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| Harvey &
- Associates, PA.

Certified Public Accountants

Independent Auditors’ Report

Board of Directors
Jackson County Utility Authority
Pascagoula, Mississippi

We have audited the accompanying financial statements of the Jackson County Utility
Authority as of and for the year ended September 30, 2010, as listed in the table of contents.
These financial statements are the responsibility of the management of the Authority. Our
responsibility 1s to express an opinion on these basic 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 of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the basic
financial statements. An audit also includes assessing the accounting principles used and
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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the activities of the Jackson County Utility Authority at
September 30, 2010, and the respective changes in financial position and cash flows for the
year 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 June 14, 2011, on our consideration of Jackson County Utility Authority’s internal
control over financial reporting and our test of its compliance with certain provision of laws,
regulations, contracts, 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 reporting or on compliance and not to provide an opinion on the internal
controls 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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Management’s Discussion and Analysis on pages 3 through 7 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 the methods of measurement and presentation
of the supplementary information. However, we did not audit the information and express no
opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial
statements that collectively comprise the Jackson County Utility Authority’s basic financial
statements. The accompanying Schedule of Expenditures of Federal Awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a
required part of the basic financial statements of the Jackson County Utility Authority. The
Schedule of Expenditures of Federal Awards has been subjected to the auditing procedures
applied in the audit of the financial statements and, in our opinion, is fairly stated in all
material respects in relation to the financial statements taken as a whole.

Loy, el oy ¢ BeaweniZl.. 152

Certified Pubﬁc Accountants

Biloxi, Mississippi
June 14, 2011
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JACKSON COUNTY UTILITY AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Year ended September 30, 2010

FINANCIAL SUMMARIES AND COMPARISIONS

The following are summary presentations of the Statements of Net Assets and Statements of
Revenues, Expenditures and Changes in Nets Assets for the years ended September 30, 2010 and
2009:

Statements of Net Assets

2010 2009

Current assets $12,805,915 $ 19,081,842
Restricted assets 4,203,489 1,998,750
Capital assets 123.902.447 71.842.247

Total assets 140.911.851 92.922.839
Current liabilities 13,398,011 15,582,165
Long-term liabilities 10,018,316 12,294,976

Total liabilities 23.416.327 27.877.141
Summary of net assets

Invested in capital assets, net of related debt 108,852,641 56,876,704

Restricted 4,203,489 3,017,757

Unrestricted 4,439,394 5,151,237

Total net assets $117.495,524 $.65,045,698

The Authority’s investment in capital assets accounted for 88% of total net assets. Net assets totaling
$4,439,394 were considered unrestricted, the part of net assets used to finance everyday operations

without constraints of legal requirements.



JACKSON COUNTY UTILITY AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Year ended September 30, 2010
(Continued)

Statements of Revenues, Expenditures & Changes in Net Assets

2010 2009
Operating revenues $ 8,219,617 $ 8,161,071
Operating expenditures ( 8,956,306) ( 8,499,518)
Non-operating revenues 67,804 63,933
Non-operating expenditures ( 589,410) ( 613,629)
Capital contributions and grants 53,708.121 26,578,157
Increase (decrease) in net assets $.52,449.826 $25,690.014

The Authority completed the construction process for repair projects generated as the result of Hurricane
Katrina (2005). However, final closeout and final administrative activities was not complete as of
September 30, 2010. The Authority continued to increase grant activities associated with the Gulf
Region Disaster Recovery Community Development Block Grant Program to invest in infrastructure

development.

Financial Highlights

. The Authority’s net assets increased approximately $52.4 million over 2009 and are
approximately $117.5 million. Unrestricted assets decreased to $4,439,394.

o Operating revenues were approximately $8.2 million while operating expenses were
approximately $8.9 million, which reflects a continued limited opportunity for investment
income and increased expenses of added tasks and assets.

o Grant revenue peaked as Katrina Recovery Community Development Block Grant Programs
reached construction stage.

) The Authority reduced long-term liability by approximately 2.2 million to $10,018,3 16.



JACKSON COUNTY UTILITY AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Year ended September 30, 2010
(Continued)

BUDGETARY HIGHLIGHTS

Throughout the year the Authority reviews capital projects and presents budget amendments to the
Board of Directors to accommodate economic conditions that adversely affect operating expenses.
Generally, non-urgent capital projects can be delayed, if necessary, to prevent any changes in fee
contributions from participating agencies. Depreciation expenses are noted specifically at approximately

$4.1 million. The following table summarizes the final budget to actual comparative results.

Year 2010 Budget to Actual Comparison

Budget Actual Variance
Operating revenues $8,260,000 $ 8,219,617 $ (40,383)
Operating expenditures (5,056,000) (4,855,270) 200,730
Debt service (2,704,000) (2,704,000) 0
Depreciation (0500.000) (4.101.036) (3,601.,036)
Excess (deficiency) $ 0 $(3,440,689) $(3,440,689)

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets — As of September 30, 2010, the Authority had approximately $123.9 million invested in
facilities, infrastructure and equipment. This amount represents a net increase of approximately $51.9
million, or about 72% over last year. The following table presents a summary of the Authority’s capital
assets for the fiscal year.

Capital Assets at September 30, 2010

2010 2009
Land and construction in progress (CIP) $ 71,320,027 $ 28,596,538
Other capital assets 52,582,420 43,245,709
Restricted investments 4.203.489 1.998.750

Total Non-current assets $128,105.936 $.73,840,997



JACKSON COUNTY UTILITY AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
Year ended September 30, 2010
(Continued)

Debt Administration — As of September 30, 2010, the Authority had $12,236,454 in bonds and notes
outstanding, with a bond principal payment of $1,977,363 due in July 2011. The following table
presents a summary of the Authority’s debt for the fiscal year.

Bonds and Notes Outstanding

2010 2009
Revenue bonds $ 4,150,450 $ 5,598,746
State loans 8.086.004 8.903.135
Total Outstanding $12,236.454 $.14,501.881

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET RATES

The Authority remains committed to our rate assessment system that ensures everyone in Jackson
County has the benefit of the same rate for wastewater treatment. Using detailed records we can
accurately project and reconcile wastewater treatment charges based on flow in million gallons per day
at the same rate per thousand gallons for all customers. For fiscal year 2011 the authority has established
a rate of $1.46 per thousand gallons with a system budget of 15.38 million gallons per day. The system
budget flow represents countywide peak demand coverage between 10% and 15% above the annualized
daily average for seasonal peak treatment flows. The rate established for fiscal year 2011 represents no

change from fiscal year 2010.

Over the next two years the Authority will carry out the construction phase of the $100 million Gulf
Region Disaster Recovery Community Development Block Grant Program. These projects, along with
approximately $25 million in construction projects sponsored by the US Army Corps of Engineers
(grants), United States Department of Agriculture (loans), and US Minerals Management Service
(grants), will continue to transform the Authority’s business model from one that is almost exclusively

wholesale wastewater treatment to one that includes retail water and wastewater and wholesale water.



JACKSON COUNTY UTILITY AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Year ended September 30, 2010
(Continued)

Contacting the Authority’s Management

This financial report is designed to provide the user with a general overview of the Authority’s finances
and to show accountability for the money it receives. If you have any questions about this report, or need

additional information, please use the contact information provided below.

Jackson County Utility Authority
1225 Jackson Avenue

Pascagoula, MS 39567

(228) 762-0119 (office)
(228) 762-3299 (fax)

email: jcua@bellsouth.net

Contacts:
Christine Williams — Administration Manager

Tommy Fairfield, Jr. — Executive Director
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Jackson County Utility Authority
Statement of Net Assets
September 30, 2010

ASSETS

Current assets
Cash and cash equivalents
Receivables
Accounts
Grants
Prepaid expenses and deposits
Total current assets
Restricted assets
Cash, bond reserves
Non-current assets
Capital assets, net of accumulated depreciation

Total assets
LIABILITIES

Current liabilities
Accounts payable
Retainage payable
Revenue bonds payable, current
State loans in aid of construction, current
Accrued payroll liabilities
Accrued interest payable
Total current liabilities
Non-current liabilities
Revenue bonds payable
State loans in aid of construction
Total non-current liabilities

Total liabilities
NET ASSETS
Invested in capital assets, net of related debts
Restricted:
Bond reserves

Unrestricted

Total net assets

§ 2,672,404

369,075
9,707,943
56.493
12,805.915

4,203.489
123.902.447

140.911.851

7,922,298
2,724,245
1,880,000
427,245
300,638
143,585
13,398.011

1,959,331
8.058.985
10.018.316

23,416,327

108,852,641

4,203,489
4,439.394

$117.495,524

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



Jackson County Utility Authority

Statement of Revenues, Expenditures and Changes in Net Assets

Year Ended September 30, 2010

Operating Revenues
Utility Revenue
Other income
Total operating revenues

Operating Expenses
Salaries and related expense
Outside services
Administrative services
Legal services
Chemicals and other supplies
Repairs and maintenance
Utilities and telephone
Vehicle expense
Insurance
Office and other expense
Depreciation
Total operating expenses

Operating loss
Non-operating revenues (expenses)
Grant revenue
Interest and investment income
Interest expense
Contributed property
Total non-operating revenues
Change in net assets

Net assets, beginning of year

Total net assets, end of year

§ 8,011,156
208,461
8.219.617

2,951,565
150,249
9,928
108,137
162,680
173,211
1,023,957
75,181
130,681
69,681
4,101,036
8.956,306

(___736.689)

48,992,121
67,804

( 589,410)
4,716,000

53.186,515

52,449,826

65,045.698

$117,495,524

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



Jackson County Utility Authority
Statement of Cash Flows
Year Ended September 30, 2010

Cash flows from operating activities
Cash received from subscribers and other income
Cash paid to suppliers for goods and services
Cash paid to employees
Net cash provided by operating activities
Cash flows from capital and related financing activities
Proceeds from federal and state grants
Purchases of capital assets
Principal paid on revenue bonds
Principal paid on state loans
Interest paid
Net cash used for capital and related financing activities

Cash flows from investing activities

Increase in bond reserves
Proceeds from interest and investment income

Net cash used in investing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Noncash transactions

Contributed property

10

$ 8,446,525
( 1,869,700)
(_2.885.224)
3,691,601
53,367,908
( 53,857,494)
( 1,759,415)
( 416,905)
(___527.990)

(__3.193.896)

( 2,204,739)
86.209

(__2.118.530)
( 1,620,825)

4,293,229

$__2.,672,404

$__4.716,000

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



Jackson County Utility Authority
Reconciliation of Operating Income to Net Cash
Provided by Operating Activities
Year Ended September 30, 2010

Operating loss $( 736,689)

Adjustments to reconcile operating income to net cash
provided by operating activities:

Depreciation and amortization 4,101,036
Changes in assets and liabilities
Increase in accounts receivable 226,908
Decrease in prepaid expenses 24,670
Increase in inventories 9,335
Increase in accrued payroll liabilities 66,341
Net cash provided by operating activities §__3.691.601

The accompanying notes are an integral part of the financial statements.
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Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010

Note 1 - Summary of Significant Accounting Policies
A. Financial Reporting Entity

Under the “Mississippi Gulf Coast Region Utility Act” enacted by the Mississippi Legislature, on
May 15, 2006, Mississippi Gulf Coast Regional Wastewater Authority merged with Jackson County
Utility Authority and now operates under said name. The legislature felt that there was a need to
plan, acquire, construct, maintain, operate and coordinate water and wastewater systems in order to
insure the delivery of water and wastewater services to the citizens in Jackson County. On November
16, 1981, the Authority assumed the operations and maintenance of the wastewater treatment plants
for the Cities of Pascagoula and Moss Point, Mississippi and on December 1, 1981, the plant for the
City of Ocean Springs, Mississippi. During fiscal years 1986 and 1988, the Authority assumed
operations and maintenance of treatment plants for the West Jackson County and the City of Gautier,
Mississippi, respectively.

Through the issuance of revenue bonds, the Authority has made significant improvements to the
treatment systems. The significant operating revenues of the Authority are the result of subscription
agreements entered into with each of the above governing bodies and utility districts and call for
monthly revenue payments from each, based upon budgeted costs of operations and debt service
requirements allocated to each, based upon actual flow data. The reporting entity consists of and
includes all funds that are covered by the oversight responsibility of the Authority. There are no
funds excluded from the reporting entity which are under the control of the Authority. The reporting
entity is not a component unit of another entity, nor does the reporting entity include any component
units. The reporting entity is a joint venture of all the above named primary governments.

B. Basis of Accounting and Fund Structure

The Authority is classified as an Enterprise fund for purposes of financial reporting. Enterprise funds
are used to account for state and local government activities which are similar to those found in the
private sector, where the determination of net income is necessary or useful to sound financial
administration. Goods or services from such activities can be provided either to outside parties or to
other departments or agencies. In accordance with several of its bond covenants, the Authority
maintains certain funds and account groups, each of which is considered a separate accounting unit.
The Authority maintains Operating Funds, a Debt Service Fund and Bond Covenant Funds. All funds
are reported on the accrual basis of accounting. Revenues are recognized when earned and
Expenditures are recognized when incurred. The Authority complies with Generally Accepted
Accounting Principles (GAAP). The Authority applies all relevant Governmental Accounting
Standards Board (GASB) pronouncements, and applies Financial Accounting Standards Board (FASB)
pronouncements and Accounting Principles Board (APB) opinions issued on or before November 30,
1989, unless those pronouncements conflict with or contradict GASB pronouncements, in which case,
GASB prevails.
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Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010
Note 1 - Summary of Significant Accounting Policies (continued)

C. Financial Statement Amounts

Property, Plant and Equipment

Property, plant and equipment are recorded at cost and depreciation is recorded using the straight line
method over the estimated useful lives of the assets (treatment system 25 years and other property and
equipment 5-10 years). Repairs and maintenance, which do not substantially increase capacity or
operational efficiency, are expensed as incurred.

Inventories
Inventories of materials and supplies are not maintained and purchases of these items are expensed
when incurred. The Authority began carrying inventories of parts for retail customers during the year

ended September 30, 2010. These items are recorded at cost as inventory on the statement of net
assets.

Investments

Investments are carried at cost or amortized cost, plus interest accretion. All investments are debt
instruments consisting of U.S. Government Treasury obligations.

Operating and Non-operating Revenues and Expenditures

Operating revenues of the Authority include all revenues generated by exchange transactions entered
into with the four local municipalities and any other entity (whether public or private) utilizing the
Authority’s wastewater treatment services, and revenues from retail water and sewer customers.
Operating expenditures included all of the expenditures necessary to operate, maintain and manage the
water and wastewater treatment systems as well as depreciation. Non-operating revenues include
interest and investment income. Non-operating expenditures include interest expense. Capital
contributions and grants include capital financing grants from the federal and state governments.
Restricted tesources are applied first when an expense is incurred for purposes for which both
restricted and unrestricted net assets are available.

Capital Contributions and Grants

Under the authority of the Mississippi Department of Environmental Quality, the Authority
participates in U.S. Department of Housing and Urban Development Community Development Block
Grants for its capital projects currently in process. These funds are restricted for capital acquisition or
construction.
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Jackson County Utility Authority

Notes to Financial Statements
For the Year Ended September 30, 2010
Note 1 - Summary of Significant Accounting Policies (continued)

Vacation and Sick Leave

A full-time permanent employee accrues vacation leave based upon the following years of service
schedule:

Personal/vacation leave is accrued for ACCRUAL RATE ACCRUAL RATE
employees that regularly work eight (8)
hour days as follows:
(MONTHLY) (ANNUALLY)
CONTINUOUS SERVICE
1 month to 3 years 12 hours 18 days
37 months to 8 years 14 hours 21 days
97 months to 15 years 16 hours 24 days
Over 15 years 18 hours 27 days

Personal/vacation leave is accrued for employees that regularly work ten (10) hour days as follows:

CONTINUOUS SERVICE ACCRUAL RATE ACCRUAL RATE
(MONTHLY) (ANNUALLY)
1 month to 3 years 12.1 hours 14.5 days
37 months to 8 years 14.2 hours 17 days
97 months to 15 years 16.66 hours 20 days
Over 15 years 18.33 hours 22 days

Upon termination of employment, all ten (10) hour per day employees will first have accumulated
service time converted into eight (8) hour days (for example one ten hour day will equal one and one-
quarter eight hour day) . Also, upon termination an employee shall be paid for not more than 240
hours of accumulated personal leave. Unused personal leave in excess of thirty (30) days and all
unused medical leave will be counted as creditable service for the purposes of the retirement system.

Budget Information

The Authority annually adopts a budget on the cash basis of accounting for the Operating and Debt
Service Funds.



15
Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010

Note 1 - Summary of Significant Accounting Policies (continued)

" Cash Equivalents

The Authority considers all highly liquid investments with a maturity of three months or less when purchased
to be cash equivalents.

Use of Estimates

The 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 expenditures during the reporting period. Actual results could differ from those estimates.

Note 2 - Cash and investments

A. Cash on Hand and on Deposit

Cash on deposit consists of demand deposit checking and money market accounts with no withdrawal
restrictions. As of September 30, 2010 the book balance of the Authority’s cash on hand and on deposit at
financial institutions was $2,672,404.

The collateral for public entities’ deposit in financial institutions is held in the name of the State Treasurer
under a program established by the Mississippi State Legislature and is governed by Section 27-105-5 Miss.
Code Ann. (1972). Under this program, the entity’s funds are protected through a collateral pool
administered by the State Treasurer. Financial institutions holding deposits of public funds must pledge
securities as collateral against those deposits. In the event of failure of a financial institution, securities
pledged by that institution would be liquidated by the State Treasurer to replace the public deposits not
covered by the Federal Depository Insurance Corporation. The Authority’s deposits were fully insured or
collateralized as required by State statues as of September 30, 2010.

B. Restricted Assets
At September 30, 2010, Jackson County Utility Authority had cash on deposit with a local bank totaling

$4.203,489, representing the Authority’s bond reserves as more fully described in Note 6. These deposits are
collateralized as required by state statue as describe in Note 2(A), above.

Note 3 - Grants Receivable

Grants receivable consists of grant proceeds due from grantors for grant-related expenditures incurred but not
reimbursed as of September 30, 2010. At September 30, 2010, the Authority had grants receivable totaling
$9,707,943.
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Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010

Note 4 - Capital Assets

Capital asset activity for the year ended September 30, 2010, was as follows:

Beginning Dispositions Ending

Balances and Balances

10/01/09 Additions Transfers 9/30/10

Land and construction in progress:
Land and easements $ 285,679 $§ 4,718,200 $ -0- $ 5,003,879
Construction in progress 28,310,859 50,283,759 12,278,470 66,316,148
Total land and construction in progress 28,596,538 55,001,959 12,278,470 71,320,027
Other capital assets:

CDBG construction placed in service -0- 12,278,470 -0- 12,278,470
Pascagoula-Moss Point plant 31,891,425 -0- -0- 31,891,425
West Jackson County plant 23,750,164 -0- -0- 23,750,164
Escatawpa plant 8,619,307 -0- -0- 8,619,307
Gautier plant 2,163,946 -0- -0- 2,163,946
Retail systems 828,946 96,627 -0- 925,573
Connection systems 13,169,072 -0- -0- 13,169,072
Pumping stations 6,699,289 942,191 -0- 7,641,480
Equipment, operation and maintenance 940,726 25,446 -0- 966,172
Equipment, retail operations 163,211 25,138 -0- 188,349
Vehicles, operating and maintenance 545,107 62,199 -0- 607,306
Vehicles, retail operations 98,457 -0- -0- 98,457
Jackson Avenue administration building 1,233,931 -0- -0- 1,233,931
Office furniture and equipment 109,215 7,676 -0- 116,891
Total 90,212,796 13,437,747 -0- 103,650,543
Less: accumulated depreciation 46,967,087 4,101,036 -0- 51,068,123
Total other capital assets 43,245,709 9,336,711 -0- 52,582,420
" Total capital assets, net $_71.842.247 $_64,338,670 $_12.278.470 $_123,902.447

In addition, the Authority has received funding through a Disaster Recovery Community Development Block Grant in the
amount of $99,422,705 for improvements to existing plant facilities and for the construction of new water and sewer
facilities and transmission lines in various locations throughout Jackson County, Mississippi. As of September 30, 2010,
the Authority had incurred $78,505,842 in administrative, legal, conceptual engineering and design costs, and construction
costs associated with these projects, which are reported as construction in progress on the statement of net assets. During
the year ended September 30, 2010, the Authority completed construction on portions of the project totaling $12,278,470
and placed those assets in service.

Depreciation expense reported for the year ended September 30, 2010, totaled $4,101,036.
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Jackson County Utility Authority

Notes to Financial Statements
For the Year Ended September 30, 2010

Note 5 - State Loans in Aid of Construction

The Authority has a loan with Mississippi State Revolving Loan Fund, payable in monthly
installments of $2,767, bearing interest at 1.75%, through December, 2023. As of September 30,
2010, the balance on the loan was $365,890, with $27,019 due in one year.

The Authority has a second loan with Mississippi State Revolving Loan Fund, payable in
monthly installments of $49,889, bearing interest at 2.5%, through April, 2027. As of September
30, 2010, the balance on the loan was $8,120,340, with $400,226 due in one year.

Changes in state loans in aid of construction for the year ended September 30, 2010 are
summarized as follows:

Due
Beginning Ending Within
Balance Additions Reductions Balance One Year
State loans in aid of construction $_8903135 § 0- §___416905 $_8486,230 §__ 427245
Principal and interest payments required under the loans are as follows:
SRF-C280878-01

Year Ended September 30, Principal Interest
2011 5 27,019 § 6,187
2012 27,496 5,710
2013 27,981 5,225
2014 28,474 4,732
2015 28,977 4,229
2016-2020 152,734 13,297
2021-2023 73.209 1.504

Totals $ 365,890 § 40,884




Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010

SRF-C280878-02

Year Ended September 30, Principal Interest
2011 h) 400,226 § 198,443
2012 410,347 188,322
2013 420,724 177,945
2014 431,364 167,035
2015 442272 156,397
2016-2020 2,384,892 608,455
2021-2025 2,702,085 291,262
2026-2027 928.430 19,463
Totals $ 8.120,340 $__1,807,322

Note 6 - Wastewater Treatment Facilities Revenue Bonds

Wastewater Treatment Facilities Revenue Bonds at September 30, 2010 are as follows:

Series 1999:
4.15 — 5.10% Serial Bonds, due July 2010 through July 2012 $ 3,855,000
Less current maturities (_1.,880.000)
Revenue bonds payable, non-current 1,975,000
Less unamortized bond discount and deferred loss on early
retirement of debt ( 15.669)
Revenue bonds payable, non-current, net $_1,959,331

Changes in revenue bonds payable for the year ended September 30, 2010 are summarized as follows:

Due
Balance Balance Within
10/01/09 Additions Reductions 9/30/10 One Year

Series 1999 Revenue Bonds $.5,645000 $____ -0- $_1.790.000 $.3.855,000 $_1,880,000

18



Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010

Note 6 - Wastewater Treatment Facilities Revenue Bonds (continued)
Series 1999 revenue bond maturities, interest and amortization of deferred costs are as follows:

Deferred
Costs
Year Ending September 30, Interest Principal Amortization
2011 $ 171,225 $ 1,880,000 $ 15,669
2012 75.544 1,975.000 -0-
Totals $__ 246,769 $_3.855,000 h) 15,669

On July 1, 1982, the Authority issued $30,000,000 of Series 1982 Revenue Bonds to finance a portion of
the cost of the acquisition, construction, improvement and extension of the Authority’s wastewater
treatment system. On November 1, 1984, the Authority issued $24,130,000 of Series of 1984
Wastewater Treatment Facilities Revenue Refunding Bonds for the purpose of refunding the Series
1982 Revenue Bonds. On March 15, 1989, the Authority issued $24,380,000 of Series 1989 Revenue
Refunding Bonds for the purpose of refunding $21,335,000 of the Authority’s $24,130,000 of Series
1984 Refunding Bonds. On July 30, 1999, the Authority issued $19,735,000 of Series 1999 Revenue
Refunding Bonds for the purpose of refunding the Series 1989 Revenue Refunding Bonds.

The Series 1999 Revenue Bonds are special obligations of the Authority secured under the provisions
of the Bond Resolution, and will be equally and ratably payable solely from the revenues derived by
the Authority from the operation and ownership of its wastewater treatment system, after payment of
all operation and maintenance expenditures relating thereto.

The Authority has covenanted in the Bond Resolution that it will establish, fix, prescribe and collect
such rates, fees and other charges for the use of and service of the System which will at all times be
sufficient; (i) to pay the operating expenditures of the System, (ii) to provide for the amount of the
principal and interest requirements for the current bond year on account of the bonds then outstanding
and any debt service payments on any bond issued on a party therewith and (iii) to provide revenues
available for debt service payments to be at least equal to one hundred ten percent (110%) of the
highest annual debt service payments in any succeeding bond year with respect to any bounded
indebtedness then outstanding with a lien on revenues.

The Resolution provides for the establishment and maintenance of the following special funds, all of
which are held by the Authority:
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Note 6 - Wastewater Treatment Facilities Revenue Bonds (continued)

1999 Revenue Fund - In accordance with the Bond Resolution, all revenues shall be set aside as
collected and shall be deposited into the 1999 Revenue Fund. Amounts in the 1999 Revenue Fund
shall not be subject to lien or attachment by any creditor of the Authority except for the lien on
revenues securing the 1999 Bonds.

1999 Operation and Maintenance Fund - During each month, commencing in the first month after
delivery of the 1999 Bonds, there shall be deposited, if necessary, into the 1999 Operation and
Maintenance Fund, an amount which will be provided for the payment of the operating expenditures
to be paid during such calendar month and, in the event the aggregate amounts deposited into the 1999
Operation and Maintenance Fund during the preceding months shall have been insufficient to pay such
expenditures, an amount sufficient to repay such deficiencies.

1999 Bond and Interest Fund — During each month, commencing in the first month after delivery of
the 1999 Bonds, there shall be deposited into the 1999 Debt Service Fund of the 1999 Bond and
Interest Fund an amount which, together with equal subsequent monthly deposits in each successive
month, will provide a sum equal to the amount necessary to pay interest and principal due and payable
through the date on which the next installment of principal on the 1999 bonds is due.

1999 Debt Service Reserve Fund - During any month in which there is a deficiency in the 1999 Debt
Service Reserve Fund, there shall be transferred to the 1999 Debt Service Reserve Fund such amount
as shall be required to maintain the 1999 Debt Service Reserve.

1999 Renewal and Replacement Fund- During any month in which there is a deficiency in the 1999
Renewal and Replacement Fund, there shall be transferred to the 1999 Renewal and Replacement
Fund such amount as shall be required to maintain the 1999 Renewal and Replacement Fund in an
amount equal to $500,000; provided, however, that the full amount of any deficiency shall be funded
within one (1) year of the determination of such deficiency.

1999 Contingency Reserve Fund - During each fiscal year, an amount equal to $500,000 shall be
transferred to the 1999 Contingency Reserve Fund.

The Series 1989 Revenue Refunding Bonds and all other previously mentioned refunded Revenue
Bonds each had similar bond coverage, all of which were satisfied upon their refunding or retirement.
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Note 6 - Wastewater Treatment Facilities Revenue Bonds (continued)

The Series 1999 Bond Covenant Funds, as of September 30, 2010, may be summarized as follows:

1999 Bond & Interest $ 518,682
1999 Debt Service Reserve Fund 1,973,500
1999 Renewal & Replacement Fund 500,000
1999 Contingency Reserve Fund 500,000
Total bond covenant funds 3,492,182
Less: investments reserved for bond

covenant requirements 4.203.489
Reserve excess $__711

In connection with the issuance of Series 1999 Revenue Refunding Bonds and the retirement of
the 1989 Refunding Bonds, in accordance with Government Accounting Standards Board
Opinion No. 23, the Authority has recorded the following as a deferred loss on early retirement
of debt:

Deferred loss on early retirement of Series 1989 Revenue Bonds:

Series 1989 unamortized bond 1ssuance costs $ 190,985
Series 1989 call premium paid 393,600
Series 1989 unamortized bond discount 174,889
Series bond issuance costs 139,194
Series 1989 bond discount 139.000
Deferred loss on early retirement of Series 1989 Revenue Bonds $_1.037,668

This deferred loss on early retirement of debt is being amortized using the bonds outstanding method
over the life of the Series 1999 Refunding Bonds with the amortization being charged as interest
expense. As of September 30, 2010, the unamortized balance was $15,669.

In-Substance Defeasance - In connection with the previously mentioned refunding of the Series 1982
Revenue Bonds, on November 1, 1984, investments with a par value of $905,000 and cash of
$28,582,437 were deposited in an irrevocable trust, the principal and interest of which would be
sufficient to fund the scheduled principal and interest payments of the Authority’s $30,000,000 Series
1982 Bonds. As a result of this transaction, the securities, cash and bonds payable were eliminated from
the 1985 financial statements and an extraordinary loss of $3,952,978 was recognized in accordance
with statement of Financial Accounting Standards No. 76.



Jackson County Utility Authority
Notes to Financial Statements
For the Year Ended September 30, 2010

Note 6 - Wastewater Treatment Facilities Revenue Bonds (continued)

The off-balance sheet investments and liabilities resulting from the above described refunding as of
September 30, 2010, are as follows:

Average
Series 1982 Refunding Yield Maturity Book Value
Investments:
Par Value of off-balance sheet investments
United States Treasury Notes:
State and local government series 10.88% 2010-2012 $5,964,100

Liabilities:

Outstanding principal balance of off-balance sheet
Series 1982 bonds payable rates range from 7% to 7.04% 2010-2012 $6,120,000
13.375%

Note 7 — Pension Plan

Plan Description — The Jackson County Utility Authority contributes to the Public Employees’
Retirement System of Mississippi (PERS), a cost-sharing multiple-employer defined benefit pension
plan. PERS provides retirement and disability benefits, annual cost-of-living adjustments, and death
benefits to plan members and beneficiaries. Benefit provisions are established by State law and may be
amended only by the State of Mississippi Legislature. PERS issues a publicly available financial report
that includes financial statements and requires supplementary information. The information may be
obtained by writing to Public Employee Retirement System, PERS Building, 429 Mississippi Street,
Jackson, MS 39201-1005, or by calling (601) 359-3589 or 1-800-444-PERS.

Funding Policy — PERS’ members are required to contribute 9.00% of their annual covered salary and
the Jackson County Utility Authority is required to contribute at an actuarially determined rate. The
current rate is 12.00% of annual covered payroll. The contribution requirements of PERS’ members are
established and may be amended only by the State of Mississippi Legislature. The Jackson County
Utility Authority’s contributions to PERS for the year ending September 30, 2010, totaled $241,255,
equal to the required contributions for the year.
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Note 8 — Commitments and Contingencies

Self-Insured Worker’s Compensation — The Authority participates in a self-insured worker’s
compensation pool (Mississippi Public Entity’s Worker’s Compensation Trust) approved by the
Mississippi Worker’s Compensation Commission. Participants are jointly and severally liable only for
liabilities incurred under the provisions of the Mississippi Worker’s Compensation Act. Management is
of the opinion that the possibility of liability resulting from the indemnity is remote.

The Authority is involved in various legal matters arising during the normal course of business

activities. Management, after consulting legal counsel, is of the opinion that the ultimate resolution of
these matters will not have a material effect on the financial condition of the Authority.

Note 9 - Concentration of Revenue

The Authority receives the majority of its operating revenue from four local municipalities and one local
utility district.



Supplementary Information
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Schedule of Expenditures of Federal Awards
For the Year Ended September 30, 2010

Federal Pass-Through

Federal Grantor/Pass-Through CFDA Entity Identifying Federal
Grantor/Program Title Number Number Expenditures
United States Department of Housing and

Urban Development:

Community Development Block Grant 14219 JCUA-01,JCUA-02

Passed through State: 14.228

Mississippi Department of Environmental Quality $50,061.535

Total Expenditures of Federal Awards $50,061,535

Notes to Schedule of Federal Expenditures:

) The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity
of the Authority and is presented on the accrual basis of accounting, which was used in the
preparation of the Authority’s financial statements. The information in this schedule is presented
in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations.

. The Authority did not have any non-cash awards or sub recipients during the fiscal year.
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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

Board of Directors
Jackson County Utility Authority
Pascagoula, Mississippi

We have audited the financial statements of the Jackson County Utility Authority as of and for
the year ended September 30, 2010, and have issued our report thereon dated June 14, 2011. 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; and OMB Circular A-133, Audits of States,
Local Governments and Non-Profit Organizations.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Jackson County Utility Authority’s
internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinions on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Jackson County Utility Authority’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Jackson
County Utility Authority’s internal control over financial reporting.

A control deficiency 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 misstatements on a timely basis. A significant deficiency is a control deficiency, or
combination of control deficiencies, that adversely affects the Jackson County Utility Authority’s
ability to initiate, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the Jackson County Utility Authority’s financial statements that is more than
inconsequential will not be prevented or detected by the Jackson County Utility Authority’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will
not be prevented or detected by Jackson County Utility Authority’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be significant deficiencies or material weaknesses as defined above.



26

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Jackson County Utility
Authority’s financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grants agreements,
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 that are required to be reported under Government Auditing

Standards.

This report is intended solely for the information and use of management, Board of Directors,
and federal awarding agencies and pass-through entities and is not intended to be and should be used
by anyone other than these specified parties.

lelodly, e, Ky ¢ Besenidl, 24

Certified Public Accountants

Biloxi, Mississippi
June 14, 2011
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Independent Auditor’s Report on Compliance with Requirements
Applicable to Each Major Program and on Internal Control
Over Compliance in Accordance With OMB Circular A-133

Board of Directors
Jackson County Ultility Authority
Pascagoula, Mississippi

Compliance

We have audited the compliance of the Jackson County Utility Authority with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular
A-133 Compliance Supplement that are applicable to each of its major federal programs for the year
ended September 30, 2010. Jackson County Utility Authority’s major federal programs are identified
in the summary of auditor’s results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to each
of its major federal programs is the responsibility of the Jackson County Utility Authority’s
management. Our responsibility is to express an opinion on the Authority’s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States, and OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards
and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit includes examining,
on a test basis, evidence about the Jackson County Utility Authority’s compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination of the Jackson County Utility Authority’s compliance with those requirements.

In our opinion, the Jackson County Utility Authority complied, in all material respects, with
the requirements referred to above that are applicable to each of its major federal programs for the
year ended September 30, 2010.
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Internal Control over Compliance

The management of the Jackson County Utility Authority is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. In planning and performing our audit, we
considered the Jackson County Utility Authority’s internal control over compliance with requirements
that could have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance, but not for the purpose
of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do
not express an opinion on the effectiveness of the Jackson County Utility Authority’s internal control
over compliance.

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of compliance requirement of
a federal program on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity’s ability to administer a federal program such
that there is more than a remote likelihood that noncompliance with a type of compliance requirement
of a federal program that is more than inconsequential will not be prevented or detected by the entity’s
internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over compliance that we consider to be significant deficiencies or material
weaknesses, as defined above.

This report is intended for the information of the management, Board of Directors, and federal

awarding agencies and pass-through entities, and is not intended to be and should not be used by
anyone other than these specified parties.

llldl, irole, Ry ¢ Beanensle. 12

Certified Public Accountants

Biloxi, Mississippi
June 14, 2011



Jackson County Utility Authority

Schedule of Findings and Questioned Costs

Year Ended September 30, 2010

Section 1 - Summary of Auditor’s Results
Financial Statements

Type of auditor’s report issued:
Internal control over financial reporting:
Material weakness(es) identified?
Significant deficiency(s) identified that are
not considered to be material weakness(es)?

Noncompliance material to financial statements noted?
Federal Awards
Internal control over major programs:

Material weakness(es) identified?

Significant deficiency(s) identified that are

not considered to be material weakness(es)?

Type of auditor’s report issued on compliance
for major programs:

Any audit findings disclosed that are required
to be reported in accordance with section 510(a)
of Circular A-133

Identification of major programs:

CFDA Number(s)

29

unqualified
yes X mno
yes X no

yes X 1o

yes X
yes X
unqualified
yes X

Name of Federal Program or Cluster

14.219 and 14.228

Dollar threshold used to distinguish between
type A and type B programs

Auditee qualified as low-risk auditee?

$1,501,846

yes X

no

none reported

no

Disaster Recovery Community Development Block Grant

no



Jackson County Utility Authority
Schedule of Findings and Questioned Costs
Year Ended September 30, 2010

Section II - Financial Statement Findings
There were no findings or questioned costs relative to the financial statements.
Section III — Federal Awards Findings

There were no findings or questioned costs for federal awards.
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Jackson County Utility Authority
Summary Schedule of Prior Audit Findings
Year Ended September 30, 2010

Finding 2009-1 Financial Statement Findings

Condition: This finding indicated that the Authority had not adequately funded
required bond reserves.

Current Status: The Authority addressed this issue by depositing additional
funds into the Bond Reserve fund. Finding 2009-1 appears to be resolved.



