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Independent Auditor’s Report

To the Board of Commissioners
Breathitt County Water District

Report on the Audit of the Financial Statements
Opinions

We have audited the accompanying financial statements of the business-type activities of the Breathitt
County Water District as of and for the year ended December 31, 2022, and the related notes to the
financial statements, which collectively comprise the Breathitt County Water District’s basic financial
statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the Breathitt County Water District, as of
December 31, 2022, and the respective changes in financial position, and, where applicable, cash flows
thereof for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Basis for Opinions

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. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are required to be independent of the Breathitt County Water
District, and to meet our other ethical responsibilities, in accordance with the relevant ethical
requirements relating to our audit. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinions.

Change in Accounting Principle

As described in the notes to financial statements, during the year ended December 31, 2022, the District
of Jackson, Kentucky adopted new accounting guidance, GASB No. 87 Leases. Our opinion is not
modified with respect to this matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions
or events, considered in the aggregate, that raise substantial doubt about the Breathitt County Water
District’s ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinions. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing
standards and Government Auditing Standards will always detect a material misstatement when it exists.
The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control. Misstatements are considered material if there is a substantial likelihood
that, individually or in the aggregate, they would influence the judgment made by a reasonable user
based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government
Auditing Standards, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Breathitt County Water District’s internal control.
Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Breathitt County Water District’s ability to continue as a
going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control-related
matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 5—7 and 35-36 be presented to
supplement the basic financial statements. Such information is the responsibility of management and,
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 responses 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.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 2, 2023,
on our consideration of the Breathitt County 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 Breathitt County Water 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 Breathitt County Water District’s internal control over
financial reporting and compliance.

—
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Chris Gooch
Certified Public Accountant

Hazard, Kentucky

May 2, 2023
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2022

As management of the Breathitt County Water District, we offer readers of the District’s financial
statements this narrative overview and analysis of the financial activities of the District for the year
ended December 31, 2022. This information should be considered in conjunction with the
accompanying financial statements and disclosure following this section.

FINANCIAL HIGHLIGHTS

- The beginning cash balance for the District was $323,856. The ending cash balance for the
District was $288,149.

- Asof December 31, 2022 the District had 2,023 customers, up from 2,001 the previous year.
- The District continues to extend water lines to various locations in Breathitt County.

- The District adopted GASB’s 68 and 75 in a prior fiscal year and at December 31, 2022
recognized the District’s net pension liability of $456,952 and a net OPEB liability of $137,170
in relation to the District’s participation in County Employee’s Retirement System. The net
pension liability for the prior year was $517,873 and the OPEB liability was $164,924.

Management’s Discussion and Analysis (MD & A) is an element of the reporting model adopted by the
Governmental Accounting Standards Board (GASB) in their Statement No. 34 Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments issued
June 1999.

Our discussion and analysis of the Breathitt County Water District’s financial performance provides an
overview of the District’s financial activities for the fiscal year ended December 31, 2022. Please read
the MD & A in conjunction with the District’s financial statements.

For accounting purposes, the District is classified as an enterprise fund: Enterprise funds account for
activities similar to those found in the private business sector, where the determination of net income is
necessary or useful to sound financial administration. Enterprise funds are reported using the full
accrual method of accounting in which all assets and all liabilities associated with the operation of these
funds are included on the balance sheet. The focus of enterprise funds is on income measurement, which,
together with the maintenance of equity, is an important financial indicator.

Overview of the Financial Statements

This annual report includes this Management Discussion and Analysis report, the Basic Financial
Statements and the Notes to the Financial Statements. The District’s financial statements are presented
as fund level financial statements because the District only has proprietary funds. In addition, reports
and schedules required by Government Auditing Standards are included.

The financial statements of the District report information of the District using accounting methods
similar to those used by private sector companies. These statements offer short-term and long-term
financial information about the District’s activities.

The Statement of Net Position includes all of the District’s assets and liabilities and provides information
about the nature and amounts of investments in resources (assets) and obligations to the District’s
creditors (liabilities). It also provides the basis for evaluating the capital structure of the District and
assessing the liquidity and financial flexibility of the District.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2022

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

The Statement of Cash Flows reports cash receipts, cash payments, and net changes in cash resulting
from operation, 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.

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements.

Financial Analysis

The District’s basic financial statements are the Statement of Net Position and the Statement of
Revenues, Expenses and Changes in Fund Net Position. The Statement of Net Position provides a
summary of the District’s assets and liabilities as of the close of business on December 31, 2022. The
Statement of Changes in Fund Net Position summarizes the revenues and sources of those revenues
generated during the year ended December 31, 2022 and the expenses incurred in operating the District
for the year ended December 31, 2022.

Our analysis below focuses on the net position and the change in net position of the District as a whole
and not the individual operations or projects.

12/31/2022 12/31/2021

Net Position:

Current Assets $ 552,619 $ 576,484
Noncurrent Assets 32,779,990 33,771,647
Deferred Outflows of Resources 186,649 192,349
Total Assets and Deferred Outflows of Resources 33,519,258 34,540,480

Current Liabilities 182,590 179,651
Noncurrent Liabilities 2,014,409 2,071,532
Deferred Inflows of Resources 152,613 40,760
Total Liabilities and Deferred Inflows of Resources 2,349,612 2,291,943

- Net Position -

Net Investment in Capital Assets 31,398,756 32,290,182
Restricted 194,810 231,521
Unrestricted (423,920) (273,166)
Total Net Position 31,169,646 32,248,537

Total Liabilities, Deferred Inflows of Resources and
Net Position $33,519,258 $ 34,540,480

— Decrease in current assets is due to a decrease in cash.
— Decrease in non-current assets is due to depreciation expense.
— Decrease in noncurrent liabilities due to payment of long-term debt.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2022

Changes in Fund Net Position 12/31/2022 12/31/2021

Revenues $ 1,243,843 $ 1,240,729

Operating Expenses:

General 1,292,504 1,152,009
Depreciation Expense 1,134,847 1,118,390
Total Operating Expenses 2,427,351 2,270,399
Other Income (Expenses) 90,350 68,665
Increase (Decrease) in Net Position $ (1,093,158) $ (961,005)

—  Water Revenue and Tap Fees had an increase from prior year.
— Increase in several General Operating expenses that included repairs and supplies.

Questions regarding this report should be directed to the District Office at (606) 666-3800.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
STATEMENT OF NET POSITION

December 31, 2022
ASSETS: Totals
Current Assets:
Cash and cash equivalents $ 93,339
Accounts Receivable (net of allowance for doubtful
accounts) 145,300
Inventory 24,361
Notes Receivable 76,630
Grants Receivable 5,276
Prepaid Expense 12,903
Restricted Assets:
Cash and cash equivalents 194,810
Total Current Assets 552,619
Noncurrent Assets:
Capital Assets:
Capital Assets, not being depreciated 257,771
Capital Assets, net of accumulated depreciation 32,522,219
Total Noncurrent Assets 32,779,990
DEFERRED OUTFLOWS:
Deferred outlows - pension/OPEB resources 186,649

Total assets and deferred outflows of resources

LIABILITIES:
Current Liabilities:

$ 33519258

Accounts Payable 58,559
Accrued Payroll and Withheld Taxes Payable 19,539
Accrued Vacation Payable 12,057
Sales and Utility Taxes Payable 2,564
Lease Liabilites-Current Portion 3,281
Current Portion of Bond/Lease Obligations 86,590
Total Current Liabilities 182,590
Long-term Liabilities:
Lease Liabilities 128,924
Net Pension/OPEB Liability 594,122
Bond/Lease Obligations 1,381,234
Less: Current portion (89,871)
Total Long-Term Liabilities 2,014,409
Total Liabilities 2,196,999
DEFERRED INFLOWS:
Deferred inflows - pension/OPEB related 152,613
NET POSITION:
Net Investment in Capital Assets 31,398,756
Restricted 194,810
Unrestricted(deficit) (423,920)
Total Net Position 31,169,646
Total liabilities, deferred inflows of resources and
net position $ 33,519,258

The accompanying notes are an integral part of this financial statement.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION

FOR THE YEAR ENDED DECEMBER 31, 2022

Operating Revenues:

Water Sales $ 1,203,000
Tap Fees 40,843
Total Operating Revenues 1,243,843
Operating Expenses:
Cost of Goods Sold 361,503
Salaries 244,670
Payroll Taxes 17,342
Retirement Expense 78,815
Repairs and Maintenance 46,464
Auto and Truck Expense 35,933
Dues and Subscriptions 3,096
Insurance 98,617
Professional Fees 19,630
Office Expense 12,339
Postage 9,179
Rents 8,202
Supplies 134,611
Telephone 7,741
Travel 2,251
Uniforms 772
Utilities 139,272
Other Taxes 35,047
Lease Expense 975
Miscellaneous Operating Expenses 1,477
Contract Labor 8,922
Interest Expense 25,646
Depreciation Expense 1,134,847
Total Operating Expense 2,427,351
Net Operating Income (Loss) (1,183,508)
Non-Operating Revenues (Expenses):
ARC Grant 35,000
FEMA Funds 40,008
Interest Income 185
Other Income 15,157
Total Non-Operating Revenues (Expenses) 90,350
Net Income (Loss) (1,093,158)
Net Position, Beginning of Year, Restated 32,262,804
Add: Capital Contribution -
Net Position, End of Year $31,169,646

The accompanying notes are an integral part of this financial statement.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2022

Cash Flows from Operating Activities:

Receipts from Customers $ 1,228,882

Payments to Suppliers (1,019,843)

Payments to Employees (231,585)

Net Cash Provided (Used) by Operating Activities (22,546)
Cash Flows From Capital and Related Financing Activities:

Nonoperating - income/(loss) 90,165

Payment on Leases (3,280)

Payment on Long-term Debt (100,231)

Net Cash Provided (Used) for Capital and Related Financing Activities (13,346)
Cash Flows from Investing Activities:

Interest revenue 185
Net Increase (Decrease) in Cash (35,707)
Cash and restricted cash, Beginning of Year 323,856
Cash and restricted cash, End of Year 288,149
Reconciliation of Operating Income (Loss) to Net Cash Provided (Used) by Operating Activities:

Operating Income (Loss) (1,183,508)
Adjustments to reconcile operating net cash provided by operating activities:

Depreciation 1,134,847

Changes in assets and liabilities

(Increase) decrease in accounts receivable (13,363)
(Increase) decrease in grants related receivables (5,276)
(Increase) decrease in notes receivable (1,598)
(Increase) decrease in mnventories 8,510
(Increase) decrease in prepaid msurance (115)
(Increase) decrease in deferred outflows - pension/OPEB resources 5,700
Increase (decrease) in accounts payable 4,125
Increase (decrease) in accrued payroll and withheld taxes payable (437)
Increase (decrease) in accrued vacation payable 1,986
Increase (decrease) in sales and utility taxes payable 124
Increase (decrease) in deferred nflows - pension/OPEB related 111,853
Increase (decrease) in net pension/OPERB liability (88,675)
Net Cash Provided (Used) by Operations $  (22,546)

The accompanying notes are an integral part of this financial statement.
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BREATHITT COUNTY WATER DISTRICT BOARD OF COMMISSIONERS
NOTES TO FINANCIAL STATEMENTS

December 31, 2022
Note 1. Summary of Significant Accounting Policies
A.  Basis of Presentation

The financial statements of the Breathitt County Water District Board of Commissioners (the
“Commission”) have been prepared in conformity with generally accepted accounting principles
(GAAP) as applied to government units. The Governmental Accounting Standards Board (GASB) is
the accepted standards setting body for establishing governmental accounting and financial reporting
principles. The more significant of the Commission’s accounting policies are described below.

B. Reporting Entity

The Breathitt County Water District was formed pursuant to KRS 74.010 et. seq. by the formal vote of
the Breathitt County Fiscal Court on August 28, 2003 adopting ordinance 8-21-23A. The governing
body of the Breathitt County Water District is a Board of Commissioners that is appointed pursuant to
KRS 74.020.

The Commission shall be governed by and have all the powers listed in KRS 74.010 et. seq. and have
full and complete supervision, management, and control of the sources of supply of water as provided
in the ordinances of resolutions for acquiring and operating them and in their maintenance, operation,
and extension.

The accompanying financial statements comply with the provisions of GASB Statement 14, the
Financial Reporting Entity, in that the financial statements include all organizations, activities, and
functions for which the Commission is financially accountable. This report includes all activities
considered by management to be part of the Commission by virtue of Section 2100 of the GASB
Codification of Governmental Accounting and Financial Reporting Standards.

Section 2100 indicates that the reporting entity consists of a) the primary government, b) organizations
for which the primary government is financially accountable, and c) other organizations for which the
nature and significance of their relationship with the primary government are such, that exclusion would
cause the reporting entity’s financial statements to be misleading or incomplete.

The definition of the reporting entity is based primarily on the notion of financial accountability. A
primary government is financially accountable for the organizations that make up its legal entity. It is
also financially accountable for legally separate organizations if its officials appoint a voting majority
of an organization’s government body and whether it is able to impose its will on that organization or
there is a potential for the organization to provide specific financial benefits to, or to impose specific
financial burdens on, the primary government. A primary government may also be financially
accountable for governmental organizations that are fiscally dependent upon it.

A primary government has the ability to impose its will on an organization if it can significantly
influence the programs, projects, or activities of, or the level of services performed or provided by, the
organization. A financial benefit or burden relationship exists if the primary government a) is entitled
to the organization’s resources, b) is legally obligated or has otherwise assumed the obligation to finance
the deficits of, or provide financial support to, the organization; or ¢) is obligated in some manner for
the debt of the organization. Based on the application of these criteria, the Commission has no
component units.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)
C. Basis of Presentation

The Commission’s basic financial statements consist of a statement of net position, a statement of
revenue, expenses and changes in fund net position, and a statement of cash flows.

D. Fund Accounting

The Commission uses the proprietary fund to report on its financial position and the results of its
operations. Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain government functions or activities.

Funds are classified into three categories: governmental, proprietary and fiduciary. The Commission
uses the proprietary category for its programs.

E. Proprietary Fund Types

Proprietary funds are used to account for the Commission’s ongoing activities, which are similar to
those found in the private sector. The following is the proprietary fund type:

Enterprise Fund — This fund is used to account for the operations that are financed and operated
in a manner similar to private business enterprises where the intent is that the costs (expenses
including depreciation) of providing goods or services to the general public on a continuing basis
be financed or recovered primarily through user charges or where it has been decided that periodic
determination of revenue earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability or other purposes.

F.  Measurement Focus/Basis of Accounting

The proprietary funds are accounted for on the accrual basis of accounting. Revenues are recognized in
the period earned and expenses recognized in the period incurred. Proprietary funds distinguish
operating revenues and expense from non-operating items. Operating revenues and expenses generally
result from providing services and producing and delivering goods in connection with proprietary funds’
principal ongoing operations. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses. Operating expenses for the enterprise funds include the cost of sales
and services, administrative expenses, and depreciation on capital assets.

G. Allowance for Doubtful Accounts

Breathitt County Water District’s financial statements reflect an allowance account for its customer
accounts receivable based on management’s estimate of probable losses. An allowance expense in the
amount of $221,644 was recognized in the financial statements for the year ended December 31, 2022.
All receivables are considered short term and collectible in less than one year.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)
H. Description of Program

The Commission is designed to construct waterlines, and supporting infrastructure for those waterlines,
that will provide clean water to the citizens of Breathitt County.

I. Capital Assets

Capital assets are stated at cost. Depreciation is calculated using the straight-line method over the
estimated useful lives of three years to forty years. Expenditures for repairs and maintenance are charged
directly to expenses as they are incurred. Expenditures determined to represent additions or betterments
and have a cost in excess of $500 are capitalized.

J. Net Position

GASB 63, implemented for fiscal year 2013, has changed the presentation of the District’s financial
statements to incorporate the concepts of net position, deferred outflows of resources and deferred
inflows of resources. Net position represents the difference between assets and deferred outflows and
liabilities and deferred inflows. The net position component “net investment in capital assets” consists
of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any borrowing
used for acquisition, construction or improvement of those assets. Deferred outflows of resources and
deferred inflows of resources that are attributable to the acquisition, construction or improvement of
those assets or related debt also should be included in this component of net position. Net position is
reported as restricted when there are limitations on its use either through the enabling legislation adopted
by the District or through external restrictions imposed by the creditors, grantors or laws or regulations
of other governments.

K. Operating Revenues and Expenses

Operating revenues and expenses are those revenues that are generated directly from the primary
activities of the proprietary fund and expenses incurred for the day to day operation. For the
Commission, operating revenues are water sales and tap-on fees and other miscellaneous revenues.

L. Leases
Lessee

The District has a policy to recognize a lease liability and a right-to-use asset (lease asset) in the financial
statements with an initial, individual value of $5,000 or more with a lease term greater than one year.
Variable payments based on future performance or usage of the underlying assets are not included in
the measurement of the lease liability.

At the commencement of a lease, the lease liability is measured at the present value of payments
expected to be made during the lease term. Subsequently, the lease liability is reduced by the principal
portion of lease payments made.
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BREATHITT COUNTY WATER DISTRICT
BOARD OF COMMISSIONERS

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)
L. Leases (Continued)

Lease assets are recorded at the amount of the initial measurement of the lease liabilities and modified
by any lease payments made to the lessor at or before the commencement of the lease term, less any
lease incentives received from the lessor at or before the commencement of the lease term along with
any initial direct costs that are ancillary charges necessary to place the lease assets into service. Lease
assets are amortized using the straight—line method over the shorter of the lease term or the useful life
of the underlying asset, unless the lease contains a purchase option that the District has determined is
reasonably certain of being exercised. In this case, the lease asset is amortized over the useful life of the
underlying asset.

Key estimates and judgments related to leases include how the District determines (1) the discount rate
it uses to discount the expected lease payments to present value, (2) lease term, and (3) lease payments.

e The District uses the interest rate charged by the lessor as the discount rate. When the interest
rate charged by the lessor is not provided, the District generally uses its estimated incremental
borrowing rate as the discount rate for leases.

o The lease term includes the noncancelable period of the lease, plus any option periods that are
reasonably certain to be exercised.

e [Lease payments included in the measurement of the lease liability are composed of fixed
payments and purchase option price that the District is reasonably certain to exercise. The
District monitors changes in circumstances that would require a remeasurement of a lease and
will remeasure any lease asset and liability if certain changes occur that are expected to
significantly affect the amount of the lease liability.

Lease assets are reported as right-to-use along with other capital assets and lease liabilities are reported
on the statement of net position

Lessor

When the District is a lessor for leases of buildings and land it recognizes a lease receivable and deferred
inflows of resources in the financial statements. The District has a policy to recognize a lease receivable
in the financial statements with an initial, individual value of $5,000 or more with a lease term greater
than one year.

At the commencement of a lease, the lease receivable is measured at the present value of payments
expected to be received during the lease term. Subsequently, the lease receivable is reduced by the
principal portion of lease payments received. The deferred inflows of resources are initially measured
as the initial amount of the lease receivable, adjusted for lease payments received at or before the lease
commencement date. Subsequently, the deferred inflows of resources are recognized as revenue over
the life of the lease term in a systematic and rational method.
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Note 1. Summary of Significant Accounting Policies (Continued)
L. Leases (Continued)

Key estimates and judgments include how the District determines (1) the discount rate it uses to discount
the expected lease receipts to present value, (2) lease term, and (3) lease receipts.

e The District generally uses its estimated incremental borrowing rate as the discount rate for leases.

e  The lease term includes the noncancelable period of the lease plus any option periods that are likely
to be exercised.

e Lease receipts included in the measurement of the lease receivable is composed of fixed payments
from the lessee.

The District monitors changes in circumstances that would require a remeasurement of its lease and will
remeasure the lease receivable and deferred inflows of resources if certain changes occur that are
expected to significantly affect the amount of the lease receivable.

M. Capital Contributions

This represents contributions made available from a variety of sources including but not limited to
Community Development Block Grants, Kentucky Infrastructure Authority Grants, Coal Severance Tax
Funds, Abandoned Mine Lands Grants, U.S. Department of Agriculture Grants, and contributions from
the Breathitt County Fiscal Court.

N. Budgetary Accounting

The Treasurer/Superintendent shall prepare and submit to the Commission’s Budget Committee
proposals for the annual Commission budget based on a Calendar Year. The proposed budget will be
reviewed and passed to the Commission for tentative adoption. Following this action, the budget will
be submitted to the Kentucky Department for Local Government in accordance with KRS 65A.

O. Estimates

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

P. Deposits and Investments
The government’s cash and cash equivalents are considered to be cash on hand, demand deposits,

certificates of deposit, and short-term investments with original maturities of three months or less from
the date of acquisition.
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Note 1. Summary of Significant Accounting Policies (Continued)
P.  Deposits and Investments

KRS 66.480 authorizes the Commission to invest in the following, including but not limited to,
obligations of the United States and of its agencies and instrumentalities, obligations and contracts for
the future delivery or purchase of obligations backed by the full faith and credit of the United States,
obligations of any corporation of the United States government, bonds or certificates of indebtedness of
this state, and certificates of deposits issued by or other interest-bearing accounts of any bank or savings
and loan institution which are insured by the Federal Deposit Insurance Corporation (FDIC) or which
are collateralized, to the extent uninsured, by any obligation permitted by KRS 41.240(4).

Q. Accounting for Pensions and Other Post-Employment Benefits (OPEB)

GASB Statements Nos. 67 and 68, Accounting and Financial Reporting for Pensions — an amendment
of GASB Statement 27 and GASB Statement No. 71 improves accounting and financial reporting by
state and local governments for pensions and GASB Statement No. 75, Accounting and Financial
Reporting for Postemployment Benefits Other than Pensions, improves information provided by state
and local governmental employers about financial support for pensions and OPEB that is provided by
other entities. These Statements result from a comprehensive review of the effectiveness of existing
standards of accounting and financial reporting for pensions/OPEB with regard to providing decisions-
useful information, supporting assessments of accountability and inter-period equity, and creating
additional transparency. These Statements were effective for fiscal years beginning after June 15, 2014
for pension reporting and fiscal year beginning after June 15, 2017 for OPEB, each have been
implemented by the Breathitt County Water District.

R.  Recently Issued Accounting Pronouncements

The District adopted the following new accounting pronouncement during the year ending
December 31, 2022.

e Statement No. 87—Leases, effective for the District’s fiscal year ending December 31,
2022.

e GASB Statement No. 89—Accounting for Interest Cost Incurred before the End of a
Construction Period, effective for the District’s fiscal year ending December 31, 2022.

The District will adopt the following new accounting pronouncements in future years:

e Statement No. 96—Subscription-Based Information Technology Arrangments —
Implementation, effective for the District’s fiscal year ending December 31, 2023.

e Statement No. 100-Accounting Changes and Error Corrections, effective for the District’s
fiscal year ending December 31, 2024.

The impact of these pronouncements on the District’s financial statements has not been
determined.
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Note 2. Deposits and Investments

The Commission maintained deposits of public funds with depository institutions insured by the Federal
Deposit Insurance Corporation (FDIC) as required by KRS 66.480(1) (d). According to KRS 41.240(4),
the depository institution should pledge or provide sufficient collateral which, together with FDIC
insurance, equals or exceeds the amount of public funds on deposit at all times. In order to be valid
against the FDIC in the event of failure or insolvency of the depository institution, this pledge or
provision of collateral should be evidenced by an agreement between the District and the depository
institution, signed by both parties, that is (a) in writing, (b) approved by the board of directors of the
depository institution or its loan committee, which approval must be reflected in the minutes of the
board or committee and (c) an official record of the depository institution. These requirements were
met.

Custodial credit risk is the risk that in the event of a depository institution failure, the District’s deposits
may not be returned. The District deposits at December 31, 2022 exceeded the amount of the Federal
Deposit Insurance Corporation insurance (FDIC). At December 31, 2022 $250,000 was insured by
FDIC and $64,893 was collateralized with securities held by the pledging financial institution’s in the
District’s name.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Investments held for longer periods are subject to increased risk of adverse interest rate
changes. Breathitt County Water District does not have any investments other than its interest bearing
checking accounts. Concentrations of credit risk are the risk of loss attributed to the magnitude of the
District’s investments in a single issuer. All of the District’s cash at December 31, 2022 is held at
Citizens Bank & Trust of Jackson. Foreign currency risk is the risk of changes in exchange rates
effecting foreign investments. The District does not hold any foreign investments.

Cash consisted of the following at December 31, 2022:

Book Bank Interest
Balance Balance Rate

Sinking Fund $ 77,065 $ 77,065 0.05%
Short Lived Assets 35,700 35,700 0.05%
Reserve Account 81,530 81,530 0.05%
Operations & Maintenance 68,066 80,586 0.05%
Repair & Maintenance 22,190 35,514 0.05%
Frozen Phase 11 114 114 0.00%
Hwy 315/28 Project 310 310 0.00%
2436 Airport Rd Project 16 16 0.00%
Frozen Phase IV 75 75 0.00%

Water Assistance Fund 3,083 3,983 0.05%

Totals $ 288,149 $ 314,893
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Note 3. Capital Assets

Capital asset activity for the year ended December 31, 2022 was as follows:

12/31/2021 12/31/2022
Primary Government Balance Additions Reductions Balance

Capital Assets Not Being Depreciated:

Land and Land Improvements $ 47,581 $ - $ - $ 47,581

Right-to-use lease 143,190 - - 143,190

Construction in Progress 754,937 - (687,937) 67,000
Total Capital Assets Not Being Depreciated 945,708 - (687,937) 257,771
Capital Assets Being Depreciated:

Vehicles 167,179 - - 167,179

Office Equipment 11,421 - - 11,421

Other Equipment 122,991 - - 122,991

Water Improvements 44,240,790 687,937 - 44,928,727
Total Capital Assets Being Depreciated: 44,542,381 687,937 - 45,230,318
Less Accumulated Depreciation For:

Vehicles (112,776) (13,732) - (126,508)

Office Equipment (10,656) (263) - (10,919)

Other Equipment (112,311) (10,547) - (122,858)

Water Improvements (11,337,509)  (1,110,305) - (12,447,814)
Total Accumulated Depreciation (11,573,252)  (1,134,847) - (12,708,099)
Total Capital Assets Being Depreciated, Net 32,969,129 (446,910) - 32,522,219
Total Capital Assets, Net $ 33,914,837 $ (446,910) $ (687,937) $ 32,779,990

Total depreciation expense for the year ended December 31, 2022 was $1,134,847.
Note 4. Long-Term Debt

The following is a summary of changes in long-term obligations for the year ended December 31,
2022:

Balance Balance Due Within
12/31/2021 Additions Deductions 12/31/2022  One Year
General obligation bonds $ 282,000 $ $ (14500) $ 267,500 $ -
Notes from direct b()rrowing 1,199,465 (85,73 1) 1,113,734 86,590

$ 1481465 $ $ (100,231) $ 1,381,234 $ 86,590

The District’s outstanding notes from direct borrowing contains provision that in the event of default,
outstanding balances become immediately due, with interest rate increases and accrued fees.

If the District defaults on the Revenue Bonds, the lenders may assign a receiver to administer on behalf
of the District to charge and collect rates sufficient to provide for payment of operating and maintenance
expenses and for the payment of principal and interest on the outstanding balances.
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Note 4. Long-Term Debt (Continued)
Principal and interest requirements to retire the District’s long-term obligations are as follows:

Notes from direct

borrowing Bonds
Principal Interest Principal Interest
2023 $ 86,590 $ 13,397 § - $ -
2024 87,458 12,347 7,500 6,996
2025 88,335 11,285 8,000 6,799
2026 89,220 10,212 8,000 6,589
2027 90,115 9,130 8,500 6,379
2028-2032 427,503 29,850 44,500 30,767
2033-2037 244,513 5,372 51,000 23,654
2038-2042 - - 58,500 16,816
2043-2047 - - 67,000 9,006
2048 - - 14,500 1,182

$ 1,113,734 $ 91,593 §$ 267,500 $108,188

A.  Waterworks Revenue Bonds, Series 2009

On September 24, 2009, the Breathitt County Water District issued $350,000 in Waterworks Revenue
Bonds, Series 2009. The bonds were sold at par to the U.S. Department of Agriculture, acting though
Rural Development. The proceeds from these bonds were used for the construction of water lines.

The bonds are scheduled to mature in 2048 and carry an interest rate of 2.625%. Annual interest
payments are required with annual principal payments beginning in 2011. As of December 31, 2022,
the principal balance outstanding on these bonds was $267,500.

B. Kentucky Infrastructure Authority

In December 2009 the Breathitt County Water District requested $572,000 from the Kentucky
Infrastructure Authority’s Drinking Water State Revolving Fund Loan Program. During 2010 the
District received the funds and made the first payment on the loan balance. The loan was funded by the
American Recovery and Reinvestment Act. As part of the agreement $309,452 was forgiven. Semi-
annual principal and interest payments are due in June and December of each year. The debt is scheduled
to mature in 2030 and carry an interest rate of 1%. The agreement calls for the District to deposit $1,000
per year into a reserve account until a balance of $10,000 is reached.

C. Kentucky Infrastructure Authority

In April 2012 the Breathitt County Water District began drawing down funds from the Kentucky
Infrastructure Authority’s (KIA) Drinking Water State Revolving Fund Loan Program in relation to
waterline projects. Total loan approved for the project is $2,500,000. As part of the agreement
$1,000,000 will be forgiven. Interest payments began six months after the first draw of funds. Full
principal and interest payments started in June 2016. Semi-annual principal and interest payments will
be due in June and December of each year. The debt has a term of 20 years and carries an interest rate
of 1%. The agreement calls for the District to deposit $6,250 per year into a reserve account until a
balance of $62,500 is reached.
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Note 4. Long-Term Debt (Continued)
D. Changes in long-term debt

Changes in long-term debt for the District are as follows:

12/31/2021 12/31/2022  Current

Description Collateral ~ Rate Balance  Additions Reductions  Balance Portion

Rural Development Revenue Bonds Revenue 2.625% $ 282,000 $ - $ (14,500) $ 267,500 $ -
Kentucky Infrastructure Authority =~ Revenue 1.000% 1,080,982 - (72,307) 1,008,675 73,032
Kentucky Infrastructure Authority — Revenue 1.000% 118,483 - (13,424) 105,059 13,558
Total $1,481,465 $ - $(100,231) $1,381,234 $86,590

Note 5. Lease Liabilities and Right to Use Leased Assets

The District has two tower lease agreements. In March 2010, the District entered into a tower lease at
Coays Creek calling for monthly payments of $100 over a period of 60 months with option to extend
for nine consecutives 5 year terms. The balance of the lease liability as of December 31, 2022 totaled
$40,057. In February 2005, the District entered into a tower lease at Town Hill calling for monthly
payments of $250 over a period of 60 months with option to extend for nine consecutives 5 year terms.

The balance of the lease liability as of December 31, 2022 totaled $88,867.

A summary of changes in lease liabilities for the governmental activities for the year ended June 30,

2022 is as follows:
Balance Balance
Rate Due 12/31/2021  Additions Reductions ~ 12/31/2022  Current
Tower lease-Coays Creek 1.00%  Monthly § 40,951 § - $ (894) $ 40,057 $ 904
Tower lease-Town Hill 1.00%  Monthly 91,253 - (2,386) 88,867 2,377
$ 132,204 § - $  (3,280) § 128,924 § 3,281

Annual requirements to maturity for all proprietary long-term lease obligation are as follows:

Year ended June 30, Principal Interest Total Payment

2023 $ 3281 $ 919 § 4,200
2024 3,314 886 4,200
2025 3,347 853 4,200
2026 3,380 820 4,200
2027 3,415 785 4,200
2028 - 2032 17,593 3,407 21,000
2033 - 2037 18,495 2,505 21,000
2038 - 2042 19,443 1,557 21,000
2043 - 2047 20,439 561 21,000
2048 - 2052 20,919 81 21,000
2053 - 2057 12,698 - 12,698
2058 - 2060 2,600 - 2,600

$128,924 $12,374 $ 141,298
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Note 6. Employee Retirement System

Plan Description: Substantially all full-time employees of the District participate in the County
Employees Retirement System (CERS). CERS is a cost-sharing, multiple-employer defined benefit
pension plan administered by the Kentucky General Assembly. The plan covers substantially all regular
full-time members employed in non-hazardous and hazardous duty positions of each county and school
board, and any additional eligible local agencies electing to participate in the plan. The plan provides
for retirement, disability and death benefits to plan members.

CERS issues a publicly available financial report included in the Kentucky Retirement Systems Annual
Report that includes financial statements and the required supplementary information for CERS. That
report may be obtained by writing to Kentucky Retirement Systems, Perimeter Park West, 1260
Louisville Road, Frankfort, Kentucky 40601 or by calling (502) 564-4646 or at https:/kyret.ky.gov.

Benefits Provided - Benefits under the plan will vary based on final compensation, years of service
and other factors as fully described in the plan documents.

Contributions - Funding for the plan is provided through payroll withholdings of 5.00% and a District
contribution of 26.95% for the first half of the year and 26.79% for the second half of the year of the
employee’s total compensation subject to contributions.

At December 31, 2022, the District reported the following for its proportionate share of net pension
liability. The net pension liability was measured as of June 30, 2021. The total pension liability used
was based on an actuarial valuation as of June 30, 2020. At June 30, 2021 the District’s proportion of
the net pension liability based on contributions to CERS during fiscal year ended June 30, 2020 was
.007167% for nonhazardous.

District's proportionate share of the net
CERS nonhazardous pension liability $ 456,952

For the year ended December 31, 2022, the District’s financial statements reflect CERS pension expense
of $57,327 for nonhazardous. For the year ended December 31, 2022 the District recognized deferred
outflows of resources for nonhazardous of $98,935 and deferred inflows of resources for nonhazardous
of $83,066. These contributions will be recognized as a reduction of the net pension liability in
subsequent fiscal years.

The District previously reported deferred inflows of resources related to pensions from the net difference
between projected and actual earnings on pension plan investments in the amount of $(29,993).

Nonhazardous
Year Total
2023 $ 6,326
2024 (4,245)
2025 (13,002)
2026 (19,072)
2027 -
Thereafter -

$  (29,993)
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Note 6. Employee Retirement System (Continued)

Nonhazardous
Deferred Outflows of Deferred Inflows of
Resources Resources

Differences between expected and actual

experience $ 5,247 $ -
Changes of assumptions 6,133 -
Net difference between projected and actual

earnings on pension plan investments 17,727 83,066
Changes in proportion and differences
between District contributions and
proportionate share of contributions 23,966 -
District contributions subsequent to the

measurement date 45,862 -
Total $ 98,935 $ 83,066

Actuarial Methods and Assumptions - The total pension liability for CERS was determined by applying
procedures to the actuarial valuation as of June 30, 2019. The financial reporting actuarial valuation as
of June 30, 2021, used the following actuarial methods and assumptions, applied to all prior periods
included in the measurement:

- Actuarial Valuation date — June 30, 2019

- Actuarial Cost method — Entry Age Normal

- Asset Valuation method — 20% of the difference between the market value of assets and
the expected actuarial value of assets is recognized

- Amortization Method — Level percentage of payroll

- Amortization Period — 30 years, closed

- Payroll growth rate — 2%

- Investment return — 6.25%

- Inflation — 2.30%

- Salary increases, 3.30% to 10.30%, varies by service for non-hazardous; 3.55% to
19.05%, varies by service for hazardous

- System-specific mortality table based on mortality experience from 2013-2018, projected

with the ultimate rates from MP-2014 mortality improvement scale using a base year of
2019

The target asset allocation and best estimates of arithmetic real rate of return for each major asset class,
as provided by CERS’s investment consultant, are summarized as follows:
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Non-hazardous Hazardous
Long-term Long-term
Expected Expected
Target Nominal Target Nominal
Asset Class Allocation  Return Allocation Return
Growth 54.50% 68.50%
US Equity 16.25% 5.70% 21.75% 5.70%
Non US Equity 16.25% 6.35% 21.75% 6.35%
Private Equity 7.00% 9.70% 10.00% 9.70%
Specialty Credit/High Yield 15.00% 2.80% 15.00% 2.80%
Liquidity 25.50% 11.50%
Core Bonds 20.50% 0.00% 10.00% 0.00%
Cash 5.00% -0.60% 1.50%  -0.60%
Diversifying Strategies 20.00% 20.00%
Real Estate 10.00% 5.40% 10.00% 5.40%
Opportunistic 0.00% N/a 0.00%  N/a
Real Return 10.00% 4.55% 10.00% 4.55%

Discount Rate — The discount rate used to measure the total pension liability was 6.25%. The projection
of cash flows used to determine the discount rate assumed contributions from plan members and
employers will be made at statutory contribution rates. Projected inflows from investment earnings were
calculated using the long-term assumed investment return of 6.25%. The long-term assumed investment
rate of return was applied to all periods of projected benefit payments to determine the total pension
liability.

Deferred inflows and outflows and pension expense include only certain categories of deferred outflows
of resources and deferred inflows of resources. These include differences between expected and actual
experience, changes of assumptions and differences between projected and actual earnings on plan
investments. The schedule does not include deferred outflows/inflows of resources for changes in the
employer’s proportionate share of contributions or employer contributions made subsequent to the
measurement date. The net pension liability is based on the June 30, 2021 actuarial valuations. Deferred
outflows and inflows related to differences between projected and actual earnings on plan investments
are netted and amortized over a five year period.

The following presents the District’s proportionate share of net pension liability calculated using the
discount rate of 6.25% as well as the District’s share if calculated using a rate 1% higher and 1% lower:

1% Current 1%
Decrease Discount Rate Increase
(5.25%) (6.25%) (7.25%)
District's proportionate share of
net nonhazardous pension liability $ 586,063 $ 456,952 $ 350,116

Pension plan fiduciary net position — Detailed information about the pension plan’s fiduciary net
position is available in the separately issued CERS financial report which is publically available at
https://kyret.ky.gov.

Payable to the pension plan by the District at December 31, 2022 was $5,033.
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Note 7. OPEB Plans

General Information about the OPEB Plan

Plan description — Substantially all full-time employees of the District are provided OPEBs through the
County Employees Retirement System of the State of Kentucky (CERS)—a cost-sharing multiple-
employer defined benefit OPEB plan. CERS was created by the Kentucky General Assembly pursuant
to the provisions of Kentucky Revised Statute 78.520.

CERS issues a publicly available financial report included in the Kentucky Retirement Systems Annual
Report that includes financial statements and the required supplementary information for CERS. That
report may be obtained by writing to Kentucky Retirement Systems, Perimeter Park West, 1260
Louisville Road, Frankfort, Kentucky 40601 or by calling (800)928-4646 or at https:/kyret.ky.gov.

The State reports a liability, deferred outflows of resources and deferred inflows of resources, and
expense as a result of its statutory requirement to contribute to the KRS Insurance Fund. The following
information is about the KRS plans:

Medical Insurance Plan

Plan description — In addition to the OPEB benefits described above, KRS provides post-employment
healthcare benefits to eligible members and dependents. The KRS Insurance benefit is a cost-sharing
multiple employer defined benefit plan.

Benefits provided — Benefits under the plan will vary based on years of service and other factors as fully
described in the plan documents.

Contributions — In order to fund the post-retirement healthcare benefit, participants hired on or after
September 1, 2008 contribute 1% of total compensation subject to contribution for non-hazardous and
hazardous duty positions. Also, the premiums collected from retirees as described in the plan documents
and investment interest help meet the medical expenses of the plan.

OPEB Liabilities, OPEB Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to OPEBs

At December 31, 2022, the District reported a liability of $137,170 for its proportionate share of the
collective net CERS non-hazardous OPEB liability. The collective net OPEB liability was measured as
of June 30, 2022, and the total OPEB liability used to calculate the collective net OPEB liability was
based on a projection of the District’s long-term share of contributions to the OPEB plan relative to the
projected contributions of all participating employers, actuarially determined. At June 30, 2021, the
District’s proportion was .007165% for non-hazardous employees. The previous year proportion was
0.00683%.
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The amount recognized by the District as its proportionate share of the OPEB liability was as follows:

District's proportionate share of the net
CERS non-hazardous OPEB liability $137,170

For the year ended December 31, 2022, the District recognized OPEB expense of $21,659. At June 30,
2022, the District reported deferred outflows of resources and deferred inflows of resources related to

OPEBs from the following sources:

Non-hazardous

Deferred Outflows of Deferred Inflows of
Resources Resources

Differences between expected and actual

experience $ 21,570 $ 40,955
Changes of assumptions 36,366 128
Net difference between projected and actual

earnings on plan investments 6911 28,369
Changes in proportion and differences

between District contributions and

proportionate share of contributions 11,402 95
District contributions subsequent to the

measurement date 11,465 -
Total $ 87,714 $ 69,547

Other amounts reported as deferred outflows of resources and deferred inflows of resources related to
OPEB will be recognized in the District’s OPEB expense as follows:

Non-hazardous

Year Total

2023 $ 7,375

2024 4,106

2025 2,191

2026 (6,969)

2027 -
Thereafter -

$ 6,703
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Actuarial assumptions — The total OPEB liability in the June 30, 2022 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement:

- Valuation date — June 30, 2019
- Actuarial Cost method — Entry Age Normal
- Asset Valuation method — 20% of the difference between the market value of assets and the
expected actuarial value of assets is recognized
- Amortization Method — Level percentage of payroll
- Amortization Period — 30 years, closed period at June 30, 2019
- Payroll growth rate — 2%
- Investment return — 6.25%
- Inflation — 2.30%
- Salary increases, 3.30% to 10.30%, varies by service for non-hazardous; 3.55% to 19.05%,
varies by service for hazardous
- System-specific mortality table based on mortality experience from 2013-2018, projected
with the ultimate rates from MP-2014 mortality improvement scale using a base year of
20109.
- Phase-in Provision-Board certified rate is phased into the actuarially determined rate in
accordance with HB 362 enacted in 2018
- Healthcare cost trend rates
Under 65 Initial trend starting at 6.25% at January 1,2021 and
gradually decreasing to an ultimate trend rate of
4.05% over a period of 15 years
Ages 65 and Older Initial trend starting at 5.50% at January 1,2021 and
gradually decreasing to an ultimate trend rate of
4.05% over a period of 14 years

The remaining actuarial assumptions (e.g. initial per capita costs, health care cost trends, rate of plan
participation, rates of plan election, etc.) used in the June 30, 2021 valuation were based on a review of
recent plan experience done concurrently with the June 30, 2021 valuation.

The long-term expected rate of return on OPEB plan investments was determined using a building-block
method in which best-estimate ranges of expected future real rates of return (expected returns, net of
OPEB plan investment expense and inflation) are developed for each major asset class. These ranges
are combined by weighting the expected future real rates of return by the target asset allocation
percentage.
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The target allocation and best estimates of arithmetic real rates of return for each major asset class, as
provided by KRS’s investment consultant, are summarized in the following table:

Non-hazardous Hazardous
Long-term Long-term
Expected Expected
Target Nominal Target Nominal
Asset Class Allocation Return Allocation Return
Growth 54.50% 68.50%
US Equity 16.25% 5.70% 21.75% 5.70%
Non US Equity 16.25% 6.35% 21.75% 6.35%
Private Equity 7.00% 9.70% 10.00% 9.70%
Specialty Credit/High Yield 15.00% 2.80% 15.00% 2.80%
Liquidity 25.50% 11.50%
Core Bonds 20.50% 0.00% 10.00% 0.00%
Cash 5.00%  -0.60% 1.50%  -0.60%
Diversifying Strategies 20.00% 20.00%
Real Estate 10.00% 5.40% 10.00% 5.40%
Opportunistic 0.00%  N/a 0.00%  N/a
Real Return 10.00% 4.55% 10.00% 4.55%

Discount rate - The discount rate used to measure the total OPEB liability was 5.20% for non-hazardous
personnel. The projection of cash flows used to determine the discount rate assumed that plan member
contributions will be made at the current contribution rates and the employer contributions will be made
at statutorily required rates. Based on those assumptions, the OPEB plan’s fiduciary net position was
projected to be available to make all projected future benefit payments of current plan members.
Therefore, the long-term expected rate of return on OPEB plan investments was applied to all periods
of projected benefit payments to determine the total OPEB liability.

The following table presents the District’s proportionate share of the collective net OPEB liability of
the System, calculated using the discount rate of 5.20% for non-hazardous personnel, as well as what
the District’s proportionate share of the collective net OPEB liability would be if it were calculated
using a discount rate that is 1-percentage-point lower, 4.20% for non-hazardous personnel, or 1-
percentage-point higher, 6.20% for non-hazardous personnel than the current rate:

1% Current 1%
Decrease Discount Rate Increase
(4.20%) (5.20%) (6.20%)

District's proportionate share of
net non-hazardous OPEB liability ~$ 188,334 $ 137,170 $ 95,182
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(Continued)

Note 7. OPEB Plans (Continued)

Sensitivity of the District’s proportionate share of the collective net OPEB liability to changes in the
healthcare cost trend rates — The following presents the District’s proportionate share of the collective
net OPEB liability, as well as what the District’s proportionate share of the collective net OPEB liability
would be if it were calculated using healthcare cost trend rates that were 1-percentage-point lower or 1-
percentage-point higher than the current healthcare cost trend rates:

1% Current Healthcare 1%
Decrease Cost Trend Rate Increase
District's proportionate share of
net non-hazardous OPEB liability $ 98,746 $ 137,170 $ 183,549

OPEB plan fiduciary net position — Detailed information about the OPEB plan’s fiduciary net position
is available in the separately issued KRS financial report.

Note 8. Insurance

For the year ended December 31, 2022, the Commission was a member of the Kentucky Association of
Counties’ All Lines Fund (KALF). KALF is a self-insurance fund and was organized to obtain lower
cost coverage for general liability, property damage, public officials’ errors and omissions, public
liability, and other damages. The basic nature of a self-insurance program is that of a collectively shared
risk by its members. If losses incurred for covered claims exceed the resources contributed by the
members, the members are responsible for payment of the excess losses.

Note 9. Contingencies

The District receives funding from local, state, and federal government agencies. These funds are to be
used for designated purposes only. For government agency grants, if the grantor’s review indicates that
the funds have not been used for the intended purpose, the grantors may request a refund of monies
advanced or refuse to reimburse the District for its disbursements. The amount of such future refunds
and unreimbursed disbursements, if any, is not expected to be significant. Continuation of the District’s
grant programs is predicated upon the grantor’s satisfaction that the funds provided are being spent as
intended and the grantors’ intent to continue their programs.

Note 10. Commitments

The District approved renting a building from Jackson/Breathitt Industrial for $300 per month plus
utilities and maintenance. As of May 2, 2023, no lease agreement has been signed.

Note 11. Restatement

The District restated net position by $14,267 due to adoption of GASB 87 Leases.
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Note 12. Subsequent Events

The District continues to monitor the direct and indirect effects of COVID-19, which has led to closings
of non-essential services and limitations for public assemblies. While the immediate and long-term
financial impact cannot be reasonably estimated, management anticipates preparing amendments to
future budget projections reflecting any significant changes in revenues or expenditures affection the
District as a result of the coronavirus.

On July 28, 2022, an unprecedented flash flood occurred in the service area of the District resulting in
loss of lives, property and infrastructure damages. While the long-term financial impact for the District
cannot be reasonably estimated, management anticipates monitoring and preparing amendments to
future budget projections reflecting any changes in revenues and program service activities as a result
of the flooding. As of December 31, 2022, the District has received $40,008 from FEMA for flood
damages.

As of the report date, the District has estimated an additional $904,536 in cleanup and repairs needed.
The Organization has provided documentation to FEMA and hope to recover an estimated $668,884 of
the losses. The Organization has provided documentation to KACO for estimated $21,132 for flood
damages.
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Employer's proportion of the net
pension fiabilty

Employer's proportionate share of
the net pension liability

Employer's covered employee payroll
Employer's proportionate share of

the net pension liability as a
percentage of fts covered employee

payroll
Plan fiduciary net position as a

percentage of the total pension
liability

Contractually required contribution

Contributions in relation to the contractually
required contribution

Contribution deficiency (excess)

District's covered employee payrol

AND SCHEDULE OF EMPLOYER CONTRIBUTIONS

For The Year Ended December 31, 2022

Employer's Proportionate Share of Net Pension Liability

Contributions as a percentage of covered employee
payrol 16.56% 17.10% 15.87% 14.29%

Untila full 10-year trend is compiled, the District will present information for years available.
Ultimately, ten years of data will be presented.

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

22 2001 2000 2019 018 007 2016 2015
CERS CERS CERS CERS CERS CERS CERS CERS
Nonhazardous ~ Nonhazardous Nonhazardous ~ Nonhazardous ~ Nonhazardous  Nonhazardous  Nonhazardous — Nonhazardous
0.007167% 0.006752% 0.006633% 0.006611% 0.00576% 0.00521% (.00622% 0.00617%
§ 45692 S 5813 8 466043 5 402630 S 33736 0§ 256687 0§ 26750 S 200000
§ 23388 S 195245 § 17L100 8 16604 § 167724 S 163404 S 12284 S 132927
214% 265% 213% 243% 201% 157% 218% 150%
5133% 4781% 50.45% 53.54% 53.30% 55.50% 59.97% 62.6%
Employer's Contributions
22 2001 2000 2019 018 007 2016 2015
CERS CERS CERS CERS CERS CERS CERS CERS
Nonhazardous ~ Nonhazardous Nonhazardous ~ Nonhazardous ~ Nonhazardous  Nonhazardous — Nonhazardous — Nonhazardous
§ 33 S $BRS 147§ B4 S 19575 0§ M8 0§ 18576 16000
35332 B8l 1147 B4 19,575 15446 18,508 16,000
(634) 08

§ 23 S 195245 § 170100 § 16604 S 16774 S 163404 S 12284 § 1480%
11.67% 9.45% 15.07% 10.80%
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Employer's Proportionate Share of Net OPEB Liability

2022 2021 2020 2019 2018
OPEB OPEB OPEB OPEB OPEB
Nonhazardous Nonhazardous Nonhazardous Nonhazardous Nonhazardous

Employer's proportion of the net

OPERB liability 0.007165% 0.006830% 0.006633% 0.00661% 0.00576%
Employer's proportionate share of

the net OPEB liability $ 1371710 S 164,924 $ 111,564 $ 117,359 $ 115,856
Employer's covered employee payroll $ 213388 § 195,245 $ 171,101 $ 166,024 $ 167,724
Employer's proportionate share of

the net OPEB liability as a

percentage of its covered employee

payroll 64% 84% 65% % 69%
Plan fiduciary net position as a

percentage of the total OPEB

liability 62.91% 51.67% 60.44% 57.62% 52.40%

Employer's Contributions
2022 2021 2020 2019 2018
OPEB OPEB OPEB OPEB OPEB
Nonhazardous Nonhazardous Nonhazardous Nonhazardous Nonhazardous

Contractually required contribution $ 8714 8,330 $ 8,803 $ 7,701 $ 6,037
Contributions in relation to the contractually

required contribution 8,714 8,330 8,803 7,701 6,637
Contribution deficiency (excess) - -

District's covered employee payroll $§ 213388 § 195,245 $ 171,101 $ 166,024 $ 167,724
Contributions as a percentage of covered

employee payroll 4.08% 4.27% 5.14% 4.64% 3.96%

Until a full 10-year trend is compiled, the District will present information for years available.
Ultimately, ten years of data will be presented.

See notes to financial statements and independent auditor’s report.
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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 Board of Commissioners
Breathitt 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 Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities of Breathitt County Water District, as of and for the year ended December 31, 2022, and the
related notes to the financial statements, which collectively comprise Breathitt County Water District’s
basic financial statements, and have issued our report thereon dated May 2, 2023.

Report on Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Breathitt County Water
District’s internal control over financial reporting (internal control) as a basis for designing 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 Breathitt
County Water District’s internal control. Accordingly, we do not express an opinion on the effectiveness
of Breathitt 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 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 or significant deficiencies may exist that were not identified.

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether Breathitt 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 financial statements. 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.
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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
(Continued)

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.
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Chris Gooch
Certified Public Accountant

Hazard, Kentucky

May 2, 2023



