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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Caveland Environmental Authority, Inc.

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of
Caveland Environmental Authority, Inc., as of and for the year ended June 30, 2014, and the
related notes to the financial statements, which collectively comprise the Authority’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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

Opinions

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 Caveland Environmental
Authority, Inc., as of June 30, 2014, and the respective changes in financial position and cash
flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 4-7 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Caveland Environmental Authority, Inc.’s basic financial statements. The
schedules of operations and maintenance expenses and general and administrative expenses
are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The schedules of operations and maintenance expenses and general and
administrative expenses are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare basic financial
statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing
and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion the schedules of operations and maintenance
expenses and general and administrative expenses are fairly stated in all material respects in
relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated
November 25, 2014, on our consideration of Caveland Environmental Authority, Inc.’s internal

control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
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describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering Caveland Environmental Authority, Inc.’s
internal control over financial reporting and compliance.

Canpbell] Myere & Futledpe, PLLC

Certified Public Accountants

Glasgow, Kentucky
November 25, 2014
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MANAGEMENT’S DISCUSSION AND ANALYSIS

In June, 1999, the Governmental Accounting Standards Board (GASB) adopted Statement 34,
Basic Financial Statements — and Management's Discussion and Analysis — for State and Local
Governments.  The standard requires that a ‘Management Discussion and Analysis” be
included in the annual report along with annual audited financial statements. The Caveland
Environmental Authority implemented GASB Statement 34 for the fiscal year ending June 30,
2004.

Our discussion and analysis of the Caveland Environmental Authority’s, financial performance
provides an overview of the Authority’s financial activities for the year ended June 30, 2013.
This information is presented in conjunction with the audited financial statements that follow this
section.

Financial Highlights

For the year ending June 30, 2013, total operating and non-operating revenues (including
capital contributions) totaled $4,102,626, and expenses amounted to $3,736,751 creating an
increase in net position of $365,875. At year end, net position totaled $19,458,410, of which
$19,962,236 (net of related debt) was invested in capital assets, $319 was restricted for
construction projects, and $56,524 was restricted for debt retirement. This left a net amount of
5(560,669) of unrestricted assets.

Overview of the Financial Statements

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

Required Financial Statements

The financial statements report information of Caveland Environmental Authority, using
accounting methods similar to those used by private sector companies. These statements offer
short and long-term financial information about its activites. The Statement of Net Position
includes all of Caveland Environmental Authority’s, assets and liabilities and provides
information about the nature and amounts of investments in resources (assets) and the
obligations to Caveland Environmental Authority’s, creditors (liabilities). It also provides the
basis for evaluating the capital structure of Caveland Environmental Authority, and assessing
the liquidity and financial flexibility of Caveland Environmental Authority.

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

The final required financial statement is the Statement of Cash Flows. The statement reports
cash receipts, cash payments, and net changes in cash resulting from operations, investing and
financing activities and provides answers to such questions as where did cash come from, what
was cash used for, and what was the change in the cash balance during the reporting period.
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Financial Analysis of Caveland Environmental Authority

Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority

Statement of Net Position - Summary

June 30, 2013 and 2012

Assets
Total Current Assets
Total Restricted Assets
Net Capital Assets

Total Assets

Liabilities

Total Current Liabilities

Total Liabilities Payable from Restricted Assets
Total Long-term Liabilities

Total Liabilities

Deferred Inflows of Resources
Total Deferred Inflows of Resources

Net Position:

Invested in capital assets, net of related debt
Restricted for debt retirement

Restricted for construction projects
Unrestricted

Total Net Position

2013 2012
342,817 $ 302,675
94,775 146,350
22,384,840 21,701,138
22,822,432 22,150,163
782,447 349,169
173,531 179,854
2,287,005 2,528,605
3,242,983 3,057,628
121,039 -
19,962,236 19,045,971
56,524 80,841
319 12,217
(560,669) (46,494)
19,458,410 $ 19,092,535

At June 30, 2013, the largest portion of the Authority’s net position reflects its investment in
capital assets, less any related debt used to acquire those assets still outstanding. The
Authority uses these capital assets to provide services to citizens and consumers:
consequently, these assets are not available for future spending. Restricted net position

represents resources that are subject to external restrictions on how they may be used.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Summary of Changes in Net Position
For the Year Ended June 30, 2014 and 2013

2014 2013
Total operating revenues $ 3,038,336 § 2,888,933
Total operating expenses 3,697,692 3,588,490
Operating Income (659,356) (699,557)
Total non-operating revenue (expenses) (144,108) (148,261)
Income (loss( before capital contributions (803,464) (847,818)
Capital contributions 871,080 1,213,693
Increase (decrease) in net position 67,616 365,875
Beginning of year 19,458,410 19,092,535
End of year $ 19,526,026 $ 19,458,410

At June 30, 2014, net position increased by $67,616 and consisted of operating revenues of
$3,038,336, operating expenses of $3,697,692, non-operating expenses of $144 108, and
capital contributions of $871,080.

In April 2015, Caveland Environmental Authority will implement the 3rd phase of the water rate
increase for Cave City, Park City, and Mammoth Cave Water Systems. After the 2015 audit is
completed, the CEA Board will evaluate the water rate more strictly, determining if a
continuation of the percent increase is needed. The 3rd phase of the sewer rate increase was
implemented in May 2014. The rate will be evaluated by the Board after the completion of the
2014 audit to determine if an increase is needed.

The residential customer base showed a slight increase in usage in 2014 and the industrial
usage continues to show large increases in sewer usage with a lower rate of water usage. This
is a good indicator that revenues shall increase in the next audit period. Construction revenue
is anticipated to increase during 2015.

Capital Asset Changes

At June 30, 2014, the Authority had invested $22,567,938 in capital assets net of accumulated
depreciation. This amount represents a net increase of $183.098 from the previous year. This
increase is mainly due to capital asset acquisitions.

Debt Administration
At June 30, 2014, the Authority had $2,832,006 bonds outstanding, an increase of $409,402
from the prior year’s balance of $2,422 604.
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Request for Information

This financial report is designed to provide our customers and creditors with a general overview
of Caveland Environmental Authority’s, finances and to demonstrate Caveland Environmental
Authority’s, accountability for the funds it receives. If you have any questions about this report
or need any additional information, please contact the Caveland Environmental Authority at P.O.
Box 426, Cave City, Kentucky 42127, or by phone (270) 773-2887.
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Liabilities
Current Liabilities:

Accounts payable and accrued liabilities 3 427,170
Checks issued in excess of deposits 55,638
Line-of-credit payable - Citizens First Bank 242,102
Customer deposits 70,684

Total Current Liabilities 795,594

Liabilities Payable from Restricted Assets:

Current maturities of long-term debt 146,135
Accrued interest 50,344
Total Liabilities Payable from Restricted Assets 196,479

Long-term Liabilities:

Long-term debt, less current maturities 2,685,871
Total Long-term Liabilities 2,685,871
Total Liabilities 3,677,944

Deferred Inflows of Resources

Unamortized premiums on bonds payable 102,673
Total Deferred Inflows of Resources 102,673
Net Position
Net Position:

Invested in capital assets, net of related debt 19,735,932
Restricted for debt retirement 350,662
Restricted for construction projects 328
Unrestricted (560,896)
Total Net Position $ 19,526,026

The accompanying notes are an integral part of the financial statements.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Statement of Revenues, Expenses and Changes in Net Position

For the Year Ended June 30, 2014

Operating revenue:
Water revenue
Sewer revenue
Other operating revenue

Total operating revenue

Operating expenses:
Operations and maintenance
General and administrative

Total operating expenses
Operating income (loss)

Nonoperating revenue (expenses):
Interest income
Interest on long-term debt
Bond issuance costs
Miscellaneous

Total nonoperating revenue (expenses)
Income before capital contributions
Capital contributions

Increase (decrease) in net position

Net position:
Beginning of year
End of year

$

783,245
1,249,005
1,006,086

3,038,336

3,342,436
365,256

3,697,692

(659,356)

160
(107,283)
(33,000)
(3,985)

(144,108)

(803,464)
871,080

67,616

19,458,410

$

19,526,026

The accompanying notes are an integral part of the financial statements.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority

Statement of Cash Flows
For the Year Ended June 30, 2014

Cash flows from operating activities:
Cash receipts from customers
Cash payments to suppliers for goods and services
Cash payments to employees for services

Net cash provided (used) by operating activities

Cash flows from capital and related financing activities:
Proceeds from issuance of long-term debt
Proceeds from line-of-credit
Payments made on line-of-credit
Principal paid on long-term debt
Interest paid on long-term debt
Additions to capital assets
Capital contributions

Net cash provided (used) in capital and related financing activities

Cash flows from investing activities:
Investment income

Net cash provided by (used) in investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of operating income to
net cash provided by operating activities:
Operating income
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation and amortization
Changes in assets and liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in prepaid insurance
Increase (decrease) in accounts payable
Increase (decrease) in customer deposits

Net cash provided (used) by operating activities

$ 3,098,778
(2,251,868)
(685,051)
161,859

545,000
1,009,829
(984,605)
(135,598)
(94,871)
(1,030,844)
871,080
179,991

160
160

342,010
94,775

§ 436,785

$  (659,356)

52 398

60,442
(19,545)
(6,351)

(5,726)

$ 161,859

The accompanying notes are an integral part of the financial statements.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 1 — Description of Entity and Summary of Significant Accounting Policies

Organization

Caveland Sanitation Authority, Inc. was created by an Inter-local Cooperation Agreement under
the laws of the Commonwealth of Kentucky pursuant to Kentucky Revised Statutes 65.210 to
65.300 as a quasi-government agency. The public agencies which are parties to the amended
Inter-local Cooperation Agreement are the cities of Cave City, Horse Cave, Park City and
Mammoth Cave National Park Service. These public agencies delegated specific general
power to the Authority necessary to apply for grants and other funding to pay for the design and
construction of sewage treatment and conveyance facilities necessary to implement the
preferred alternative of the Mammoth Cave Area 201 Facilities Plan and Environmental Impact
Statement. The Authority, doing business as Caveland Environmental Authority, is primarily
engaged in constructing and operating sewage treatment plants to serve the parties to the inter-
local agreement.

Measurement Focus and Basis of Accounting
The term measurement focus is used to denote what is being measured and reported in the
Authority’s financial statements. The Authority is accounted for on the flow of economic
resources measurement focus. Under this measurement focus, all assets and all liabilities
associated with the operations are included in the Statement of Net Position.

The term basis of accounting is used to determine when a transaction or event is recognized on
the Authority’s financial statements. The Authority uses the full accrual basis of accounting.
Under this basis, revenues are recorded when earned and expenses are recorded when
incurred, even though actual payment or receipt may not occur until after the period ends.

Financial Statement Presentation

The Authority has elected under GASB Statement No. 20, Accounting and Financial Reporting
for Proprietary Funds and Other Governmental Activities That Use Proprietary Fund Accounting,
to apply all applicable GASB pronouncements as well as any applicable pronouncements of the
Financial Accounting Standards Board, the Accounting Principles Board, or any Accounting
Research Bulletins issued on or before November 30, 1989, unless these pronouncements
conflict with or contradict GASB pronouncements.

The accounts of the Authority are organized on the basis of a proprietary fund type, specifically
an enterprise fund. The activities of this fund are accounted for with a separate set of self-
balancing accounts that comprise the Authority’s assets, liabilities, net position, revenues and
expenses. Enterprise Funds account for activities; (i) that are financed with debt that is secured
solely by a pledge of the net revenues from fees and charges of the activity, (ii) that are required
by laws or regulations that the activity’s costs of providing services, including capital costs (such
as depreciation or debt service), be recovered with fees and charges, rather than with taxes or
similar revenues, or (iii) that the pricing policies of the activity establish fees and charges
designed to recover its costs, including capital costs (such as depreciation or debt service).
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 1 — Description of Entity and Summary of Significant Accounting Policies, Continued

On July 1, 2003, the Authority adopted the provisions of Governmental Accounting Standards
Board (GASB) No. 34 “Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments.” GASB 34 established standards for external
financial reporting for all state and local governmental entities which includes a statement of net
assets, a statement of activities and changes in net position and a statement of cash flows. It
requires the classification of net position into three components: (i) invested in capital assets,
net of related debt, (ii) restricted, and (jii) unrestricted.

These classifications are defined as follows:

» Invested in capital assets, net of related debt - This component of net position consists
of capital assets, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes or other borrowings that are attributable to the
acquisition, construction or improvement of those assets.

* Restricted - This component of net position consists of constraints imposed by creditors
(such as through debt covenants), grantors, contributors, or laws or regulations of other
governments or constraints imposed by law through constitutional provisions or enabling
legislation.

* Unrestricted net position - This component of net position consists of net position that
does not meet the definition of “restricted” or “invested in capital assets, net of related
debt.”

Cash and Investments
The Authority considers all highly liquid investments with maturities of three months or less
when purchased to be cash equivalents. Investments are reported at fair market value.

Receivables

The Authority uses the direct write-off method to account for bad debts. No allowance for bad
debts has been provided, as no material write-offs are expected for receivables as of June 30,
2014. The direct write-off method does not significantly depart from generally accepted
accounting principles.

Capital Assets
The utility plant in service is stated at cost. The cost of additions to the utility plant and major

replacements of retired units of property is capitalized. Cost includes direct labor, outside
services, materials and transportation, employee fringe benefits, overhead, and interest on
funds borrowed to finance construction. The cost and accumulated depreciation of property sold
or retired is deducted from capital assets. and any profit or loss resulting from the disposal is
credited or charged in the nonoperating section of the statement of revenues, expenses and
changes in net assets. The cost of current repairs, maintenance, and minor replacements is
charged to expense as incurred. Depreciation has been provided over estimated useful lives of
the assets using the straight-line method.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 1 — Description of Entity and Summary of Significant Accounting Policies, Continued

The estimated useful lives of capital assets are as follows:

Vehicles 5 years
Office Equipment 10 years
Machinery and Equipment 10 years
Water System Infrastructure 40 years
Plant 40 years
Buildings 40 years

Compensated Absences

Personal time is accrued by years of services as stated in the employee handbook. No
personal time may be carried forward from one calendar year to the next. Accordingly, no
accrual for compensated absences has included in these financial statements.

Long-Term Obligations

Long-term debt and other obligations are reported as liabilities on the statement of net position.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
expenditures.

Operating Revenues and Expenses

Operating revenues and expenses consists of those revenues that result from the ongoing
principal operations of the Authority. Operating revenues consist primarily of charges for
services. Non-operating revenues and expenses consist of those revenues and expenses that
are related to financing and investing type of activities and result from non-exchange
transactions.

Capital Contributions

Transmission and distribution system assets contributed to the Authority by installers are
capitalized at the installers’ costs and recorded as capital contributions when received. Also
included in capital contributions are various grants received for infrastructure and payments
received from customers for tap fees.

Income Taxes
The Authority is exempt from federal and state income taxes.

Extraordinary and Special Items

Extraordinary items are transactions or other events that are both unusual in nature and
infrequent in occurrence. Special items are significant transactions or other events within the
control of management that are either unusual in nature or infrequent in occurrence. If such
items exist during the reporting period. they are reported separately in the statement of
revenues, expenses and changes in net position.

Bond and Interest Redemption Fund

The ordinances authorizing the various bond issues of the Authority require monthly transfers
from the Revenue Fund into a “Bond Fund”. Sums not less than one sixth of the interest due at
the next payment, and one twelfth of the principal on all Bonds maturing the next January are
required to be deposited.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 1 — Description of Entity and Summary of Significant Accounting Policies, Concluded

Use of Estimates

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

Subsequent Events

The Authority has evaluated subsequent events through November 25, 2014, the date which the
financial statements were available to be issued.

Note 2 — Cash and Investments

Deposits and Concentration of Risk

At year end, the carrying amount of the Authority’s cash deposits was $436,785 and the bank
balances were $444,439. The difference between book and bank balances primarily represents
checks that have been issued, but have not cleared the bank as of June 30, 2014.

All cash accounts were fully insured by FDIC at June 30, 2014.

Note 3 — Capital Assets

Capital asset activity for the year ended June 30, 2014 was as follows:

Balance Balance
June 30, 2013  Additions Deletions  June 30, 2014

Capital assets not being depreciated

Land and land rights 3 244155 $ - 5 - § 244155
Construction-in-progress 1,963,879 851,570 (885,610) 1,929,839
Total Capital assets not being depreciated 2,208,034 851,570 (885,610) 2,173,994

Capital assets being depreciated

Buildings 230,083 - - 230,083
Office furniture and equipment 247,377 - - 247,377
Machinery and equipment 527,012 5,392 - 532,404
Vehicles 701,394 - - 701,394
Water transmission upgrade 391,892 - - 391,892
Plant 29,504,060 1,012,212 - 30,516,272
Total Capital assets being depreciated 31,601,818 1,017,604 - 32,619,422
Less: Accumulated Depreciation _(11,425,012) (800,466) - (12,225478)

Total Capital assets being depreciated, net $ 20,176,806 $ 217,138 § $ 20,393,944
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 4 — Long-Term Debt
Long-term debt consists of the following at June 30, 2014:

Kentucky Rural Water Finance Corporation Series 2014 B maturing
January 2034, bearing annual interest of 4.01%. The bonds are

secured by a pledge of a fixed portion of the system revenues. $ 545,000
Less current portion 20,000
Long-term portion $ 525,000

Kentucky Rural Water Finance Corporation Series 2013 C maturing
January 2027, bearing annual interest of 2.30%-3.30%. The bonds are

secured by a pledge of a fixed portion of the system revenues. $ 1,155,000
Less current portion 85,000
Long-term portion $ 1,070,000

Kentucky Infastructure Authority assistance agreement due in semi-
annual payments of $3,321 (principal and interest). Interest is stated at
0.60% until maturity in December, 2027. The loan is secured by a

pledge of a fixed portion of the system revenues. $ 86,006
Less current portion 6,135
Long-term portion $ 79,871

Kentucky Rural Water Finance Corporation Series 2011 B due January
2031, bearing annual interest of 2.65-5.275% with monthly sinking fund
requirments consisting of monthly deposits in amounts sufficient to pay
interest and principal of the current bonds due on the next payment
date. The bonds are secured by a pledge of a fixed portion of the

system revenues. $ 775,000
Less current portion 30,000
Long-term portion $ 745,000

Rural Utility Service 2011 A due January, 2050, bearing annual interest
of 2.00%. The bonds are secured by a pledge of a fixed portion of the

system revenues. $ 271,000
Less current portion 5,000
Long-term portion $ 266,000
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 4 — Long-Term Debt, Continued

Principal and interest maturities of long-term debt are as follows:

2015
2016
2017
2018
2019
2020-2024
2025-2029
2030-2034
2035-2039
2040-2044
2045-2049
2050

Total

Principal Interest Total
$ 146,135 $ 108,742 $ 254877
156,172 104,306 260,478
156,209 99,478 255,687
166,246 93,661 259,907
139,284 87,328 226,612
852 157 352,949 1,205,106
742 470 167,503 909,973
324,333 49 237 373570
40,500 15,831 56,331
45 500 10,784 56,284
51,000 5,097 56,097
12,000 285 12,285
$ 2,832,006 $ 1,095201 $ 3927207

Long-term debt activity for the year ended June 30, 2014 is as follows:

June 30, 2013 Additions and Reductions June 30, 2014 within One Year
KIA 8 92,104 § - % 6,098 § 86,006 $ 6,135
KRWFC 2011 B 805,000 - 30,000 775,000 30,000
KRWFC 2013 C 1,250,000 - 95,000 1,155,000 85,000
KRWFC 2014 B - 545,000 - 545,000 20,000
RUS bond 275,500 - 4 500 271,000 5,000

$ 2422604 $ 545000 § 135598 § 2832006 $ 146,135

Note 5 — Pension Plan

The Authority has established a SIMPLE IRA plan for its employees. Under a SIMPLE IRA
plan, employees may choose to make salary reduction contributions and the employer makes
matching or non-elective contributions. All contributions under the plan are deposited into a
SIMPLE individual retirement account or annuity established for each eligible employee. The
SIMPLE IRA plan was established to cover all employees who are expected to receive at least
$5,000 in compensation for the calendar year. Employer contributions to the plan were
approximately $21,000, and employee contributions were approximately $25,000 for the year

ended June 30, 2014.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Notes to Financial Statements

Note 6 — Deferred Inflows/Deferred Outflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section
for deferred outflows of resources. This separate financial statement element, deferred outflows
of resources, represents a consumption of net position or fund balance that applies to a future
periods and thus, will not be recognized as an outflow of resources (expense/expenditure) until
then. Caveland Environmental Authority, Inc. has no items that qualify for reporting in this
category.

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element, deferred
inflows of resources, represents an acquisition of net position or fund balance that applies to a
future period and so will not be recognized as an inflow of resources (revenue) until that time.
Caveland Environmental Authority, Inc. has a single item, unamortized premiums on bonds
payable that qualify for reporting in this category.
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Schedule of Operations and Maintenance Expenses
For the Year Ended June 30, 2014

Depreciation 3 779,009
Labor 530,789
Utilities 152,589
Telephone 14,023
Repairs and maintenance 117,621
Employee benefits 141,829
Payroll taxes 58,620
Insurance 110,927
Vehicle expense 13,821
Equipment expenses 8,060
Employee training 27,501
Chemicals and supplies 881,295
Water purchased 333,904
Employee uniforms 6,860
Other 165,588
Total $ 3,342.436
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Caveland Sanitation Authority, Inc. dba Caveland Environmental Authority
Schedule of General and Administrative Expenses
For the Year Ended June 30, 2014

Office salaries $ 154,262
Employee benefits 46,311
Legal and accounting 57,985
Billing charges 19,253
Depreciation and amortization 13,386
Office expenses 10,127
Travel 27,189
Advertising 6,053
Telephone 4,447
Utilities 3,408
Repairs and maintenance 12,835
Total $ 355.256
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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 Directors
Caveland Environmental Authority, Inc.

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 Caveland Environmental Authority, Inc., as of and
for the year ended June 30, 2014, and the related notes to the financial statements, which
coliectively comprise Caveland Environmental Authority, Inc.'s basic financial statements, and
have issued our report thereon dated November 25, 2014,

Internal Control Over Financial Reporting

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

A deficiency in intemnal 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 may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Caveland Environmental Authority,
Inc.’s financial statements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,

Page 21

410 South Broadway » Glasgow, Kentucky 42141 = Office: 270.651.2163 Fax: 270.651.6677 = www.Cmr-cpa.com




noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit. and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Campbell] Myers & Kutlodpe, FLLC

Certified Public Accountants

Glasgow, Kentucky
November 25, 2014
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