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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
McCurtain County Rural Water District #2
McCurtain County, Oklahoma

Report on the Financial Statements

We were engaged to audit the accompanying modified cash basis financial
statements of the McCurtain County Rural Water District #2, as of and
for the fiscal year ended December 31, 2013, and the related notes to
the financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of
these financial statements in accordance with the modified cash basis
of accounting described in Note 1. This includes determining that the
modified cash basis of accounting 1is an acceptable basis for the
preparation of the financial statements in the circumstances.
Management 1is also responsible for the design, implementation, and
maintenance of internal control relevant to the preparation and fair
presentation of the financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Qur responsibility 1is +to express an opinion on these financial
statements based on our audit. We conducted our audit in accordance
with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the
United States, and in accordance with Oklahoma Statutes. Because of
the matter described in the Basis for Disclaimer of Opinion paragraph,
however, we were not able to obtain sufficient appropriate audit
evidence to provide a basis for an opinion.

Basis for Disclaimer of Opinion

Management did not maintain adequate, effective internal controls for
the preparation, substantial accuracy and completeness of the financial
statements, including reviewing proposed entries and understanding the
nature and impact of proposed entries to the financial
statements. Records were poorly maintained, inaccurate, and 1in some
cases missing. As a result, we were unable to determine whether any
adjustments to the amounts reported were necessary.
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Disclaimer of Opinion

Because of the significance of the matters described in the Basis for
Disclaimer of Opinion paragraph, we have not been able to obtain
sufficient appropriate audit evidence to provide a basis for an audit
opinion. Accordingly, we do not express an opinion on these financial
statements.

Other Matters
Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued
our report dated March 12, 2017, on our consideration of the McCurtain
County Rural Water District #2's idinternal 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 vreporting 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 1is an
integral part of an audit performed in compliance with Government
Auditing Standards in considering McCurtain County Rural Water District
#2’s internal control over financial reporting and compliance.

Basis of Accounting

We draw attention to Note 1 of the financial statements that describes
the basis of accounting. The financial statements are prepared on the
modified cash basis of accounting, which is a basis of accounting other
than accounting principles generally accepted in the United States of
America. Our opinion is not modified with respect to this matter.

flrsboans CPA # fssecinte, FE.

Kershaw CPA & Associates, PC

March 12, 2017



MCCURTAIN COUNTY RURAL WATER DISTRICT #2

MCCURTAIN COUNTY, OKLAHOMA

STATEMENT OF NET POSITION - MODIFIED CASH BASIS
DECEMBER 31, 2013

ASSETS

Current Assets:

Cash and Cash Equivalents:
Operations & Maintenance Account
Gross Revenue Account
Certificate of Deposit
Renter/Homeowner Deposit Account
Depreciation Account
RD Deposit Account

Total Current Assets

Capital Assets:
Water System

Highway Project
Office Equipment
Less: Accumulated Depreciation

Total Capital Assets
TOTAL ASSETS

LIABILITIES
Current Liabilities:
Current Portion of Long-Term Debt

Total Current Liabilities

Long-Term Liabilities:
USDA Rural Development Notes Payable
Less: Current Portion of Long-Term Debt

Total Long-Term Liabilities
TOTAL LIABILITIES

NET POSITION
Net investment in capital assets
Restricted for capital improvements
Unrestricted

TOTAL NET POSITION
TOTAL LIABILITIES & NET POSITION

Total
2013

3,223
89,034
12,445

1,103

7,856

1,184

EXHIBIT A

Total
(Memo Only)
2012

114,844

$ 661
75,266

12,200

1,097

7,811

1,177

293,434
249,222
1,294
(111,981)

98,213

431,968

293,434

249,222
1,294

(90,275)

546,812

453,675

$ 551,887

431,968
12,445
102,399

546,812

453,675
12,200
86,013

546,812

551,887

$ 551,887

See Accountant's Audit Report & Notes Which Accompany These Financial Statements
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EXHIBIT B
MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
- MODIFIED CASH BASIS -
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2013

Total
Total (Memo Only)
2013 2012
Operating Revenues:

Water Sales $ 121,166 $ 122,778
Penalty Income - -
Reconnect Fees 400 200
Benefit Units - 5,900
Other Income 2,259 12,186

Total Operating Revenues 123,825 141,063

Operating Expenses:

Water Purchased 43,597 43,986
Salaries and related payroll expenses 14,080 14,642
Labor - 4,655
Mileage & Travel 2,343 2,621
Repairs and Maintenance 30,634 29,383
Utilities 1,701 1,757
Insurance and Bond 6,104 8,943
Professional Fees - -
Dues, licenses & fees 989 621
Office Supplies & Postage 2,279 196
Deposit Refunds - -
Advertising 268 224
Petty Cash Expenses 2,400 2,300
Depreciation Expense 21,706 21,965
Miscellaneous 3,793 297

Total Operating Expenses 129,895 131,589

Operating Income (LosSs) (6,070) 9,474

Non-Operating Revenues (Expenses):
Interest Income 751 828
Interest Expense - -

Total Non-operating Revenues (Expenses) 751 828

Net Income (Loss) Before Contributions (5,319) 10,302
Capital Contributions - -
Change in Net Position (5,319) 10,302
Total Net Position - Beginning 551,887 541,585
Total Net Position - Prior Year Adjustment 244 -
Total Net Position - Ending $ 546,812 $ 551,887

See Accountant's Audit Report & Notes Which Accompany These Financial Statements



EXHIBIT C
MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
STATEMENT OF CASH FLOWS - MODIFIED CASH BASIS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2013

Memorandum
Only
2013 2012
Cash Flows from Operating Activities:

Receipts from Customers $ 123,825 $ 141,063

Payments to Suppliers & Laborers for Goods & Services (108,189) (109,624)
Net Cash Provided (Used) by Operating Activities 15,636 31,439
Cash Flows from Capital & Related Financing Activities:

Additions to Capital Assets - -

Grant Income - -

Loan Proceeds - -

Principal paid on Debt - -

Interest paid on Debt - -
Net Cash Provided (Used) by Capital & Related Financing Activities - -
Cash Flows from Investing Activities:

Increase in Investments 751 828
Net Cash Provided (Used) by Investing Activities 751 828
Net Increase (Decrease) in Cash and Cash Equivalents 16,387 32,267
Cash & Cash Equivalents, Beginning of Year 98,213 65,946
Cash & Cash Equivalents, Prior Year Adjustment 244 -
Cash & Cash Equivalents, End of Year $ 114,844 $ 98,213
Reconciliation of operating income (loss) to net cash provided

operating activities:
Operating Income (Loss) $ (6,070) $ 9,474

Adjustments to reconcile operating income (loss) to net cash

provided (used) by operating activities
Depreciation 21,706 21,965
Increase(Decrease) in Accounts Payable - -
Increase(Decrease) in Renters Deposits - -

Net Cash Provided (Used) by Operating Activities $ 15,636 $ 31,439

See Accountant's Audit Report & Notes Which Accompany These Financial Statements



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

As discussed further in Note 1.C, these financial statements are
presented on a modified cash basis of accounting, which is a basis of
accounting other than accounting principles generally accepted in the
United States of America (GAAP) established by the Governmental
Accounting Standards Board (GASB). These modified cash-basis
financial statements generally meet the presentation and disclosure
requirements applicable to GAAP, in substance, but are Timited to the
elements presented in the financial statements and the constraints of
the measurement and recognition criteria of the modified cash basis of
accounting.

A. Financial Reporting Entity

McCurtain County Rural Water District #2 (the District), is a
Water District organized wunder the Taws of the State of
Oklahoma. The District provides water service to rural
residents of McCurtain County, Oklahoma. The activities of the
District constitute the entire reporting entity. There are no
component or oversight units.

B. Basis of Presentation

The accounts of the District are organized on the basis of
proprietary fund type, specifically an enterprise fund. The
activities of this fund are accounted for with a separate set of
self-balancing accounts that comprise the District’s assets,
liabilities, net position, revenues and expenses. Enterprise
Funds account for activities (1) that are financed with debt
that is secured solely by a pledge of the net revenues from fees
and charges of the activity; or (2) that are required by laws or
regulations that the activity’s costs of providing services,
including capital costs (such as depreciation or debt service),
be recovered with fees and charges, rather than with taxes or
similar revenues; or (3) that the pricing policies of the
activity establish fees and charges designed to recover its
costs, including capital costs (such as depreciation or debt
service).

C. Measurement Focus and Basis of Accounting

Measurement Focus



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

The District utilizes an economic resources measurement focus
within the Timitations of the modified cash basis of accounting.
The accounting objectives of this measurement focus are the
determination of operating income, changes in net position (or
cost recovery), net financial position, and cash flows. A11
assets, deferred outflows, 1liabilities, and deferred inflows
(whether current or noncurrent or financial or nonfinancial)
associated with their activities are generally reported within
the lTimitations of the modified cash basis of accounting.

Basis of Accounting

The financial statements are presented on a modified cash basis
of accounting, which is a basis of accounting other than GAAP as
established by GASB. This basis of accounting involves
modifications to the cash basis of accounting to report in the
statements of net position cash transactions or events that
provide a benefit or result 1in an obligation that covers a
period greater than the period in which the cash transaction or
event occurred. Such reported balances include investments,
capital assets and related depreciation, and short-term and
long-term Tiabilities arising from cash transactions or events.

This modified cash basis of accounting differs from GAAP
primarily because certain assets and their related revenues
(such as accounts receivable and revenue billed or provided
services not yet <collected and other accrued revenue and
receivables) and certain liabilities and their related expenses
(such as accounts payable and expenses for goods or services
received buy not yet paid and other accrued expenses and
liabilities) are not recorded in these financial statements. 1In
addition, other economic assets, deferred outflows, liabilities,
and deferred inflows that do not arise from a cash transaction
or event are not reported, and the measurement of reported
assets and 1liabilities does not involve adjustment to fair
value.

If the District utilized the basis of accounting recognized as
generally accepted in the United States, the fund financial
statements for proprietary fund types would use the accrual
basis of accounting.



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

Financial Position

Cash & Cash Equivalents

For the purpose of financial reporting, “cash & cash
equivalents” includes all demand and savings accounts and
certificates of deposit or short-term dinvestments with an
original maturity of three months or Tess.

Investments

Investments classified 1in the financial statements consist
entirely of certificates of deposit whose original maturity term
exceeds three months. Investments are carried at cost, which
approximates fair value.

Accounts Receijvable

As a result of the use of the cash basis of accounting, accounts
receivable, allowances for doubtful accounts and other revenue
related receivables are not reported in the financial
statements.

Capital Assets

Capital assets have been combined and recorded at cost in the
financial statements and are not depreciated. The District did
not maintain individual records or real and personal property.
The District began recording depreciation expense for known
assets included in the financial statements. However, prior
year accumulated depreciation is unknown. The useful Tife for
the system is 25 years and 5 years for equipment.

The capitalization threshold has been set at $1,000.00 for new
asset purchases.

Long-Term Debt

Long-term debt is reported at face value, net of applicable
discounts and deferred loss on refunding. Costs related to the
issuance of debt are deferred and amortized over the Tives of
various debt issues.
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MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

Equity Classification

Equity 1is classified as net position and displayed in three
components:

1. Net investment 1in capital assets — Consists of capital
assets, including restricted capital assets, net of
accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes, or other borrowings
that are attributable to the acquisition, construction, or
improvements of those assets and adjusted for any deferred
inflows and outflows of resources attributable to capital
assets and related debt.

2. Restricted - Consists of restricted assets reduced by
liabilities and deferred inflows or resources related to
those assets, with restriction constraints placed on the use
either by (a) external groups such as creditors, grantors,
contributors, or laws and regulations of other governments;
or (b) Tlaw through constitutional provisions or enabling
legislation.

3. Unrestricted — Net amount of assets, deferred outflows of
resources, liabilities, and deferred inflows of resources
that are not included in the determination of net investment
of capital assets or the restricted component of net
position.

It 1is the District’s policy to first wuse restricted net
resources prior to the use of unrestricted net resources when an
expense is incurred for purposes for which both restricted and
unrestricted net resources are available.

Revenues, expenditures & expenses

Operating revenues and expenses for proprietary funds result
from providing services and producing and delivering goods
and/or services. They also include all revenues and expenses
not related to capital and related financing, noncapital
financing, or investing activities.

Benefit units represent a membership connection fee required of
each member at the time they request service. This
nonrefundable fee is designed to cover the estimated cost of
hook-up costs to the District’s system. As such, the fees are
recorded as operating revenue.

11



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

E. Income Tax Status

The District is conducting its affairs as a non-profit
organization and has made no provision for federal income tax.

F. Compensated Absences

The employees of the District receive no compensated leave.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

As a Tlocal government unit, the District 1is subject to various
federal, state, and local Taws and contractual regulations.

Finance-related Legal & Contractual Provisions

The District does not have any Tloans which would require reserve
accounts or budget preparation.

Deficit Fund Balance or Retained Earnings

As indicated in the financial statements, there are no fund balance or
retained earnings deficits for the District for this fiscal year.

NOTE 3 - CASH AND INVESTMENTS

Custodial Credit Risk

At December 31, 2013, the District held deposits of approximately
$114,844 at financial institutions. The District’s cash deposits,
including 1interest-bearing certificates of deposit are covered by
Federal Depository Insurance (FDIC) or direct obligation of the U.S.
Government insured or <collateralized with securities held by the
District or by its agent in the District’s name.

Investment Interest Rate Risk

The District does not have a formal investment policy that Timits
investment maturities as a means of managing its exposure to fair
value losses arising from increasing interest rates.

Investment Credit Risk

The District has no policy that Timits its investment choices other
than the Timitation of state law as follows:

12



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

a. Direct obligations of the U.S. Government, its agencies and
instrumentalities to which the full faith and credit of the U.S.
Government is pledged, or obligations to the payment of which
the full faith and credit of the State is pledged.

b. Certificates of deposits or savings accounts that are either
insured or secured with acceptable collateral with in-state
financial institutions, and fully 1insured certificates of
deposit or savings accounts in out-of-state financial
institutions.

c. With certain 1limitation, negotiable certificates of deposit,
prime  bankers’ acceptances, prime commercial paper and
repurchase agreements with certain limitations.

d. County, municipal or school district tax supported debt
obligations, bond or revenue anticipation notes, money
judgments, or bond or revenue anticipation notes of public
trusts whose beneficiary 1is a county, municipality or school
district.

e. Notes or bonds secured by mortgage or trust deed insured by the
Federal Housing Administrator and debentures issued by the
Federal Housing Administrator, and in obligations of the
National Mortgage Association.

f. Money market funds regulated by the SEC and in which investments
consist of the investments mentioned in the previous paragraphs
(a.-d.).

NOTE 4 - RESTRICTED ASSETS

The District no longer has restricted assets because the notes payable
have been paid 1in full. However, the District considers the
Certificate of Deposit reserved for capital improvements

NOTE 5 - CAPITAL ASSETS

Capital asset activity, resulting from the modified cash basis
transactions, for the fiscal year ended December 31, 2013, was as
follows:

Balance at Balance at

Dec. 31, 2012 Additions Deductions Dec. 31, 2013

Water System $ 293,434 $ - $ - $ 293,434

Highway Project 249,222 - - 249,222

0ffice Equipment 1,294 - - 1,294

Subtotal 543,949 - - 543,949

Less: Accum. Depr. (90,275) (21,706) - (111,981)
Total Capital Assets

(Net of Depreciation) $ 453,675 $ (21,706) $ - $ 431,968

13



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

NOTE 6 - LONG-TERM DEBT

The District currently has no long-term debt.

Changes in Long-Term Debt

The following is a summary of changes in long-term debt for the year
ended December 31, 2013:

Balance at Balance at
Dec. 31, 2012 Additions Deductions Dec. 31, 2013
Notes Payable $ - $ - $ - $ -
Total Long-Term Debt $ - $ - $ - $

Debt Services Requirements to Maturity

The annual debt service requirements to maturity, including principal
and interest, for Tlong-term debt, as of December 31, 2013, are as
follows:

Year Ended Annual
December 31, Principal Interest Payment
2014 $ - $ - $ -
2015 - - -
2016 - - -
2017 - - -
2018 - - -
2019-2023 - - -
Total $ - $ - $ -

NOTE 7 - FUND EQUITY

As described in Note 1 above, equity is classified as net position and
displayed in three components:

1. Net investment in capital assets
2. Restricted
3. Unrestricted

The restricted amounts are described in Note 4 above.

NOTE 8 - CONTINGENCIES

Litigation
The District currently has no pending Titigation.

14



MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

Federally Assisted Programs

In the normal course of operations, the District participates in
various federal or state/loan programs from year to year. The
grant/loan programs are often subject to additional audits by agents
of the granting or Toaning agency, the purpose of which is to ensure
compliance with the specific conditions of the grant or Toan. Any
liability of reimbursement that may arise as a result of these audits
cannot be reasonably determined at this time, although it is believed
the amount, if any, would not be material.

NOTE 9 - RETIREMENT & DEFERRED COMPENSATION PLANS

The District has no retirement or deferred compensation plan. There
are no post-employment benefits provided.

NOTE 10 - RENTER/HOMEOWNER DEPOSIT ESCROW ACCOUNT

The District no 1longer charges customers a deposit fee and the
deposits left in the account are due to be refunded back to customers.
The deposits were refunded in 2007.

NOTE 11 - ESTIMATES

The preparation of financial statements 1in conformity with the
modified cash basis of accounting used by the Districts requires
management to make estimates and assumptions that could affect certain
reported amounts and disclosures (such as estimated useful Tlives in
determining depreciation expense). Accordingly, actual results could
differ from those estimates.

NOTE 12 - SUBSEQUENT EVENTS

The District did not have any subsequent events through the date the
financial statements were issued, for events requiring recording or
disclosure in the financial statements for the year end December 31,
2013.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

To the Board of Directors
McCurtain County Rural Water District #2
McCurtain County, Oklahoma

We were engaged to audit, in accordance with the auditing standards
generally accepted in the United States of America and the standards
applicable to financial audits contained 1in Government Auditing
Standards, issued by the Comptroller General of the United States, and
in accordance with Oklahoma Statutes, the modified cash Dbasis
financial statements of the McCurtain County Rural Water District 2,
as of and for the year ended December 31, 2013, and the related notes
to the financial statements, which were prepared on the modified cash
basis of accounting, which is a comprehensive basis of accounting
other than generally accepted accounting principles, and have issued
our report thereon dated March 12, 2017, which was a disclaimer of
opinion because 1inadequate accounting records precluded us from
performing sufficient audit procedures on the financial statements.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we
considered the McCurtain County Rural Water District #2°s internal
control over financial reporting (internal control) to determine the
audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the
McCurtain County Rural Water District {#2’s internal control.
Accordingly, we do not express an opinion on the effectiveness of
McCurtain County Rural Water District #2°s internal control.

A deficiency in internal control exists when the design or operation
of a control does not allow management or employees, in the normal
course of performing their assigned functions, to prevent, or detect
and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such
that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented, or detected
and corrected on a timely basis. A significant deficiency 1is a
deficiency, or a combination of deficiencies, in internal control that
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is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control was for the 1Tlimited purpose
described in the first paragraph of this section and was not designed
to identify all deficiencies 1in internal control that might be
material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were
not identified. Given these Timitations, during our audit we did not
identify any deficiencies in internal control that we consider to be
material weaknesses. However, material weaknesses may exist that have
not been identified. We did identify certain deficiencies in internal
control described in the accompanying Schedule of Findings that we
consider to be significant deficiencies. Those deficiencies are
listed as Items 13-01 and 13-02.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the McCurtain
County Rural Water District #2’s financial statements are free of
material misstatement, we performed tests of compliance with certain
provisions of Tlaws, regulations, contracts and grant 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 instances of noncompliance that are
required to be reported under Government Auditing Standards, which are
included in the Schedule of Findings at Item 13-03. The results of
our tests disclosed no instances of other matters that are required to
be reported under Government Auditing Standards.

McCurtain County Rural Water District #2’s Response to Findings
McCurtain County Rural Water District #2’s response to the findings
identified in our audit is described in the accompanying Schedule of
Findings. McCurtain County Rural Water District #2’s response was not
subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report 1is solely to describe the scope of our
testing of idinternal control and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report 1is an

17




KERSHAW CPA & ASSOCIATES, PC

5300 WEST OKMULGEE AVENUE 607 NORTH 15T STREET
MUSKOGEE, OKLAHOMA 74401 Ponca CiTy, OKLAHOMA 74601
PHONE (918) 684-1040 WEB: KERSHAWCPA.COM PHONE (580) 762-1040
FAX (918) 684-1041 E-MAIL: RK@KERSHAWCPA.COM FAX (580) 762-1047

integral part of an audit performed in accordance with Government
Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication 1is not suitable for any
other purpose.

flrsboans CPA # fssecinte, FE.

Kershaw CPA & Associates, PC

March 12, 2017
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MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
SCHEDULE OF FINDINGS
DECEMBER 31, 2013

INTERNAL CONTROL FINDINGS:

Item 13-01: Segregation of Duties

Criteria: A good system of internal control requires a proper
segregation of duties to prevent one person from being in a position
to authorize, execute, and record the same transaction.

Condition: Due to the size of the District’s major areas of internal
control, that would be prevalent 1in a Tlarger District, such
segregation of duties 1is not available for this size operation.
Duties are concentrated in the hands of a few individuals, who are
responsible for all phases of the accounting functions. Because of
this Tack of division of responsibility, internal control s
determined to be weak, and in some instances, non-existent.

Cause/Effect: Due to the Timited number of personnel, a breach of
internal controls could occur and not be detected in the normal course
of operations.

Recommendation: The Board should continue to be actively involved in
the operations of the organization.

Response: The Board continues to be actively involved in the
operations

Item 13-02: Capital Asset Recordkeeping

Criteria: Internal control refers to the methods and procedures used
to provide reasonable assurance regarding the achievement of
objectives in the following categories: Safeguarding assets, Ensuring
validity of financial records and reports, Promoting adherence to
policies, procedures, regulations and laws, and Promoting

effectiveness and efficiency of operations. Internal control also
refers to how an entity processes, summarizes and records the
financial transactions. In general terms, internal controls are

simply good business practices.

Condition: The District does not have strong internal controls in
place for ensuring validity of financial records and reports, and 1in
some instances is virtually non-existent.

Cause/Effect: Due to the weak internal control system, only minimal
capital assets records are being maintained.
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MCCURTAIN COUNTY RURAL WATER DISTRICT #2
MCCURTAIN COUNTY, OKLAHOMA
SCHEDULE OF FINDINGS
DECEMBER 31, 2013

Recommendation: Periodic physical inventories required for good
internal control should be conducted.

Response: The District is aware of the problem.

COMPLTIANCE FINDINGS:

Item 13-03: Payroll Reporting and Compliance

Criteria: The District 1is required to withhold one half social
security tax and applicable federal and state income tax from gross
wages and timely remit such funds to the United States Treasury, the
OkTahoma Tax Commission and the OESC. Reporting payroll activity on
IRS forms 941, Oklahoma forms OW-8, OES-3 1is required at various
periods during the year, monthly, quarterly or annually.

Condition: Payroll taxes for the current year were not paid in a
timely manner and were still past due at fiscal yearend.

Cause/Effect: The past due taxes have left the District subject to
additional tax 1liability, penalties, and interest charges by the
taxing agencies.

Recommendation: The District needs to get in compliance with the
federal and state payroll tax requirements.

Response: The District is aware of the problem.

20



