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Hart & Gersbach, Inc., CPA s
3377 Conpton Road, Suite 110 - Cincinnati, Ohio 45251

The Board of Trustees
Sout hwest Regi onal Water District

| NDEPENDENT AUDI TORS' REPORT

We have audited the financial statenents of the Southwest Regional Water District
as of and for the years ended Decenmber 31, 2001 and 2000, as listed in the table of
contents. These financial statements are the responsibility of the District's
managenent. Qur responsibility is to express an opinion on these financial
statenments based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of Anmerica and the standards applicable to financial audits
contai ned in Government Auditing standards issued by the Conptroller General of the

United States. Those standards require that we plan and perform the audit to
obtain reasonabl e assurance about whether the financial statenents are free of
material m sstatenent. An audit includes examning, on a test basis, evidence

supporting the anmounts and disclosures in the financial statenents. An audit also
i ncl udes assessing the accounting principles used and significant estimates made by
managenent, as well as evaluating the overall financial statement presentation. W
believe that our audits provide a reasonabl e basis for our opinion

In our opinion, the financial statenents referred to above present fairly, in all
material respects, the financial position of Southwest Regional Water District as
of December 31, 2001 and 2000, and the results of its operations and the cash flows
for the years then ended in conformty wth accounting principles generally
accepted in the United States of Anerica.

In accordance with CGovernnment Auditing Standards, we have also issued a report
dated February 23, 2002 on our consideration of the Southwest Regional Wter
District's internal control over financial reporting and our tests of its
conpliance with certain provisions of |aws, regulations, contracts and grants.
That report is an integral part of an audit perforned in accordance w th Government
Auditing Standards and should be read in conjunction wth this report in
considering the results of our audit.

Hart & Ger sbach

February 23, 2002



SOUTHWEST REGQ ONAL WATER DI STRI CT
Bal ance Sheets
December 31, 2001 and 2000

2001 2000
Current assets
Cash and cash equi valents
(Note 1) $ 1,245,825 2,117, 226
Accounts recei vabl e, net of
al | onance for doubtful
recei vables of $30,475 in 2001

and $25,318 in 2000 (Note 1) 775, 802 778, 228
Accrued interest receivabl e 1, 307 8, 262
I nventories (Note 1) 356, 820 289, 172
Prepai d expenses (Note 1) 31, 752 21, 363

Total current assets 2,411, 506 3,214, 251
Speci al assessnent receivabl e
Noncur r ent 5, 338, 231 5, 617, 545
Restricted assets
Cash - debt reserve 2,511, 828 2,422, 828
Cash - construction 51, 844 25, 568
Total restricted assets 2,563,672 2,448, 396

Property, plant and
equi prent - at cost

(Note 1)
In service:
Water, production, treatnent,
and di stribution systens 42,456, 191 43, 107, 702
Land, buil di ng, and equi pnent 3, 655, 697 4,022, 487
Total in service 46, 111, 888 47,130, 189
Less accumul at ed depreci ation (10, 368, 248) (10, 448, 305)
Net in service 35, 743, 640 36, 681, 884
Construction work in progress 1, 855, 959 204, 420
Total property, plant and
equi prrent 37, 599, 599 36, 886, 304
O her assets
Deferred charges (Note 1) 429, 815 583, 668
Total assets $ 48,342,823 48, 750, 164
2

The acconpanyi ng notes are an integral part of the financial statenents.



SOUTHWEST REG ONAL WATER DI STRI CT
Bal ance Sheets

December 31, 2001 and 2000

2001 2000
Current liabilities
Current maturities of long-term
obligations (Note 3) $ 928, 006 888, 471
Short term bond anticipation (Note 2) 675, 000 -
Accounts payabl e 82, 226 70, 419
Accrued liabilities 66, 734 82, 348
Tenants' deposits 35, 959 36, 169
Accrued interest 261, 383 272,439
Total current liabilities 2, 049, 308 1, 349, 846
Deferred credit
Cust oner advances for
construction 193, 544 165, 044
Long-termliabilities
Long-term obli gati ons, | ess
current maturities (Note 3) 25, 245, 155 26,173,479
Total liabilities 27,488, 007 27,688, 369
Equi ty
Paid in capital 116, 394 116, 394
Contributions in aid of
construction (Note 1) 10, 814, 555 10, 799, 176
Ret ai ned earnings (Notes 1 & 4)
Restricted 1, 090, 519 1, 064, 018
Unrestricted 8, 833, 348 9, 082, 207
Total retained earnings 9, 923, 867 10, 146, 225
Total equity 20, 854, 816 21, 061, 795
Total liabilities and equity $48, 342, 823 48, 750, 164

3
The acconpanyi ng notes are an integral part of the financial statenents.



SOUTHWEST REG ONAL WATER DI STRI CT

St atements of Revenues and Expenses

For the years ended Decenber 31, 2001 and 2000

Oper ati ng revenues

Metered water sales to
custonmers (Note 1)

O her operating revenue:
Sal es of new taps
Penal ti es
M scel | aneous

Total operating revenues

Oper ati ng expenses
Oper ati ons

Mai nt enance
Depreci ati on

Total operating expenses

Excess of operating revenues
over expenses

Non- oper ati ng revenue(expense)

I nterest incone

I nt erest expense, net of
capitalized interest of
$0 in 2001 and $ 88, 317
in 2000.

Total non-operating
revenue( expense)

Excess(Deficit) of revenues
over expenses

The acconpanyi ng notes are an integra

2001 2000
$ 5,014,038 4,998, 109
674,743 667, 778
122, 064 129, 361
38, 026 10, 401 _
5, 848, 871 5, 805, 649
3,002, 106 2, 854, 170
694, 544 639, 233
1,239, 419 1,172, 333
4,936, 069 4, 665, 736
912, 802 1,139, 913
198, 248 489, 734
(1, 333, 408) (1,471, 660)
(1, 135, 160) (981, 926)
$ (222,358) 157, 987

4
part of the financial

st at enent s.



SOUTHWEST REG ONAL WATER DI STRI CT

Statements of Retained Earnings

For the years ended Decenber 31, 2001 and 2000

Restricted (Note 4)

Bal ance at

Transfer fromunrestricted earni ngs

begi nni ng of year

Unrestricted

Bal ance at

begi nni ng of year

Appropriation to restricted
retai ned earni ngs

Excess(deficit) of revenues
over expenses

Bal ance at

Ret ai ned earnings at end of year

The acconpanyi ng notes are an integra

end of year

2001

1, 064, 018
26, 501

1, 090, 519

2000

1, 043, 959
20, 059

9, 082, 207

1, 064, 018

(26, 501)

(222, 358)

8,944, 279

8, 833, 348

(20, 059)

157, 987

9, 923, 867

9, 082, 207

10, 146, 225

5

part of the financial

st at enent s.



SOUTHWEST REG ONAL WATER DI STRI CT

St at enents of Cash Fl ows

For the years ended Decenber 31, 2001 and 2000

Cash flows fromoperating activities:
Qperating I ncone

Adj ustments to reconcile net operating

i ncone to net cash provided
by operating activities:
Depr eci ati on

Anortization

Changes in operating assets and liabilities:

Accounts recei vabl e

Accrued interest receivable
I nventories

Prepai d expenses

Accounts payabl e

Accrued liabilities
Tenants' deposits
Accrued i nterest
Cust oner advances

payabl e

Net cash provi ded by operating activities

Cash flows frominvesting activities:
Pur chase/ construction of property,
pl ant, equi pnent

(I ncrease) decrease in construction in

pr ogr ess
(I ncrease) decrease i n speci al
accounts recei vabl e non-current

assessnent

I ncrease(decrease) in contributions in

aid of construction
I nterest incone
I nterest expense

Net cash (used) by investing activities

Cash flows fromcapital and rel ated

financing activities:

Proceeds from borrow ngs

Payments on borrow ngs

Cash - restricted -
Net cash provi ded(used) by capital

related financing activities

The acconpanyi ng notes are an integra

(i ncrease) decr ease

2001 2000
$ 912, 802 1, 139, 913
1, 239, 419 1,172, 333
153, 853 153, 853
2,426 (56, 088)
6, 955 716
(67, 648) 29, 453
(10, 389) 5, 603
11, 807 (40, 247)
(15, 614) 7,183
(210) 303
(11, 056) (34, 866)
28, 500 (5, 326)
2, 250, 845 2,372,830
(301, 175) (9,022, 032)
(1,651, 539) 7,638, 667
279, 314 (387, 000)
15, 379 1, 231, 938
198, 248 489, 734
(1,333, 408) (1,471, 660)
(2,793, 181) (1,520, 353)
675, 000 610, 000
(888, 789) (1,229, 655)
(115, 276) 692, 335

and
(329, 065) 72,680
6

part of the financial

st at enent s.



SOUTHWEST REG ONAL WATER DI STRI CT
Statements of Cash Flows (Continued)

For the years ended Decenber 31, 2001 and 2000

2001 2000
Net increase(decrease) in cash (871, 401) 925, 157
Cash and cash equi valents - begi nning of year 2,117, 226 1, 192, 069
Cash and cash equivalents - end of year $ 1, 245, 825 2,117, 226
Suppl ement al di scl osure of cash fl ows:
Cash paid during the period for:
Interest on borrowed noney $ 1, 344, 464 1, 506, 526

7
The acconpanyi ng notes are an integral part of the financial statenents.



SOUTHWEST REG ONAL WATER DI STRI CT

St at ements of Earni ngs
Budget and Act ual
For the year ended Decenber 31, 2001
(Prior year presented for comparative purposes only)

Vari ance
Favor abl e Act ua
Budget Act ual (Unf avor abl e) 2000
Qper ati ng revenues
Metered water sales to
custoners (Note 1j) $ 5, 250, 000 5, 014, 038 (235, 962) 4,998, 109
O her operating revenue:
Sal es of new taps 840, 300 674, 743 (165, 557) 667, 778
Penal ties - 122, 064 122, 064 129, 361
M scel | aneous 500 38, 026 37,526 10, 401
Total operating revenues 6, 090, 800 5, 848, 871 (241, 929) 5, 805, 649
QOper ati ng expenses
Oper ati ons 3, 201, 080 3,002, 106 198, 974 2,854,170
Mai nt enance 657, 040 694, 544 (37,504) 639, 233
Depr eci ati on 1, 323, 380 1, 239, 419 83, 961 1,172, 333
Total operating expenses 5, 181, 500 4,936, 069 245,431 4, 665, 736
Excess of operating revenues
over expenses 909, 300 912, 802 3,502 1,139,913
Non- oper ati ng revenue(expense)
I nterest income 248, 100 198, 248 (49, 852) 489, 734
I nterest expense, net of
capitalized interest of
$0 in 2001 and
$88, 317 in 2000. (1, 144, 665) (1, 333,408) (188, 743) (1,471, 660)
Total non-operating
revenue( expense) (896, 565) (1, 135, 160) (238, 595) (981, 926)
Excess of revenues over
expenses 12,735 (222, 358) (235, 093) 157, 987

The acconpanyi ng notes are an integra

8

part of the financial

st at enent s.



SOUTHWEST REG ONAL WATER DI STRI CT

(Prior year presented for comparative purposes only)

Qper ati ng revenues
Metered water sales to
custonmers (Note 1i) $
O her operating revenue:
Sal es of new taps
Penal ti es
M scel | aneous

Total operating revenues

St at ements of Earni ngs

Budget and Act ual
For the year ended Decenber 31, 2000

Qper ati ng expenses
Qper ati ons

Mai nt enance
Depr eci ati on

Total operating expenses

Excess of operating revenues
over expenses

Non- operati ng revenue(expense)

I nterest incone

Gain on sale of assets

I nt erest expense, net of
capitalized interest of
$88, 317 in 2000 and
$91, 009 i n 2000.

Tot al non-operating
revenue( expense)

Excess of revenues over
expenses $

Vari ance
Favor abl e Act ua
Budget Act ual (Unf avor abl e) 1999
5, 478, 000 4,998, 109 (479, 891) 5, 119, 275
826, 100 667, 778 (158, 322) 1, 185, 063
- 129, 361 129, 361 110, 627
500 10, 401 9, 901 5,720
6, 304, 600 5, 805, 649 (498, 951) 6, 420, 685
2,818, 710 2,854,170 (35, 460) 2,761, 427
613, 830 639, 233 (25, 403) 581, 874
1, 216, 220 1,172, 333 43, 887 1, 030, 280
4,648, 760 4,665, 736 (16, 976) 4,373,581
1, 655, 840 1,139, 913 (515, 927) 2,047,104
170, 000 489, 734 319, 734 225, 414
- - - 11, 679
(1,409, 004) (1,471, 660) (62, 656) (1,129,812)
(1,239, 004) (981, 926) 257,078 (892, 719)
416, 836 157,987 (258, 849) 1, 154, 385

The acconpanyi ng notes are an integra

9

part of the financial

st at enent s.



SOUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statenents

December 31, 2001 and 2000

(1) Summary of Significant Accounting Policies

Ef fective Septenber 1, 1992, the Sout hwest Regi onal Water District was approved
by the Court of Conmon Pleas of Butler County, Chio, as a regional water
di strict under Chapter 6119 of the Chio Revised Code and becane a unit of state
government known as the Sout hwest Regi onal Water District.

During the year ended Decenber 31, 2001 the District converted fromits manual
system of accounting for fixed assets and depreciation to an automated
conmputerized system During the conversion process, errors were noted in the
manual system where asset disposals were not recorded and certain assets had
depreciati on expense for anpbunts greater than their cost. These itens have been
accounted for as a correction of an error. Prior years net fixed assets and
retai ned earnings have been increased $396,895 to correct the error. There was
no significant effect on the incone statenents for the years ended Decenber 31,
2001 and 2000.

The financial statenents of the Southwest Regional Water District (D strict)
have been prepared in conformty with generally accepted accounting principles

(GAAP) as applied to governnent units. The CGovernment Accounting Standards
Board (GASB) is the accepted standard-setting body for establishing
gover nnent al accounting and financial reporting principles. The nore

significant of the governnment's accounting policies are described bel ow

(a) Purpose
The Sout hwest Regional Water District was organized for the purpose of
acquiring, constructing and maintaining a system of wells, pipelines,
plants and facilities for the transportation, storage, delivery and sale
of water to its custoners.

(b) Fund Accounting
The District is a single entity and accordingly uses a single fund to
report on its financial position and the results of its operations. A fund
is a separate accounting entity with a self-bal anci ng set of accounts.

The District is considered a proprietary fund which is accounted for on a
fl ow of econom c resources measurenent focus. Wth this neasurenent focus,
all assets and all liabilities associated with the operation of this fund
are included on the balance sheet. Fund equity (i.e. net assets) is
segregated into contributed capital and retained earnings conponents.
Proprietary fund-type operating statements present increases (e.g.
revenues) and decreases (e.g. expenses) in net assets.

10



SOUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statenents (Continued)

December 31, 2001 and 2000

(1) Summary of Significant Accounting Policies (Continued)

(c) Cash and Cash Equi val ents

(d)

Cash and cash equivalents consi st of cash on hand and other tine
deposits in financial institutions with initial maturities of |ess than
three nonths. Included in cash and cash equivalents is the debt service
account. The debt service account is wused to segregate resources
accunul ated for debt service paynents over the next twelve nonths.

The District maintains deposits with financial institutions insured by the
Federal Deposit Insurance Corporation (DC). As allowed by law, the
depository bank should pledge securities along with DC insurance at |east
equal to the amount on deposit at all tinmes.

As of Decenber 31, 2001 the depository bank had securities pledged to fully
coll ateralize the bank balance. Uni nsured deposits held by trust
departments or agents in the District's nane totaled $2,563,672 as of
December 31, 2001

Cash - Restricted

Certain resources are set aside for the repaynent of |oans and as such are
classified as restricted assets on the bal ance sheet because their use is
limted by applicable security interests. The debt reserve account is used
to create a reserve for assuring paynent of future principal and interest.

The cash - construction account represents anounts restricted for specific
construction projects.

(e) Accounts Receivable

()

(9)

(h)

Accounts receivable are reported net of the estinmated portion that is
expected to be uncollectible.

I nventories

Inventories are stated at the | ower of average cost or narket.

Pr epai d Expenses

Prepaid expenses are paynments nade to vendors for services that wll
benefit periods beyond Decenber 31, 2001.

Property, Plant and Equi pnent

Property, plant and equipnent are stated at original cost. Beginning in
1978, the District adopted the policy of including payroll cost, related
over head expenses, and interest expense related to the construction of such
facilities as part of cost. Prior to 1978, such costs were expensed as
i ncurred.

11



SQUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statenents (Continued)

December 31, 2001 and 2000

(1) Summary of Significant Accounting Policies (Continued)

(i)

Def erred Charges

Deferred charges represent significant preventive naintenance painting
costs incurred for the District's water towers. The costs are being
anorti zed to expense over seven years.

(j) Contribution in Ald of Construction

(k)

(1)

(m

Many of the water Jlines serviced by the D strict were originally
constructed by other parties and then turned over to the D strict.
Beginning in 1979, the District adopted the policy of capitalizing the cost
of such lines with an offsetting anmount being credited to Contribution in
Ai d of Construction.

The District has constructed several water projects using special
assessnment bond agreenents. The bonds and related interest are paid by
property tax assessnents of the owners benefiting from the water services
provi ded.

The amounts receivable under the agreenent are recorded as special
assessnent accounts receivable and credited to Contribution in A d of
Constructi on.

Depr eci ati on

The District provides for depreciation of property, plant and equipnent
usi ng annual rates which are sufficient to anortize the cost of depreciable
assets over their estimated useful lives which range from two to forty
years. The District uses the straight-1line nethod of depreciation.

Met ered Water Sal es

Metered water sales are billed at nmonth-end and are included in revenues
based upon neter readings or, in certain circunstances, estinates based on
hi storical usage.

Budget s

Budgets are adopted on a basis consistent wth generally accepted
accounting principles. Annual budgets are adopted and continue in effect
until a new budget is adopted. Project-length financial plans are adopted
for all capital expenditure projects.

12



SQUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statenents (Continued)

December 31, 2001 and 2000

(n) Financial Reporting

As a proprietary fund the District applies all Governnental Accounting
St andards Board (GASB) pronouncenents (including all National Council on
Governnment Accounting (CA) Statements and Interpretations currently in
effect) as well as: Financial Accounting Standards Board (FASB) Statenents
and Interpretations, Accounting Principles Board (APB) pinions, and
Accounting Research bulletins (ARB s) of the Commttee on Accounting
Procedure issued prior to Novenber 30, 1989. The District applies all FASB
Statenents and Interpretations issued after Novenber 30, 1989 except for
those that conflict with or contradict GASB pronouncenents or are not
devel oped for business enterprise.

(o) Conpensated Absences
The District does not have any significant conpensated absences.

(p) R sk Managenment Activities
Commerci al insurance is the primary vehicle the District uses to reduce its
risk to a reasonable level. Coverages include all above ground structures,
fleet vehicles and various liability policies. The D strict has also
initiated additional security nmeasures in light of the Septenber 11, 2001
terrorist attack.

The District does not retain any significant amount of risk and does not
participate in any public entity risk pools.

(q) Post Enploynment Retirenent Benefits
There are no post enploynent retirenment benefits.

(r) Estimates
The preparation of financial statenents in conformty with generally
accepted accounting principles requires managenment to nmake esti mates and
assunptions that affect certain reported anmounts and di scl osures.
Accordingly, actual results could differ fromthose estimates.

(2) Short Term Bond Anti ci pati on Note
During 2001, the District borrowed $675,000 in anticipation of issuing special
assessnment bonds to pernmanently finance the construction of public water
facilities. The note has an interest rate of 2.50% and will mature on Cctober
3, 2002.

13



SOUTHWEST REG ONAL WATER DI STRI CT

Notes to the Financial Statenents (Continued)

December 31, 2001 and 2000

(3) Long-Term Ohligations
Long-term obli gati ons consist of:

USDA, Rural Devel opnent Bonds

Bonds #91-01 dated Novenber 9, 1994
(interest at 5%,
payabl e in annual principal and
i nterest install ments of $235, 634;
due Novenber 24, 2009.

Bonds #91-02, dated Novenber 9, 1994
(interest at 5%,
payabl e in annual principal and
interest install ments of $24, 643;
due August 22, 2015

Bonds #91-03, dated Novenber 9, 1994
(interest at 5%,
payabl e i n annual principal and
interest installments of $101, 968
due May 3, 2018

Bonds #91-04, dated Novenber 9, 1994
(interest at 5%,
payabl e i n annual principal and
interest install nments of $89, 255
due May 3, 2018

Bonds #91-09, dated Novenber 9, 1994
(interest at 6.375%,
payabl e i n annual principal and
interest installments of $223, 776
due July 15, 2029

Tot al USDA

14

2001

1, 522,951

243,931

1, 149, 433

1, 006, 128

2,887, 277

6, 809, 720

2000

1,674, 843

255, 785

1, 191, 965

1, 043, 358

2,924, 558

7, 090, 509




SOUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statenents (Continued)

December 31, 2001 and 2000

2001 2000
(3) Long-Term Ohligations (Continued)
Speci al Assessnent Water
Li ne Extensi on Bond-Series 1994 115, 000 120, 000
Revenue Bonds - Series 1995 12,990, 000 13, 375, 000
Speci al Assessnent Water
Li ne Extensi on Bond-Series 1996 835, 000 870, 000
Speci al Assessnent \Water
Li ne Extension Bond -Series 1997 86, 000 89, 000
Speci al Assessnent \Water
Li ne Extension Bond -Series 1999 4, 685, 000 4,845, 000
Speci al Assessnent \Water
System I nprovenent Bond - Series 2000 590, 000 610, 000
Advance note payable to
State of Chio 62,441 62,441
Tot al debt 26,173, 161 27,061, 950
Less current maturities (928, 006) (888, 471)
Total |ong-term obligations $ 25,245,155 26,173,479

As of Decenber 31, 2001, the maturities of long-term debt for the five years
endi ng Decenber 31, were as foll ows:

2002 $ 928, 006
2003 979, 303
2004 1, 025, 396
2005 1, 082, 333
2006 1, 135, 156
Ther eaft er 21, 022, 967

Tot al $ 26,173,161

The notes payable, to the USDA Rural Development, are all promssory bonds,
secured by pledges of the District's revenues. During 1994, water revenue
refundi ng bonds were issued to the USDA to refund previously issued notes. The
terms of the bonds are substantially the same as the notes previously issued.

15



SOUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statements (Continued)

December 31, 2001 and 2000

(3) Long-Term Obligati ons (Conti nued)

The security agreenents on the |oans provide for annual paynments to the USDA
Rural Developnment with requirenents for mnonthly anpbunts to a debt service
account maintained by the District which is included in cash and cash
equi val ent s. The agreenents also provide for a reserve account by an annual
appropriation of retained earnings for the estimated cost of the District's
normal operations and nai nt enance expenses for the ensuing year.

During 1994, $150,000 of Water Line Extension Bonds, Special Assessment, Series
1994, dated Septenber 1, 1994 were i ssued. Payment of the bonds wll be
through property tax assessnments of property owners benefiting from the water
servi ces provided. The bonds mature $5,000 per year through 2014 and require
interest paynents at rates varyi ng between 4.25%for 1995 and 6. 35% for 2014.

The Revenue Bonds - Series 1995 were issued in 1995 and nmature at varying
anounts through Decenber 1, 2020 and require interest paynments at rates varying
between 4.50% and 6.00% The bonds require paynents to a debt service account
which is maintained by a trustee. The anounts in the debt service account is
included with cash and cash equivalents. The District is also required to
mai ntain a reserve account and a replacenent and inprovenent account and the
use of these funds is restricted.

During 1996, $995,000 of Water Line Extension Bonds, Special Assessnment Series
1996, dated Septenber 6, 1996 were issued. Payment of the bonds wll be
through property tax assessnments of property owners benefiting from the water
servi ces provided. The bonds mature at varying amounts through the year 2016
and require interest paynents at rates varying between 4.25% for 1996 and 6. 25%
for 2016.

During 1997, $98,000 of Water Line Extension Bonds, Special Assessnent Series
1997, dated Septenber 10, 1997 were issued. Paynment of the bonds wll be
through the year 2017. The bonds mature at varying amounts and require
interest paynents at a rate of 5.625%

During 1999, $5,000,000 of Witer Line Extension Bonds, Special Assessnent
Series 1999, dated Septenber 1, 1999 were issued. Payment of the bonds will be
through the year 2019. The bonds mature at varying anounts and require
i nterest paynents at rates varyi ng between 3.80% for 2000 and 5.50% for 2019.

During 2000, $610,000 of Wter System Inprovenment Bonds, Special Assessnent
Series 2000, dated Septenber 1, 2000 were issued. Payment of the bonds will be
through the year 2020. The bonds mature at varying anounts and require
i nterest paynents at rates varyi ng between 4.50% for 2001 and 5.75% for 2020.
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(7)

SOUTHWEST REG ONAL WATER DI STRI CT
Notes to the Financial Statenents (Continued)

December 31, 2001 and 2000

Long- Term bl i gati ons (Conti nued)

The Advance Note Payable to the State of Chio represents an interest free
advance from the Chio Water and Sewer Rotary Conmi ssion. The purpose of the
advance was to fund agricultural defernments for the Beissinger/Wst Elkton

Roads Water |nprovenment Project. Paynments are due annually if the property
converts from agricultural usage. The unpaid balance is due not |ater than
2015.

Ret ai ned Ear ni ngs

The District has appropriated $1, 090,519 as of Decenber 31, 2001 from its
retai ned earnings balance to conply with USDA Rural Devel opnent requirenments to
establish a reserve account as outlined in Note 3.

Pensi on Pl an

Wth the conversion, effective Septenmber 1, 1992, to a water district,
enpl oyees nust participate in the Public Enployees Retirement System of Ohio
(PERS). The District incurred pension expense of $222,277 and $208,909 in 2001
and 2000 under the PERS plan, respectively.

Menbership in the retirenent systemis conpulsory for all enployees and Board
menbers (who receive conpensation other than fees or expenses) of the District,
regardless of the nunber of hours worked, unless they are excluded by
regul ati on.

The Chio statute requires a total contribution of 13.55% of covered payroll to
the plan. The statute requires an enployee contribution of 8.55% For the
enpl oyee portion, the District contributes 5% 7%or 8% of covered payroll for
various cl asses of enployees. The remaining portion is paid by the District.

Compliance with Laws and Regul ati ons

Actual expenditures for operating maintenance expenditures exceeded the
budget ed armount by $37,504. Accordingly the District was in non-conpliance
with the Chio Conpliance Supplenent of |egal and regulatory requirements for
restrictions on appropriations and expenditures of noney.

The non-compliance is not expected to have a negative effect on the operations
and financial condition of the District.

Recl assi ficati on

Certain anbunts have been reclassified to conformto the 2001 presentation.
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Hart & Gersbach, Inc., CPA s
3377 Conpton Road, Suite 110 - Cincinnati, Ohio 45251

Board of Trustees
Sout hwest Regi onal Water District

| NDEPENDENT AUDI TORS' REPORT ON SUPPLEMENTAL | NFORVATI ON

Qur audits were made for the purpose of formng an opinion on the basic
financial statenents taken as a whole of the Southwest Regional Water
District for the years ended Decenber 31, 2001 and 2000 which is presented
in the preceding section of this report. The supplenental information
presented hereinafter is presented for purposes of additional analysis and
is not a required part of the basic financial statenents. Such information
has been subjected to the audit procedures applied in the audit of the basic
financial statenents, and, in our opinion, is fairly stated in all materia
respects in relation to the basic financial statenents taken as a whol e.

Hart & Gersbach

February 23, 2002
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Hart & Gersbach, Inc., CPA s
3377 Conpton Road, Suite 110 - Cincinnati, Ohio 45251

The Board of Trustees
Sout hwest Regi onal Water District

| NDEPENDENT AUDI TOR S REPORT ON COWVPLI ANCE AND
ON | NTERNAL CONTROL OVER  FI NANCI AL REPORTI NG
BASED ON AN  AUDIT PERFORVED I N ACCORDANCE
W TH GOVERNVENT AUDI TI NG STANDARDS

We have audited the financial statenents of the Southwest Regional Water District
as of and for the year ended Decenber 31, 2001, and have issued our report thereon
dated February 23, 2002. W conducted our audit in accordance with auditing
standards generally accepted in the United States of Anmerica and the standards
applicable to financial audits contained in Governnent Auditing Standards issued by
the Conptroller General of the United States.

Conpl i ance

As part of obtaining reasonable assurance about whether Southwest Regional Water
District's financial statenents are free of material misstatenent, we perforned
tests of its conpliance with certain provisions of |aws, regulations, contracts and
grants, nonconpliance with which could have a direct and material effect on the
determination of financial statement anounts. However, providing an opinion on
conpliance wth 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 nonconpliance that are required to be reported under Governnent
Audi ti ng Standards.

Internal Control Over Financial Reporting

In planning and performng our audit of the financial statenents of Southwest
Regi onal Water District's for the year ended December 31, 2001, we considered its
internal control to determ ne our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the
internal control. However, we noted a certain matter involving the internal
control and its operation that we consider to be a reportable condition under
standards established by the American Institute of Certified Public Accountants.
Reportable conditions involve matters <comng to our attention relating to
significant deficiencies in the design or operation of the internal control that,
in our judgenent, could adversely affect the organization's ability to record,
process, summarize, and report financial data consistent with the assertions of
managenent in the financial statenents.
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Internal Control Over Financial Reporting (Continued)

A material weakness is a reportable condition in which the design or operation of
one or nore of the internal control conponents does not reduce to a relatively |ow
| evel the risk that errors or fraud in anobunts that would be material in relation
to the financial statenments being audited may occur and not be detected within a
tinely period by enployees in the normal course of performng their assigned
functions.

Qur considerations of internal control would not necessarily disclose all matters
in internal control that mght be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be the
mat eri al weaknesses as defined above. However, we noted the follow ng reportable
condition that we believe to be material weaknesses:

The detail fixed asset and accunmulated depreciation records were not being
reconciled to the general |edger accounts in a tinely manner. When reconciled
errors discovered resulted in a restatenent of prior year financial statenents.

Actual expenditures exceeded the budgeted anpbunt for operating mai ntenance expense.
Accordingly the District was not in conpliance with the budget provision of the
Chi o Conpl i ance Suppl enent | aws and regul ati ons.

However, we noted other matters involving the internal control over financia
reporting, which we have reported to managenent in a separate letter dated February
23, 2002.

This report is intended solely for the information and use of the audit commttee,

managenent and federal awarding agencies and pass through entities and is not
i ntended to be and shoul d not be used by anyone other than these specified parties.

Hart & Ger sbach

February 23, 2002
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88 East Broad Street
STATE OF OHIO P.O. Box 1140

OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

Telephone  614-466-4514
JiM PETRO, AUDITOR OF STATE 800-282-0370

Facsimile  614-466-4490

SOUTHWEST REGIONAL WATER DISTRICT

BUTLER COUNTY

CLERK'S CERTIFICATION
This is a true and correct copy of the report which is required to be filed in the Office
of the Auditor of State pursuant to Section 117.26, Revised Code, and which is filed
in Columbus, Ohio.

desan Toubbitt

CLERK OF THE BUREAU

CERTIFIED
JULY 16, 2002
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