provided by the Water District.
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OHIO COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2014

NOTE 11- MAJOR CONSTRUCTION PROJECTS-CONTINUED
Purchase of Rockport Water System:

On May 1, 2003, the Water District entered into a contract with the City of Rockport to purchase the
City’s water system assets and customers, excluding, the City’s existing water plant and intake structure.
The System purchased consists of approximately 14 miles of water mains, a 138,000-gallon standpipe,
and approximately 250 customers. In consideration for the purchase of the system, the Water District
assumed the liability for full payment of the outstanding indebtedness of the City to Kentucky Municipal
Corporation and the Green River Area Development District. The Water District paid the loans in 2004
totaling $345,825.00. Additional costs related to the project, including costs to connect the Water District
system to the Rockport system, were approximately $190,000. A Coal Severance Grant of $232,260 is
being used to finance the project, with the Water District providing the remaining funds. The Water
District began supplying the customers on May 14, 2004.

New Water Treatment Plant:

In December 2006, the Water District began the planning process of building a new water treatment
plant. The plant was started August 17th, 2009 and completed June 15th, 2011. The total cost of the 4
MGD plant is $13.543,836. In conjunction with the water plant project, the water district also refinanced
two of the existing bond issues, Series I (Series 1998) and Series U (Series 2000). Total payoff of the
existing bond issues equalled $6,398,500. Funding of the project was provided with a Rural Development
Grant in the amount of $1,500,350, an Economic Development Authority Grant in the amount of
$2.500.000, a Rural Development Loan not to exceed $9,198.500, a KIA Coal Grant (HB608) in the
amount of $550.000, a Green River Regional Industrial Development Authority cash contribution in the
amount of $450,0000. two KiA Fund F loans not to exceed a cumulative total of $5,000,000 and the
Water District providing $2,000,000. The Ohio County Fiscal Court has paid $550,000 towards the
amount of the project they agreed to cover ($3.000,000) and is servicing the remainder debt of
$2,450,000. The Rural Development Loan was structured as two separate bond issues of $7,000.000 and
$1,200.000. Each bear a 4.125% interest rate. The KIA Fund F Loan was established at $3,742,957 and
has an interest rate of 1.00% and service fee rate of .25% and a term of (20) years.

Breckenridge County Project:

In December 2006, the water district accepted assignment of a $496,000 grant from Breckenridge county
Fiscal Court, the grantee accumulated cost of the the project as of December 31, 2006 equalled $58,790.

New Administrative Building:

In March 2007, the District purchased the Flener Building for $148.000. This building has been
renovated to become the administration office.
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INDEPENDENT AUDITOR’S 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 Commissioners
Ohio County Water District

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 Governmental Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the Ohio County
Water District as of and for the year ended December 31, 2014 and the related notes to the financial
statements, which collectively comprise the Ohio County Water District’s basic financial statements, and
have issued our report thereon dated July 24, 2015.

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness. Yet important enough to merit attention by those charged
with governance.

Our consideration of the 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. 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.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Ohio County Water District’s financial
statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

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,
this communication is not suitable for any other purpose, and is intended solely for the wuse of
management and members of the board.

Gilbert & Gilbert CPA’s
()cd Ui Y- Gkt CAS

Glasgow, KY
July 24, 2015
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