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Independent Auditor’s Report

Board of Trustees

Earnhart Hill Regional Water and Sewer District
2030 Stoneridge Drive

Circleville, Ohio 43113

We have audited the accompanying financial statements of the business-type activities of Earnhart Hill Regional
Water and Sewer District (the District), Pickaway County, as of and for the years ended December 31, 2005 and
2004, which collectively comprise the District’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the District’s management. Our responsibility is to express opinions on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
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 District, as of December 31, 2005 and 2004, and the
respective changes in financial position and cash flows, thereof for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated April 28, 2006, on our
consideration of the District’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.
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The Management’s Discussion and Analysis on pages 3 through 6 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

As described in Note 5, the District implemented Governmental Accounting Standards Board (GASB) Statement
No. 40, Deposit and Investment Risk Disclosure and GASB Technical Bulletin No. 2004-2, Recognition of Pension
and Other Postemployment Benefit Expenditures/Expense and Liabilities by Cost-Sharing Employees.

eraJ o ,fﬂzm'

Balestra, Harr & Scherer, CPAS, Inc.

April 28, 2006



Earnhart Hill Regional Water and Sewer District
Management’s Discussion and Analysis
For the Years Ended December 31, 2005 and 2004

This discussion and analysis, along with the accompanying financial report, of Earnhart Hill Regional Water and
Sewer District (EHRWSD or "the District") is designed to provide our customers, creditors and other interested
parties with a general overview of the District and its financial activities.

FINANCIAL HIGHLIGHTS

The total assets of EHRWSD exceeded liabilities on December 31, 2005 and 2004 by $7.9 million and $6.5 million,
respectively. The District's net assets increased by $1.4 million (21.7%) in 2005 and $400 thousand (6.5%) in 2004.

The District's Operating Revenues increased by $98 thousand (5.4%) in 2005 and $232 thousand (14.8%) in 2004.
Operating and Maintenance Expenses increased $125 thousand (8.3%) in 2005 and $286 thousand (23.5%) in 2004.

The District issued no additional long term debt in 2005 or 2004.
OVERVIEW OF BASIC FINANCIAL STATEMENTS

The District is a single enterprise fund using proprietary fund accounting, similar to private sector business. The
Basic Financial Statements are presented using the accrual basis of accounting.

The Statement of Net Assets includes all of the District's Assets and Liabilities. These statements provide information
about the nature and amounts of investments in resources (assets) owned by the District, and obligations owed by the
District (liabilities) on December 31. The District's net assets (equity) are the difference between assets and
liabilities.

The Statements of Revenues, Expenses and Changes in Net Assets provide information on the District's
operations over the past two years and the success of recovering all its costs through service charges, capacity

charges and tap fees, and other income. Revenues are reported when earned and expenses are reported when
incurred.

The Statements of Cash Flows provide information about the District's cash receipts and cash disbursements. It
summarizes the net changes in cash resulting from operating, investing and financing activities.

NET ASSETS

Table 1 summarizes the Net Assets of the District. Capital Assets are reported less accumulated depreciation.
"Invested in Capital, Net of Debt", are Capital Assets less outstanding debt that was used to acquire those assets.

TABLE 1
2005 2004 Change 2003 Change

Current & Other Assets $1,632,299 $1,479,922 $152,377  $1,275,512 $204,410
Capital Assets 13,087,018 11,967,089 1,119,929 11,872,263 94,826
Total Assets 14,719,317 13,447,011 1,272,306 13,147,775 299,236
Long Term Liabilites 6,490,022 6,628,283 (138,261) 6,744,376 (116,093)
Other Liabilities 351,859 345,249 6,610 329,664 15,585
Total Liabilities 6,841,881 6,973,532 (131,651) 7,074,040 (100,508)
Net Assets

Invested in Capital, Net of Debt 6,458,735 5,207,417 1,251,318 4,989,722 217,695
Restricted 246,686 227,937 18,749 204,312 23,625
Unrestricted 1,172,015 1,038,125 133,890 879,701 158,424
Total Net Assets $7,877,436 $6,473,479 $1,403,957  $6,073,735 $399,744

The District's Net Assets increased $1.4 million (21.7%) in 2005and $0.4 million (6.6%) in 2004. These increases
were a result of excess revenues over expenses and due to additional capital contributions.

Restricted net assets increased $19 thousand (8.2%) in 2005 and $24 thousand (11.6%) in 2004. Restricted assets
are cash that is limited in use as part of the District's loan covenants.
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Unrestricted assets increased by $134 thousand (12.9%) in 2005 and $158 thousand (18.0%) in 2004. Unrestricted
assets may be used without constraints established by loan covenants or other legal requirements. Cash and Cash
Equivalents increased $175 thousand in 2005 and $57 thousand in 2004.

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Table 2 below summarizes the changes in Revenues and Expenses and the resulting change in Net Assets.

2005 2004 Difference 2003 Difference
Operating Revenues $1,901,443 $1,803,422 $98021 $1571,031  $232,391
Total Operating Revenues $1,901,443 $1,803,422 $98021 $1571,031  $232,391
Treatment BExpenses 90,461 84,748 5713 74,940 9,808
Power 108,356 99,836 8520 78,126 21,710
Distribution 370,465 325,787 44,678 280,343 45,444
Customer Accounting 142481 141,848 633 136,196 5,652
Transportation 40,132 35,002 5130 33,963 1,039
Fringe Benefits 203,218 176,878 26,340 150,532 26,346
Depreciation Expenses 455,899 438,523 17,376 288,400 150,123
Administrative & General 213,705 196,980 16,725 171,385 25,59
Total Operating Expenses 1,624,717 1,499,602 125115  1,213885 285,717
Operating Income 276,726 303,820 (27,094 357,146 (53,326)
Non-Operating Expenses 331,588 330,351 1,237 225,591 104,760
Non-Operating Revenues 296,004 229,157 66,847 189,296 39,861
Capital Contributions 1,162,815 197,118 965697 1074113  (876,995)
Changes in Net Assets 1,403,957 399,744 1004213 1,394,964  (995,220)
Net Assets at Beginning of Year $6,473 479 6,073,735 309,744 4678771 1,394,964
Net Assets at End of Year $7,877,436 $6,473,479 $1,403957 $6073735  $399,744

Operating Revenues increased $98 thousand (5.4%) in 2005 and $232 thousand (14.8%) in 2004. Increased
Revenues in 2005 and 2004 were a result of customer growth. Capital Contributions will fluctuate from year to
year depending on construction activity, and improvement projects that may qualify for special assessment and/or
grant monies. In 2003 the District received $1.074 million in USDA grant monies and $126 thousand in 2004,
while in 2005 the District received $0. The District recorded $1.163 million in developer contributions in 2005 in
comparison to $197 thousand in 2004 and $0 in 2003. This variance is related to the Casto Development (Wal-
Mart).

In 2005, Operation and Maintenance expenses, excluding depreciation, increased $108 thousand (10.2%). $20
thousand in additional wages operation related to temporary employment and overtime, basic wage increases, $22
thousand increase in distribution repairs, $16 thousand increase in employee health care costs, $8 thousand
increase in chemical costs and $5 thousand in fuel costs and accounted for much of the increase.

In 2004, Operation and Maintenance expenses, excluding depreciation, increased $286 thousand (23.5%). $28
thousand in additional staffing related to the Phase 1V Project, basic wage increases, $22 thousand increase in
purchased power, $11 thousand increase in insurance costs and $10 thousand increase in employee health care
costs accounted for much of the increase.
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CAPITAL ASSETS

The District had $15.073 million invested in Capital Assets (before depreciation) at the end of 2004. This amount is
an increase of $0.439 million (3.0%) from the previous year.

TABLE 3
2005 2004 Change 2003 Change
Land and land easements $457,094 $452,494 $4,600 $452,494 $0
Buildings 1,016,910 1,016,910 0 1,014,310 2,600
Treatment Facilities 2,623,120 2,614,429 8,691 2,605,783 8,646
Transmission & Storage 11,648,478 10,168,145 1,480,333 9,896,108 272,037
Vehicles 258,681 223,993 34,688 202,485 21,508
Furniture & Equipment 502,546 465,427 37,119 463,191 2,236
Construction in Progress 142,371 131,974 10,397 0 131,974
Total before Depreciation 16,649,200 15,073,372 1,575,828 14,634,371 439,001
Accumulated Depreciation (3,562,182) (3,106,283) (455,899)  (2,762,108) (344,175)
Total Capital Assets $13,087,018 $11,967,089  $1,119,929 $11,872,263 $94,826

The majority of the increase in capital assets for 2005 and 2004 was in Transmission & Storage. $1,162,815 of
the increase in 2005 was from dedicated water and sewer lines from the Casto (Wal-Mart). Total Capital Assets
(before depreciation) from 2004 and 2005 increased $1.576 million and $439 thousand from 2003 and 2004.

For additional information regarding capital assets, please see Note 6 of the Notes to Basic Financial Statements.

DEBT

The District issues long term debt to finance much of its construction. Rural Development Loans and bank loans
were used to finance most general improvement projects.

For additional information regarding debt, please see Note 3 of the Notes to Basic Financial Statements.

Table 4
2005 2004 Change 2003 Change

Savings Bank Loans $1,161,757 $1,186,586 ($24,829) $1,208,309 (%$21,723)

Rural Development Loans 5,466,526 5,573,086 (106,560) 5,674,232 (101,146)

Total Long Term Debt $6,628,283 $6,759,672 ($131,389) $6,882,541  ($122,869)
Less

Current Maturities 138,268 131,389 6,879 138,165 (6,776)

Net Total Long Term Debt $6,490,015 $6,628,283 ($138,268) $6,744,376  ($116,093)
CASH

Cash and Cash Equivalents on December 31, 2005 and 2004 were $1.233 million and $1.058 million, respectively.
$0.247 million of these funds are restricted for debt service reserves in 2005 and $0.228 million in 2004,
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ECONOMIC FACTORS and 2006 BUDGET

The District has projected an increase of $1.55 million in net assets for the year ending December 31, 2006. The
District is anticipating Federal & State grants of $1.25 million to aid in the construction of water lines to serve a
Joint Economic Development Area (JEDD) in northern Pickaway County. The District's Board adopted water and
sewer rate increases of approximately 10% effective January 1, 2005.

CONTACT INFORMATION

Questions regarding this report and requests for additional information should be forwarded to Dennis Williams,
General Manager, Earnhart Hill Regional Water and Sewer District, 2030 Stoneridge Drive, Circleville, Ohio
43113-0151 or (740) 474-3114.



Earnhart Hill Regional Water and Sewer District

Statements of Net Assets
As of December 31, 2005 and 2004

CURRENT ASSETS
Cash and cash equivalents
Accounts receivable
Inventories
Prepaid expenses
TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Restricted Assets:
Cash and cash equivalents - debt service reserve
TOTAL RESTRICTED ASSETS

Capital Assets:
Land and Land Easements
Buildings
Treatment facilities
Transmission and storage
Vehicles
Furniture and equipment
Construction in progress

Less: Accumulated depreciation
NET CAPITAL ASSETS

TOTAL ASSETS

2005 2004
$ 986020 $ 830,227
283,370 301,774
89,904 93,338
26,319 26,646
1,385,613 1,251,985
246,686 227,937
246,686 227,937
457,094 452,494
1,016,910 1,016,910
2,623,120 2,614,429
11,648,478 10,168,145
258,681 223,993
502,546 465,427
142,371 131,974
16,649,200 15,073,372
(3,562,182)  (3,106,283)
13,087,018 11,967,089
$ 14719317 $ 13447011

The accompanying notes to the basic financial statements are an integral part of this statement.

7



Earnhart Hill Regional Water and Sewer District
Statements of Net Assets - Continued
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CURRENT LIABILITIES
Accounts payable $
Prepaid taps & Main Line Extensions
Customer deposits
Insurance and taxes payable
Current portion of notes payable
Current portion of revenue bonds payable
Accrued payroll
Intergovernmental payable
Accrued interest payable

TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Notes payable (net of current portion)
Revenue bonds payable (net of current portion)

TOTAL LONG-TERM LIABILITIES

TOTAL LIABILITIES

NET ASSETS
Restricted for capital assets, net of related debt
Restricted for debt service
Unrestricted

TOTAL NET ASSETS $

2005 2004
13,537 26,605
108,505 89,104
11,210 10,785
8,816 8,429
26,174 24,829
112,094 106,560
9,955 16,536
34,063 30,146
27,512 32,255
351,866 345,249
1,135,583 1,161,757
5,354,432 5,466,526
6,490,015 6,628,283
6,841,881 6,973,532
6,458,735 5,207,417
246,686 227,937
1,172,015 1,038,125
7,877,436 6,473,479

The accompanying notes to the basic financial statements are an integral part of this statement.
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