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BARRY D. DAULTON, CPA, PSC
Certified Public Accountant
423 East Mount Vernon Street
P.O. Box 1424
Somerset, Kentucky 42502
(606) 679-9344

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Bronston Water Association, Inc.
Bronston, KY 42518

I have audited the accompanying financial statements of Bronston Water Association, Inc. (a
non-profit organization), which comprise the statements of financial position as of December
31, 2015 and 2014, and the related statements of activities and cash flows for the years then
ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audits,
I conducted my audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that I plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
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, I express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
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significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

I believe that the audit evidence I have obtained is sufficient and appropriate to provide
a basis for my audit opinions.

Opinion

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Bronston Water Association, Inc., as of December 31,

2015 and 2014, and the changes in its net assets and its cash flows for the year then ended in
accordance with gccounting principles generally accepted in the United States of America.

AR

arryD. D CPA, PSC

Somerset, Kentucky
July 25, 2016
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Bronston Water Association, Inc.
Statements of Net Assets
December 31, 2015 and 2014

2015 2014
Assets
Current Assets
Cash and cash equivalents S 170,482 149,828
Short-term cash investments 645,008 607,228
Accounts receivable 62,640 67,307
Prepaid expenses 1,526 1471
Total current assets 879,656 825,834
Property, Plant and Equipment
Property, plant and equipment 7425410 7,354,667
Accumulated depreciation (2,575,655) (2,386,814)
Net property, plant and equipment 4,849,755 4,967,853
Other Assets
Construction period interest 17,402 17,402
Accumulated amortization (5,220) (4,785)
Restricted cash accounts 158,386 135,711
Total other assets 170,568 148,328
Total Assets $ 5,899,979 5,942,015
Liabilitics and Net Assets
Current Liabilities
Accounts payable $ 20,306 32,794
Payroll and related withholdings 2,135 3,155
Accrued interest payable 48,649 45,880
Other accrued liabilities 16,432 11,299
Customer deposits 17,951 30,571
Current portion of long-term debt 26,739 25,793
Total current liabilitics 132,212 149,492
Long-term Liabilities
Long-term debt 2,385,754 2,411,574
Net of current portion (26,739) (25,793)
Total long-term liabilities 2,359,015 2,385,781
Total Liabilities 2,491,227 2,535.273
Net Assets
Contributions in aid of construction 4,109,614 4,068,214
Unrestricted net assets (700,862) (661,472)
Total net assets 3,408,752 3,406,742
Total Liabilities and Net Assets S 5,899,979 5942015

See independent auditor’s report and notes to financial statenients.
3
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Bronston Water Association, Inc.

Statements of Activities
For the years ended December 31, 2015 and 2014

Operating revenues

Sales to customers
Other operating revenues

Cost of water sold
Water purchases
Water testing
Salaries and wages
Materials and supplies
Depreciation
Amortization
Total cost of water sold

Operating profit

Support and administrative expenses
Directors' fees
Payroll taxes
Employee benefits
Contractual services
Insurance
Utilities and telephone
Office expense
Transportation
PSC penalties and assessments

Total support and administrative expenses

Change in net assets before other income
and expenses

Other income and expenses
Other income (expense)
Interest income
Interest expense

Total other income and expenses

Change in unrestriced net assets
Unrestricted net assets, beginning of year

Unrestricted net assets, end of year

See independent auditor's report and notes to financial statements.

2015 2014

$ 667,972 655,338
3,449 7,020

671,421 662,358

220,817 231,066

3,650 4,693

97,945 94,036

48,654 59,706

188,841 188,817

435 435

560,342 578753

111,079 83,605

8,700 8,500

7,450 7,816

5,368 5,498

11,500 12,000

14,667 14,843

5,102 6,231

14,693 16,973

9,034 13,139

1,108 1,885

77,622 86,885
33,457 (3,280)
. (14,086)

1,576 2,167
(74,423) (69.118)
(72,847) (81,037)
(39.390) (84,317)
(661.472) (577.155)
$ (700.,862) (661,472)
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Bronston Water Association, Inc.
Statements of Cash Flows

For the years ended December 31, 2015 and 2014

Cash flows from operating activities
Change in net assets

Adjustments to reconcile change in net assets
to net cash provided by operating activities
Depreciation and amortization
(Increase) decrease in operating assets
Accounts receivable
Prepaid insurance
Increase (decrease) in operating liabilities
Accounts payable
Accrued withholdings
Accrued interest
Other current liabilities
Customer deposits

Net cash provided by operating activities

Cash flows from investing activities
Short-term cash investments, net
Payments for property, plan and equipment (net)

Net cash provided by investing activities

Cash flows from financing activities
Increase in long-term debt
Principal reduction on long-term debt
Contributions in aid of construction
Tap-on fees received, net

Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosures of cash flow information:
Cash paid during the year for interest

See independent auditor's report and notes to financial statements.

2015 2014

$ (39,390) (84,317)
189,276 189,252

4,667 1,901
(55) (66)

(12,488) 12,672

(1,020) 129

2,769 7,983
5,133 (2,547)

(12,620) 13,083

136,272 138,090
(37,780) (156,288)
(70,743) (1,031,226)
(108,523) (1,187,514)

. 787,000

(25,820) (24,909)

29,900 233,100

11,500 9,000

15,580 1,004,191

43,329 (45,233)

285,539 330,772

$ 328,868 285,539
71,654 61,135
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Bronston Water Association, Inc.
Notes to Financial Statements
For the years ended December 31, 2015 and 2014

Summary of Significant Accounting Policies

Nature of Operations

Bronston Water Association, Inc. was formed to provide water utility service to the
residents of Bronston, Kentucky and the surrounding service area in a safe and
economically efficient manner. Operations are funded by billing members for
water service provided at rates approved by the Public Service Commission.

Basis of Accounting

The Association prepares its financial statements on the accrual basis of accounting
under which revenues are recognized when earned and expenses are recognized
when incurred. The Association’s accounting policies conform to generally accepted
accounting principles for a non-profit organization.

Financial Statement Presentation

The Association has adopted Statement of Financial Accounting Standards (SFAS)
No. 117, Financial Statements of Not-for-Profit Organizations. Under SFAS No. 117,
the Association is required to report information regarding its financial position and
activities according to three classes of net assets: unrestricted net assets, temporarily
restricted net assets and permanently restricted net assets.

Cash and Cash Equivalents

For Statement of Cash Flows purposes the Association considers all cash accounts
and certificates of deposit with an initial term of 90 days or less as cash and cash
equivalents.

Short-term Cash Investments

Short-term cash investments consist of certificates of deposit with an initial term in
excess of ninety days as well as a deposit account pledged as a bond in relation to
the on-going construction project. These investments are stated at historical cost
which approximates market value.
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Bronston Water Association, Inc.
Notes to Financial Statements, continued
For the years ended December 31, 2015 and 2014

Summary of Significant Accounting Policies, continued

Accounts Receivable

Accounts receivable are stated at the face amount, which approximates the market
value. The Association extends credit to substantially all of its members. Late fees
are assessed on accounts which are not paid by the due date.

Property, Plant and Equipment

All fixed assets of the Association with an estimated useful life exceeding one year
are recorded at historical cost. Depreciation of fixed assets for the Association is
provided using the straight-line method over the estimated useful lives of the assets
ranging from seven to forty years.

Customer Deposits

Customer deposits represent amounts deposited by members when signing up for

water utility service. These amounts are refundable to the customer when they separate
service. In the event a customer account becomes uncollectible, the Association

will apply the deposit against the outstanding balance.

Liability for Compensated Absences

The Association’s full-time employees are provided vacation time dependent upon

the length of service of the employee. The Association does not compensate employees for
unused vacation time. Due to the relatively small size of the staff, any accrual for
compensated absences which is not recorded would not be material to the financial
statements at December 31, 2015 or 2014.

Contributions in Aid of Construction

Contributions in aid of construction represent amounts for grants received, tap-on
fees from customers and membership fees received from Association members.
These amounts are not refundable.
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Bronston Water Association, Inc.
Notes to Financial Statements, continued
For the years ended December 31, 2015 and 2014

Summary of Significant Accounting Policies, concluded

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates, and those differences could be material.

Income Taxes
The Association is a not-for-profit organization that is exempt from income taxes under
Section 501(c) of the Internal Revenue Code.

Comparative Statements
Certain prior year amounts have been restated to conform to current year classifcation.

Cash and Cash Equivalents

Cash and cash equivalents for purposes of cash flows consist of cash and cash equivalents
and restricted cash accounts on the Statement of Financial Position. Restricted cash
accounts include the customer deposit account and the debt service reserve fund.

Collateralization

At December 31, 2015, the Association had cash and short-term cash investments with
a carrying value of $973,836. Of the bank balance, $250,000 was covered by FDIC
insurance. The remaining balance was collateralized by pledged securities held by the
bank and pledged to cover the deposits of the Association.

Depreciation Reserve Account

The Association is required to deposit $235, $375 and $485 per month into separate
Depreciation Reserve Accounts in accordance with the terms of the RECD financing
agreements. The deposits will continue until balances of $24,600, $45,000 and $38,000,
respectively, are achieved and maintained. Withdrawals from the Depreciation Reserve
Account are restricted as to purpose and may only be made after receiving approval
from RECD. At December 31, 2015, these accounts were sufficiently funded.



B B - O D B I B N

==l

B N - e

B

|

 fovsi

Bronston Water Association, Inc.
Notes to Financial Statements, continued
For the years ended December 31, 2015 and 2014

Property, Plant and Equipment

Property, plant and equipment consist of the following:

2015 2014

Land and land rights § 132,500 § 132,500
Transmission and distribution system 6,690,583 6,639,531
Meters and installations 491,339 490,898
Office building and equipment 110,988 91,738

7,425,410 7,354,667
Accumulated depreciation (2,575,655) (2,386,814)
Total Property, Plant and Equipment $ 4,849,755 $ 4,967,853

Long-Term Debt

Long-term debt outstanding consists of bonds issued in 2003 in the original amount of
$418,000 and maturing in 2043, a real estate mortgage issued in 2008 in the original
amount of $850,000 and maturing in 2048, a real estate mortgage issued in 2010

in the original amount of $462,000 and maturing in 2050, and a mortgage issued in 2014 in
the amount of $787,000 and maturing in 2054, all issued through USDA Rural Utilities
Service RECD. Interest is 4.25% for the 2003 issue, 4.125% for the 2008 liability, 2.50%
for the 2010 liability, and 1.875% for the 2014 liability. The liabilities are secured by the

continuing operations and revenues of the Association.



Bronston Water Association, Inc.
Notes to Financial Statements, concluded
For the years ended December 31, 2015 and 2014
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6. Long-Term Debt, concluded

Scheduled maturities of long-term debt are as follows:

Principal
2016 $ 34,739
2017 36,120
2018 37,540
2019 38,960
2020 40,380
future years 2,198,015

$ 2,385,754

7. Economic Dependency

The Association purchases 100% of its water under a contract with the Monticello
Utility Commission. The loss of this source of water could severely affect the

Association’s ability to serve its members.

10
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BARRY D. DAULTON, CPA, PSC
Certified Public Accountant
423 East Mount Vernon Street
P.O. Box 1424
Somerset, Kentucky 42502
(606) 679-9344

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDITOF FINANCIAL
STATEMENTS PERFORMEDIN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Bronston Water Association, Inc.
Bronston, KY 42518

I have audited the financial statements of Bronston Water Association, Inc. (a non-profit
organization) as of and for the years ended December 31, 2015 and 2014, and have issued
my report thereon dated July 25, 2016. Iconducted my audits in accordance with
auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control over Financial Reporting

Management of Bronston Water Association, Inc. is responsible for establishing and
maintaining effective internal control over financial reporting. In planning and performing my
audits, I considered the Association’s internal control over financial reporting as a basis for
designing my auditing procedures for the purpose of expressing my opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Association’s internal control over financial reporting. Accordingly, I do not express an
opinion on the effective-ness of the Association’s internal control over financial reporting.

My consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses and therefore, there can be no assurance that all deficiencies, significant
deficiencies, or material weaknesses have been identified. However, I identified certain
deficiencies in internal control over financial reporting that I consider to be significant
deficiencies.

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

11
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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. I consider the following deficiency to be a significant deficiency:

Due to the small size of the staff, there is inadequate segregation of duties in
the areas of initiating, approving and recording transactions.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Association’s financial statements
are free of material misstatement, I 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 my audit,
and accordingly, I do not express such an opinion. The results of my tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

I noted certain matters that I reported to management of the District in a separate letter dated
July 25, 2016.

This report is intended solely for the information and use of management, Board members,
others within the entity and federal awarding agencies and pass-through entities and is not
intended tQ be.and should not be used by anyone other than these specified parties.

Q.
. Daudton;, CPA, PSC

Somerset, Kentucky
July 25, 2016
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BARRY D. DAULTON, CPA, PSC
Certified Public Accountant
423 East Mount Vernon Street
P.O. Box 1424
Somerset, Kentucky 42502
(606) 679-9344

July 25, 2016

To the Board of Directors
Bronston Water Association, Inc.
Bronston, KY 42518

In planning and performing my audit of the financial statements of Bronston Water
Association, Inc. for the year ended December 31, 2015, I considered the Association’s

internal control in order to determine my auditing procedures for the purpose of expressing an
opinion on the financial statements and not to provide assurance on internal control.
Accordingly, I do not express an opinion on the effectiveness of the Association’s internal
control.

However, during my audit, I became aware of matters that are opportunities for strengthening
internal control and operating efficiency. This letter does not affect my report dated
July 25, 2016 on the financial statements of the Association.

Organizational Structure

The size of the Association’s accounting and administrative staff precludes certain internal
controls that would be preferred if the staff were large enough to provide optimum segregation
of duties. This situation dictates that the Board of Directors remain involved in the financial
affairs of the Association to provide oversight and independent review functions.

This report is intended solely for the information and use of the Board, management and
others within the entity and is not intended to be and should not be used by anyone other

those specified parties.
e\ 3 D R
ry Y. D

CPA, PSC

Somerset, Kentucky 42501



