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MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

Our discussion and analysis of the District’s financial performance provides an overview of the
District’s financial activities for the year ended December 31, 2010. The information is
presented in conjunction with the audited financial statements that follow this section.

FINANCIAL HIGHLIGHTS

In July of 2010, with the approval of the Public Service Commission, the District acquired the
rural water lines from the County of Boone, Kentucky . The effective date of the acquisition was
August 1, 2009. Fixed Assets were increased by $7,737,700 and related debt was recorded in
the amount of $5,167,470 as a result of this transaction.

USING THIS ANNUAL REPORT

The financial statements presented herein include all of the activities of the District as
prescribed in GASB Statements No. 34. The financial statements include a balance sheet,
statement of revenues, expenses and changes in net assets and statement of cash flows, notes
to the financial statements and supplemental schedules. These statements show the condition
of the District’s finances and the sources of income and the funds expended.

SUMMARY OF NET ASSETS

Table 1 provides a summary of the District’s Net Assets at December 31, 2010 and 2009.

Table 1
Net Assets
(Restated)
2010 2009

Current Assets $ 7,139,778 $ 5,824,765
Restricted Assets 2,396,521 2,385,937
Noncurrent Assets/Capital Assets 78,979,836 77,930,009
Total Assets 88,516,135 86,140,711
Current Liabilities 846,100 1,019,190
Liabilities from Restricted Assets 516,492 435,368
Long - Term Liabilities 6,921,052 7,663,822
Total Liabilities $ 8,283,644 $ 9,118,380

Net Assets:
Invested in Capital Assets, Net of Related Debt $71,527,108 $69,942,976
Restricted 2,323,183 2,355,603
Unrestricted 6,382,200 4,723,752
Total Net Assets $80,232,491 $77,022,331



The net assets are divided into three categories: 1) invested in capital assets, net of related
debt, 2) restricted and 3) unrestricted.

The majority of the net assets of the District are included in the first category which consist of
capital assets: land, buildings, transmission lines and equipment net of accumulated
depreciation. This classification accounts for 89% of the total net assets. Net assets increased
$5,722,049 from the prior years original figures.

The second category, restricted, represents resources that are subject to restrictions on how
they are to be expended.

The third category, unrestricted, may be used by the District to meet current obligations to
creditors.

SUMMARY OF CHANGES IN NET ASSETS

Revenues

Water revenues increased 17% from 2009 to 2010. The increase was a result of draught
conditions during the summer months of 2010 compared to abundant rain in 2009. Water
revenue also increased due to the acquisition of the rural water lines in 2009.

Operating & Maintenance Expenses

Operating and maintenance expenses increased 12% from 2009 to 2010. This is consistent
with the increase in water revenues.

Depreciation

Depreciation expense continues to increase each year. During 2009 the District added
$7,737,700 in depreciable assets as a result of the acquisition of the rural water lines. During
2010 the District added $3,089,033 in new line construction primarily funded by Grants.

Investment Income

Investment income decreased $53,944 from 2009 to 2010. This number reflects the decrease
in rates available at financial institutions.

Interest Expense

Interest expense increased from 2009 (Original) to 2010 in the amount of $157,440. The
additional interest relates to the Capitalized Lease with the Boone County Fiscal Court and the
assumption of the Kentucky Infrastructure Authority Notes Payable for the rural water lines.

Grants Approved

During 2009 the District received notice of approved grants from the Kentucky Infrastructure
Authority (KIA) totaling $3,205,000. These funds contributed to the construction costs of the
following extensions projects: Williams Road and Merrell Road ($1,000,000), KY 338/Big Bone
Church Road ($1,005,000) and KY 20 Ashby Fork to Petersburg ($1,200,000). During 2010 the
District received $3,121,504 from these Grant Projects.



The following schedule compares the revenues and expenses for the current year and the

previous year.

Changes in Net Assets

(Restated)
2010 2009

Operating Revenues:

Water Sales $11,942,421 $10,152,508
Forfeited Discounts 237,055 204,042
Other Water Revenues 121,195 79,449
Total Operating Revenues 12,300,671 10,435,999
Operating Expenses:

Water Purchased 7,271,199 6,103,579
Operating and Maintenance 3,207,029 2,864,693
Depreciation 2,061,303 1,931,260
Total Operating Expenses 12,539,531 10,899,532
Net Operating Income (Loss) (238,860) (463,533)
Non-Operating Income(Expenses):

Investment Income 73,321 127,265
Gain on Disposition of Assets 9,322 9,351
Interest on Long-Term Debt (285,243) (199,134)
Amortization of Debt Expenses (13,798) (13,798)
Net Non-Operating Income(Expenses) (216,398) (76,316)
Net Loss (455,258) (539,849)
Capital Contributions 3,665,418 3,197,585
Change in Net Assets 3,210,160 2,657,736
Net Assets — Beginning 77,022,331 74,364,595
Net Assets — Ending $80,232,491 $77,022,331

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At December 31, 2010, the District had $78,891,314 invested in capital assets including land,
buildings, water treatment, transmission and distribution system, equipment, and vehicles, as
reflected in the following schedule. This represents a net increase (additions less retirements
and depreciation) of $1,059,516.



Table 3 Summarizes the District’s capital assets at the end of 2010 as compared to 2009.

Table 3
Capital Assets at Year End
(Net of Depreciation)

(Restated)
2010 2009
Land $ 256,633 $ 256,633
Construction in Progress 133,250 661,727
Transportation Lines 97,183,603 93,698,768
Furniture and Fixtures 140,654 139,413
Machinery & Equipment 1,176,576 1,105,621
Buildings 1,816,967 1,801,967
Subtotal 100,707,683 97,664,129
Accumulated Depreciation (21,816,369) (19,832,331)
Total Capital Assets $ 78,891,314 $ 77,831,798

Debt Outstanding

Table 4 illustrates the District’s outstanding debt at the end of 2010 and 2009 (Restated).

Table 4
Outstanding Debt at Year End
(Restated)
2010 2009
Bonds Payable $ 2,730,000 $ 2,955,000
Capitalized Lease 2,363,956 2,608,730
Notes Payable-KIA 2,306,534 2,365,482
Total Debt $ 7,400,490 $ 7929212

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The District’s budget for 2011 reflects an increase in revenues of 5% and a corresponding
increase in water costs. The water revenue is strictly an estimate since consumption is directly
related to weather conditions which are unpredictable. Overhead expenses are not budgeted to

increase during 2011.

FINANCIAL CONTACT

This District’s financial statements are designed to present users (citizens, customers, investors
and creditors) with a general overview of the District’s finances and to demonstrate the District’s
accountability. If you have questions about the report or need additional information, contact

the District Administrative Office at 2475 Burlington Pike, Burlington, KY 41005.

Phillip Trzop, General Manager
Boone County Water District



BOONE COUNTY WATER DISTRICT
BALANCE SHEETS
December 31, 2010 and 2009

ASSETS
Current Assets
Cash and cash equivalents
Certificates of deposit
Accounts receivable
Customers, net of allowance
Others
Assessments receivable
Inventories
Prepaids
Accrued interest income
Current portion of deferred charges
Total Current Assets

Restricted Assets
Debt service account
Debt service reserve account
Renewal and replacement account
Total Restricted Assets

Noncurrent Assets
Miscellaneous deferred charges

Capital Assets

Land, building, transmission system, equipment, and vehicles

Construction in progress
Total utility plant in service
Less accumulated depreciation
Total Capital Assets, Net

TOTAL ASSETS

LIABILITIES

Current Liabilities
Accounts payable
Accrued payroll and taxes
Customer deposits

Total Current Liabilities

Current Liabilities Payable From Restricted Assets
Bonds payable
Note payable - Boone County Fiscal Court/KRW
Accrued interest payable

Total Current Liabilities Payable From Restricted Assets

Long-Term Obligations
Bonds
Capital lease - KRW
KIA loan payable - KRW
Total Long-Term Obligations

TOTAL LIABILITIES

NET ASSETS

Invested in capital assets, net of related debt
Restricted

Unrestricted

TOTAL NET ASSETS

The accompanying notes are an integral part of the financial statements.

(Restated)
2010 2009

$ 3,504,793 $ 2,812,572
1,206,309 950,817
1,823,417 1,562,608
161,724 32,893
245,644 289,858
151,558 128,574
34,995 34,329
1,647 3,423
9,691 9,691
7,139,778 5,824,765
109,208 100,577
537,313 535,360
1,750,000 1,750,000
2,396,521 2,385,937
88,522 98,211
100,574,433 97,002,402
133,250 661,727
100,707,683 97,664,129
(21,816,369) (19,832,331)
78,891,314 77,831,798
88,516,135 86,140,711
596,241 805,577
95,474 89,008
154,385 124,605
846,100 1,019,190
443,154 225,000
- 180,034
73,338 30,334
516,492 435,368
2,458,717 2,689,610
2,216,353 2,608,730
2,245,982 2,365,482
6,921,052 7,663,822
8,283,644 9,118,380
71,527,108 69,942,976
2,323,183 2,355,603
6,382,200 4,723,752
$ 80,232,491 $ 77,022,331




BOONE COUNTY WATER DISTRICT

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

For the Years Ended December 31, 2010 and 2009

OPERATING REVENUES

Water revenue
Forfeited discounts
Other water revenues

TOTAL OPERATING REVENUES

OPERATING EXPENSES

Water purchased
Operation and maintenance expense
Depreciation

TOTAL OPERATING EXPENSES
OPERATING LOSS

NON-OPERATING INCOME (EXPENSE)
Investment income
Gain on sale of assets
Interest on long-term obligations
Amortization of bond discounts and expenses

NET NON-OPERATING LOSS
NET LOSS

CAPITAL CONTRIBUTIONS
CHANGE IN NET ASSETS
NET ASSETS, JANUARY 1
NET ASSETS, DECEMBER 31

The accompanying notes are an integral part of the financial statements.

(Restated)
2010 2009
$ 11,942,421 $ 10,152,508
237,055 204,042
121,195 79,449
12,300,671 10,435,999
7,271,199 6,103,579
3,207,029 2,864,693
2,061,303 1,931,260
12,539,531 10,899,532
(238,860) (463,533)
73,321 127,265
9,322 9,351
(285,243) (199,134)
(13,798) (13,798)
(216,398) (76,316)
(455,258) (539,849)
3,665,418 3,197,585
3,210,160 2,657,736
77,022,331 74,364,595
$ 80,232,491 $ 77,022,331




BOONE COUNTY WATER DISTRICT
STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2010 and 2009

CASH FLOWS FROM OPERATING ACTIVITIES
Received from customers
Paid to suppliers for goods and services
Paid to or on behalf of employees for services

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest on investments

NET CASH PROVIDED BY INVESTING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIV ITIES
Principal paid on long-term debt
Purchased certificates of deposit
Interest paid on long-term debt
Acquisition and construction of fixed assets
Proceeds on sale of assets
Note payable - Boone County Fiscal Court
Contributed capital received
(Increase)/decrease in restricted funds

Debt service account
Debt service reserve account
Renewal and replacement account

NET CASH USED BY CAPITAL AND RELATED FINANCING ACTI VITIES
INCREASE 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 PRQOV IDED
BY OPERATING ACTIVITIES

Operating income (loss)
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation
Change in operating assets and liabilities
Decrease (Increase) in receivables
Decrease (Increase) in inventories
Decrease (Increase) in prepaid assets
Increase (Decrease) in accounts payable
Increase (Decrease) in accrued payroll and taxes
Increase (Decrease) in customer deposits

NET CASH PROVIDED BY OPERATING ACTIVITIES

Non-Cash Capital and Related Financing Activities:
Capital assets (transmission mains, hydrants, etc.) contributed to the District

Supplemental Information
Interest paid

The accompanying notes are an integral part of the financial statements.

(Restated)

2010 2009
$ 11,955,245 $ 10,497,437
(9,697,015) (7,733,293)
(977,953) (974,853)
1,280,277 1,789,291
75,097 126,985
75,097 126,985
(524,616) (220,893)
(255,492) (6,309)
(242,239) (201,425)
(3,059,093) (1,131,474)
9,322 16,598
(180,034) 180,034
3,599,583 202,555
(8,631) 5,886
(1,953) (8,437)
- (34,165)
(663,153) (1,197,630)
692,221 718,646
2,812,572 2,093,926
$ 3,504,793 $ 2,812,572
$ (238,860) $ (463,533)
2,061,303 1,931,260
(345,426) 61,438
(22,984) 31,753
(666) 1,848
(209,336) 246,572
6,466 (17,811)
29,780 (2,236)
$ 1,280,277 $ 1,789,291
$ 74,000 $ 2,995,030
$  (242,239) $  (201,425)




BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1 — GENERAL INFORMATION AND SIGNIFICANT ACCOUN TING POLICIES

The Boone County Water District (District) is a water utility, which provides service to residential
and commercial customers in Boone County, Kentucky. The District was created by the Boone
County Court under the provisions of chapter 74 of the Kentucky Revised Statutes ("*KRS”).

Regulatory Requirements
The District is subject to the regulatory authority of the Kentucky Public Service Commission
(“PSC”) pursuant to KRS 278.040.

Basis of Accounting

The District’s financial statements are presented on the full accrual basis in accordance with
accounting principles generally accepted in the United States of America. The District applies alll
relevant Governmental Accounting Standards Board (GASB) pronouncements and applicable
Financial Accounting Standards Board (FASB) pronouncements, and Accounting Principles Board
(APB) Opinions issued on or before November 30, 1989, unless they conflict with GASB
pronouncements.

The District has adopted GASB Statements 33 through 50, and related interpretations issued
through December 31, 2010. Statement No. 33 required capital contributions to be recorded in the
statement of revenues, expenses and changes in net assets. Statement 34 and subsequent
statements and interpretations required certain other changes in terminology, format and content,
as well as inclusion of the management’s discussion and analysis as required supplementary
information.

All activities of the District are accounted for within a single proprietary (enterprise) reporting entity.
Proprietary entities are used to account for operations that are (a) financed and operated in a
manner similar to private business enterprises where the intent of the governing body is that the
cost (expense, including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges; or (b) where the
governing body has decided that periodic determination of revenues earned, expenses incurred,
and/or net income is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

The accounting and financial reporting treatment applied to the District is determined by its
measurement focus. The transactions of the District are accounted for on a flow of economic
resources measurement focus. With this measurement focus, all assets and all liabilities
associated with the operations are included on the balance sheet. Net assets (i.e., total assets net
of total liabilities) are segregated into “invested in capital assets, net of related liabilities”;
“restricted”; and “unrestricted” components.

Assessments Receivable
Assessments that the District has levied on property owners for the extension of water service to
their property are recorded as a receivable at the time of the final public hearing.
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BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

Allowance for Bad Debts
The District maintained an allowance for bad debts of $28,000 in both 2010 and 2009.

Cash Equivalents
For purposes of the statement of cash flows, the District considers all unrestricted highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

Budgets
In accordance with Kentucky Revised Statute 65.065, the District is required to submit a balanced

budget to the Boone County Fiscal Court prior to December 1. The budget includes proposed
expenditures and the means of financing them for the upcoming year. Annual budgets are adopted
on a basis consistent with generally accepted accounting principles for all governmental funds.
Expenditures may not legally exceed budgeted appropriations at the fund level. All appropriations
lapse at fiscal year end.

Inventories
Inventories are stated at the lower of cost or market value. Cost is determined under the First-In,
First-Out (FIFO) method. Market is determined on the basis of estimated realizable market values.

Distribution System, Building, and Equipment

Property, plant, transmission lines and equipment are recorded at cost and depreciated over their
estimated useful lives using the straight line method. Upon sale or retirement, the cost and related
accumulated depreciation are removed from the respective accounts and the resulting gain or loss
is included in the “Non-Operating Income (Expense)” portion of results of operations.

Construction in Progress

Capitalizable costs incurred on projects which are not in use or ready for use at year end are held
as “Construction in Progress”. ~ When the related asset is ready for use, related costs are
transferred to the related asset account.

Miscellaneous Deferred Charges

The costs of issuance of the District’'s Series 2001 and 2004 Revenue Bonds, as well as the
$55,000 discount on the 2001 Series Bonds are recorded as deferred charges and are being
amortized over the life of the bond issues. The defeased bond loss associated with the 1993 Bonds
is being amortized over fifteen years.

Capital Contributions

In conformity with the provisions of Governmental Accounting Standards Board Statement No. 33 —
Accounting and Financial Reporting for Non-Exchange Transactions, amounts related to customer
contributions in aid of construction have been reported as other income in the District's income
statement. These contributions represent customer tap-in fees and assessments charged to
recover the costs of extensions of the distribution system. The District also includes estimated cost
figures for those lines contributed by outside contractors. These amounts have been reduced by
rebates paid to the contractor for 50 feet of line each time that a new customer taps into the
contributed line.

11




BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

Income Tax Status
The District is exempt from federal and state income taxes since it is a governmental entity.
Accordingly, the financial statements include no provision for income taxes.

Use of Estimates

The process of preparing financial statements in conformity with generally accepted accounting
principles requires the use of estimates and assumptions regarding certain types of assets,
liabilities, revenues and expenses. Such estimates primarily relate to unsettled transactions and
events as of the date of the financial statements. Accordingly, upon settlement, actual results may
differ from estimated amounts.

Operating Revenues and Non-Operating Revenues

Revenues have been classified as operating and non-operating. Operating revenues are those
revenues that are directly generated from the sale of water to customers. Non-operating revenues
are those revenues that arise from the overall function of the entity. Examples of non-operating
revenues are grant revenues, sale of fixed assets and interest income.

NOTE 2 — DEPOSITS AND INVESTMENTS

Deposits consist of checking and savings accounts. They are carried at cost, which approximates
market value. The carrying amount of deposits is separately displayed on the balance sheet as
“Cash and Cash Equivalents” and “Restricted Assets”. At December 31, 2010 and 2009, the bank
balances were $3,504,793 and $2,812,572, respectively, which were the same as the carrying
amount.

The District's General Bond Resolution dated October 13, 1992 permits investment of monies in
each fund, consistent with the contemplated use of such monies, in investment obligations defined
as follows:

a) Direct obligations of or obligations guaranteed by the United States of America;

b) Obligations issued by any of the following agencies: Federal Home Loan Bank System;
Export-Import Banks; Government National Mortgage Association; Farmers Home
Administration; Federal National Mortgage Association to the extent that such obligations
are guaranteed by the Government National Mortgage Association; and any other Federal
Agency to the extent that such obligations are backed by the full faith and credit of the
United States (other than provided in (a) hereof);

c) Public housing bonds issued by public housing authorities and fully secured as to the
payment of both principal and interest by a pledge of annual contributions under an annual
contributions contract or contracts with the United States of America; or project notes issued
by public housing authorities, fully secured as to the payment of both principal and interest
by a requisition or payment agreement with the United States of America;

12




BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

d) U.S. Dollar denominated deposit accounts fully insured to the holder (up to the $250,000
maximum coverage) by the Federal Deposit Insurance Corporation in commercial banks,
and to the extent not so insured (amounts in excess of $250,000 maximum coverage),
collateralized by obligations described in (a) or (b) above, having at all times a quoted
market value at least equal to such uninsured amount plus accrued and undisbursed
interest;

e) General obligations to the Commonwealth of Kentucky;

f) A pool or fund made up entirely of U.S. Government obligations or obligations guaranteed
both as to principal and interest by the U.S. Government ; or

g) Repurchase agreements for U.S. Government Obligations, secured in the same manner as
is provided in (d) above for other deposits.

Effective January 1, 1998, investments are reported at fair value which is determined using the
selected basis. Short term investments are reported at cost, which approximates fair value.
Securities traded on a national or international exchange are valued at the last reported sales price
at current exchange rates. Investments that do not have an established market are reported at
estimated fair market value.

Investment obligations are deemed to be part of the fund or account for which they were purchased.
Income, interest, gains and losses on an investment obligation are credited or charged to the fund
or account for which such an investment obligation was purchased. In the case of the Debt Service
Reserve, as long as the aggregate debt service reserve requirement is being maintained, excess
income from that fund is to be transferred to the Water Reserve Fund.

The District’s investments are categorized to give an indication of the level of risk assumed by the
District at December 31, 2010. The categories are described as follows:

Category 1 - Insured and registered, with securities held by the entity or its agent in the entity’s
name.

Category 2 - Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the entity’s name.

Category 3 - Uninsured and unregistered, with securities held by the counterparty, or its trust
department or agent but not in the entity’s name.

Category 1 Category 2 Category 3 Total
Deposits $ 6,570,310 $ - $ - $ 6,570,310
Investments - - 537,313 537,313
Total $ 6,570,310 $ - $ 537,313 $ 7,107,623

13




BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

In accordance with GASB 40, the District has $537,313 in bond sinking funds held in investments in
federally backed US Treasury Obligations rated AAA/Aaa. The market risk on these investments is
negligible.

NOTE 3 — RESTRICTED NET ASSETS

Net assets comprise the various net earnings from operating and non-operating revenues,
expenses and contributions of capital. Net assets are classified in the following three components:
invested in capital assets, net of related debt; restricted; and unrestricted net assets. Invested in
capital assets, net of related debt consists of all capital assets net of accumulated depreciation and
reduced by outstanding debts, that is attributable to the acquisition, construction and improvement
of those assets. Restricted net assets consists of net assets for which constraints are placed
thereon by external parties, such as lenders, grantors, contributors, laws, regulations and enabling
legislation, including self-imposed legal mandates. Unrestricted net assets consist of all other net
assets not included in the above categories.

Included in restricted net assets at December 31,

2010 2009
Debt Service Account $ 109,208 $ 100,577
Debt Service Reserve Account 537,313 535,360
Renewal and Replacement Account 1,750,000 1,750,000

Total Restricted Assets $ 2,396,521 $ 2,385,937

NOTE 4 — UTILITY PLANT IN SERVICE

All property, plant and equipment including infrastructure assets are recorded at cost and
depreciated over their estimated useful lives, using the straight-line method as detailed in Note 1.
Repair and maintenance charges, which do not increase the useful lives of the assets, are charged
to income as incurred. Interest incurred on construction funding during the period of construction is
capitalized and is added to the item under construction rather than charged to expense as incurred.

14




BOONE COUNTY WATER DISTRICT

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

Balance at Balance at

December 31, December 31,
Asset Type 2009 Additions Retirements 2010

Land $ 256,633 - $ - $ 256,633
Transmission lines 91,815,080 3,484,835 - 95,299,915
Automated meter system 1,663,110 - - 1,663,110
Buildings 1,801,967 15,000 - 1,816,967
Machinery and equipment 1,105,621 148,220 (77,265) 1,176,576
Furniture and fixtures 139,413 1,241 - 140,654
Rate study 220,578 - - 220,578
Construction in progress 661,727 2,605,555 (3,134,032) 133,250
Subtotal 97,664,129 6,254,851 (3,211,297) 100,707,683
Accumulated depreciation (19,832,331) (2,061,303) 77,265 (21,816,369)
Fixed Assets, net $ 77,831,798 $ 4,193,548 $ (3,134,032) $ 78,891,314

NOTE 5 — BONDED INDEBTEDNESS

Water Revenue Bonds, Series 2001

In October of 2001, the District sold $2,750,000 of revenue bonds for the purpose of providing funds
to pay and discharge a bond anticipation note belonging to the District, to fund a debt service
reserve and to pay costs of issuance of bonds. The bond anticipation note was originally issued in
the amount of $2,500,000 to finance the costs of major water system facilities consisting of a
waterline extension, an administrative building, and an automated meter reading system. All bonds
are issued in denominations of $5,000, are numbered and mature on October 1% of each year
beginning in 2003 and ending in 2021. Interest is payable on April 1% and October 1% of each year.
The Series 2001 bonds, dated September 15, 2001 are scheduled to mature as follows:

Interest Principal Interest Total

Year Rates Amount Amount Debt Service
2011 4.00% $ 130,000 $ 79,787 $ 209,787
2012 4.00% 135,000 74,587 209,587
2013 4.10% 140,000 69,188 209,188
2014 4.25% 145,000 63,448 208,448
2015 4.40% 155,000 57,285 212,285
2016-2021 4.50%-4.75% 1,080,000 184,419 1,264,419
Totals $ 1,785,000 $ 528,714 $ 2,313,714

Revenue Refunding Bonds, Series 2004

In November 2004, the District sold $1,975,000 of revenue bonds in order to redeem the Water
System Refunding and Revenue Bonds, 1993 Series A. The bonds mature on or after October 1,

15



BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

2018 at a redemption price of 100%. Interest is payable April 1* and October 1% of each year.
Maturing bond principal is due October 1% of each year. The Refunding Revenue Bonds, Series
2004, are scheduled to mature as follows:

Interest Principal Interest Total

Year Rates Amount Amount Debt Service
2011 3.10% $ 105,000 $ 33,672 $ 138,672
2012 3.375% 110,000 30,418 140,418
2013 3.400% 115,000 26,705 141,705
2014 3.500% 115,000 22,796 137,796
2015 3.600% 120,000 18,770 138,770
2016-2018 3.70%-3.90% 380,000 29,529 409,529
Totals $ 945,000 $ 161,890 $ 1,106,890

Capital Lease — Boone County Fiscal Court

The District established a capital lease related to its acquisition of Rural Water lines from the Boone
County Fiscal Court, effective during the year ended 2009. This capital lease carries an interest
rate of 2.00%, and expires on August 1, 2037. Remaining debt service requirements on this capital
lease are as follows:

Interest Principal Interest Total

Year Rates Amount Amount Debt Service
2011 2.00% $ 147,603 $ 93,097 $ 240,700
2012 2.00% 48,203 88,177 136,380
2013 2.00% 50,151 86,229 141,705
2014 2.00% 52,177 84,203 137,796
2015 2.00% 54,285 82,095 136,380
2016-2037 2.00% 2,011,537 1,056,443 3,067,980
Totals $ 2,363,956 $ 1,490,244 $ 3,854,200

Note Payable — Kentucky Infrastructure Authority

The District established a note payable related to its acquisition of Rural Water lines from the Boone
County Fiscal Court, effective during the year ended 2009. This note payable carries an interest
rate of 2.70% and matures on June 1, 2037.
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Remaining debt service requirements on this note payable are as follows:

Interest Principal Interest Total

Year Rates Amount Amount Debt Service
2011 2.70% $ 60,551 $ 61,870 $ 122,421
2012 2.70% 62,196 60,225 122,421
2013 2.70% 63,887 58,534 141,705
2014 2.70% 65,624 56,798 137,796
2015 2.70% 67,408 55,014 122,422
2016-2037 2.70% 1,986,868 665,185 2,652,053
Totals $ 2,306,534 $ 957,626 $ 3,264,160

Defeased District Revenue Bonds

The District has irrevocably placed $1,426,101 from the 1993 Series A Bond proceeds in trust to be
used solely for satisfying scheduled payments of both interest and principal of the prior bond issue
of 1967. This defeasance was completed in 2007.

In November 2004, the District irrevocably placed $1,924,562 from the 2004 Series Bond proceeds
in trust to be used solely for satisfying scheduled payments of both principal and interest of the
1993 Series A Bonds.

These defeased revenue bonds outstanding at December 31, 2010 are as follows:

1993 1967 Principal

Year Series A Issue Total
2011 $ 100,000 $ - $ 100,000
2012 105,000 - 105,000
2013 115,000 - 115,000
2014 115,000 - 115,000
2015 120,000 - 120,000
2016-2018 400,000 - 400,000
$ 955,000 $ - $ 955,000

These revenue bonds are considered extinguished and do not appear as liabilities on the
accompanying balance sheets as of December 31, 2010 and 2009. The balance of losses incurred
on defeasement was $36,284 in 2010 and $40,390 in 2009. This loss is being amortized over
fifteen years.

17




BOONE COUNTY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 6 — EMPLOYEE RETIREMENT SYSTEM

County Employees Retirement System

Employees who work an average of 100 hours per month participate in the County Employees
Retirement System (CERS) of Kentucky. It is a cost sharing multiple-employer defined benefit
pension plan created by and operated under Kentucky law. CERS covers substantially all regular
full-time employees of each county and school board, and any additional local agencies electing to
participate in the system. The plan provides for retirement, disability and death benefits to plan
members. Retirement benefits may be extended to beneficiaries of plan members under certain
circumstances. Cost-of-living adjustments are provided at the discretion of the state legislature.

For the years ended December 31, 2010 and 2009 plan members were required to contribute 5% of
their annual creditable compensation.

Employer contribution rates are actuarially determined. Such contribution rates are determined by
the Board of Trustees of the Kentucky Retirement System. They may amend contribution rates as
of the first day of July, if it is determined necessary to satisfy requirements determined in
accordance with actuarial basis adopted by the Board. From January 2010 until July 2010 the
employer contribution rates were 16.16%. From July 2010 until December 2010, the employer
contribution rates were 16.93%. From January 2009 until July 2009 the employer contribution rates
were 13.50%. From July 2009 until December 2009, the employer contribution rates were 16.16%.

The District has made 100% of all required contributions for each of the years ended December 31,
2010, 2009, 2008, 2007, and 2006.

Information about the contributions made by the District and the employees, as well as gross payroll
and covered payroll for the past five years follows:

2010 2009 2008 2007 2006
Gross Payroll-All Employees $ 1,053,013 $ 1,049,417 $ 1,050,422 $ 1,030,643 $ 1,098,416
Gross Payroll-Covered Employees 1,003,329 1,003,540 1,002,967 1,002,837 1,047,574
Employee Contribution 50,166 51,125 50,150 53,620 54,885
Employer Contribution (expense) 168,206 146,918 149,106 154,808 126,721

Kentucky Public Employees Deferred Compensation Authority

During 1999, the District approved employee participation in a deferred compensation plan
administered by the Kentucky Public Employees’ Deferred Compensation Authority (Authority). The
Authority is authorized under KRS 18A.230-18A.275 to provide administration of tax sheltered
supplemental retirement plans for all state, public school, and university employees and employees
of local political subdivisions that have elected to participate. The District has elected to participate
in Plan Il, authorized under Section 401(k) of the United States Internal Revenue Code. The plan is
funded 100% by payroll deductions from those employees who have elected to participate. The
District makes the payroll deduction and then forwards the funds to the Authority.
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NOTE 7 — RELATED PARTY TRANSACTIONS

The District purchases water from the joint Boone-Florence Water Commission (Commission). Two
of the District's board members also serve as commissioners on the Boone-Florence Water
Commission. The Commission is the District's sole source of wholesale water. The Commission
was created in a joint venture with the City of Florence, Kentucky to purchase water from the City of
Cincinnati, Ohio.  During 2010 and 2009, the District purchased $7,271,199 and $6,103,579,
respectively. During 2010 and 2009, the District leased office space to the Commission at a cost of
$6,000 per year. The District also provided maintenance services to the Water Commission lines
and towers, and was reimbursed $29,220 and $11,750 for those services during 2010 and 2009,
respectively.

NOTE 8 — ECONOMIC DEPENDENCY/CREDIT RISK

Boone County Water District is a government agency operating with one office in Burlington,
Kentucky. It grants credit to customers who are primarily local residents and businesses. The
District receives all of its operating revenues from customers in Boone County, Kentucky.

NOTE 9 — RESTATEMENT OF PRIOR YEAR FINANCIAL STATEM ENTS

The District acquired Rural Water lines, and related debt, from the Boone County Fiscal Court. The
Rural Water Purchase and Lease Agreement between the District and the Boone County Fiscal
Court was signed on June 22, 2010, but the agreement was in effect as of August 1, 2009.
Therefore, the District is recognizing both the addition of assets and incurred debt associated with
the assets during the year ended December 31, 2009. Related account balances have been
adjusted for 2009, and the changes are reflected in these financial statements for that year. The
addition of Rural Water transmission lines resulted in a $7,737,700 increase in the District's assets,
while the debt related to these assets increased the District’s liabilities by $5,167,470. The District’s
net loss for 2009 increased from $481,508 to $539,849 as a result of this restatement.

19










