TOWN OF MILL CREEK, OKLAHOMA
Report on Audit of Financial Statements

For the period ending June 30, 2016



TABLE OF CONTENTS

Financial Section

Independent AUAItOr'S REPOI ..........cceeieiiciere et e e re e
Basic Financial Statements
Statement of Net Position - Modified Cash BasiS...........ccoveiriineinienceseeseeesees
Statement of Activities - Modified Cash BaSIS.........cceoverirenineneceeesesesese e
Balance Sheet - Modified Cash Basis - Governmental Funds.............cccoecvneeinccincnnee

Statement of Revenues, Expenditures, and Changesin
Fund Balances - Modified Cash Basis - Governmental FUNdS...........cocevvvvvcvereveennenn,

Statement of Net Position - Modified Cash Basis - Proprietary Funds............cc.ccceue.e.

Statement of Revenues, Expenses and Changesin Fund
Net Position - Modified Cash Basis - Proprietary Funds...........cccooooiiiieiinc e

Statement of Cash Flows - Maodified Cash Basis - Proprietary Funds..........cc.ccccueue...
Notesto Financial SEAtEMENES. .......c.ooieiei et

Required Supplementary | nformation

Independent Auditor's Report on Interna Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Sandards....................

Schedule of Current Findings and RESPONSES .......ccecveevieiiieeieie e se e



Russell & Williams CPAs, PC

Casey J. Russell, C.P.A., M.B.A. 2812 NW 57" St., Ste. 102 Phone: (405) 607-8743
Autumn L. Williams, C.P.A., Esq. Oklahoma City, Oklahoma 73112 Fax:  (405) 607-8744
Member AICPA & OSCPA Email: caseycpa@hotmail.com

Independent Auditor’ s Report

To the Board of Trustees
Town of Mill Creek, Oklahoma

Report on the Financial Statements

We have audited the accompanying modified cash-basis financia statements of the
governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of Town of
Mill Creek, as of and for the year ended June 30, 2016, and the related notes to the financial
statements, which collectively comprise the Town's basic 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 is an acceptable basis for the preparation
of the financial statements in the circumstances. Management is aso responsible for the design,
implementation, and maintenance of interna control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions 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 financia 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financia
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s interna control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

Opinions

In our opinion, the financia statements referred to above present fairly, in al materia respects,
the respective modified cash-basis financial position of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each mgor fund, and the
aggregate remaining fund information of the Town of Mill Creek, as of June 30, 2016, and the
respective changes in modified cash-basis financia position, and, where applicable, cash flows
thereof for the year then ended in conformity with the basis of accounting described in Note 1.

Basis of Accounting

We draw attention to Note 1 of the financia statements that describes the basis of accounting.
The financia 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 opinions are not modified with the respect to this matter.

Other Matters
Required Supplementary Information

Management has omitted the management’s discussion and analysis and budgetary comparison
information that accounting principles generally accepted in the United States of Americarequire
to be presented to supplement the basic financial statements. Such missing information, although
not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the
basic financia statements in an appropriate operational, economic, or historical context. Our
opinion on the basic financia statementsis not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 27, 2016, on our consideration of the Town of Mill Creek’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 financia reporting and compliance and the results of
that testing, and not to provide an opinion on interna control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Town of Mill Creek’s internal control over financia reporting
and compliance.

Reasstd ~+ LOlliany P, PC

Oklahoma City, Oklahoma
December 27, 2016
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Town of Mill Creek, Oklahoma
Statement of Net Assets - Modified Cash Basis

ASSETS
Current assets:
Cash in bank - unrestricted
Cash in bank - restricted
Total current assets
Noncurrent assets:
Net capital assets
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities:
Meter deposits
Current portion long term debt
Total current liabilities
Noncurrent liabilities:
Loans payable
Total noncurrent liabilities
Total liahilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted
Unrestricted
Tota net assets
Total liabilities and net assets

The accompanying notes are an integral part of these financia statements

June 30, 2016

Governmental  Business-Type
Activities Activities Total

96,562.21 137,154.03 233,716.24
70,689.34 80,900.41 151,589.75
167,251.55 218,054.44 385,305.99
- 1,530,982.67 1,530,982.67
- 1,530,982.67 1,530,982.67
$ 167,251.55 $1,749,037.11 $ 1,916,288.66
- 11,141.78 11,141.78
- 26,913.77 26,913.77
- 38,055.55 38,055.55
- 91,026.46 91,026.46
- 91,026.46 91,026.46
- 129,082.01 129,082.01
- 1,413,042.44 1,413,042.44
70,689.34 80,900.41 151,589.75
96,562.21 126,012.25 222,574.46
167,251.55 1,619,955.10 1,787,206.65
$ 167,251.55 $1,749,037.11 $ 1,916,288.66
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Functions/Programs
Primary government
Governmental activities:
General government
Fire department
Street & Alley
Total governmental activities

Business-type activities
Water department
Sewer department
Garbage department

Total business-type activities

Total primary government

Town of Mill Creek, Oklahoma
Statement of Activities - Modified Cash Basis
For the Year Ending June 30, 2016

Net (Expense) Revenue and
Changesin Net Assets

Program Revenues Primary Government
Chargesfor Grants Governmental Business-Type
Expenses Services and Contributions Activities Activities Total
94,263.18 20,263.49 - (73,999.69) - (73,999.69)
10,697.69 - 15,527.00 4,829.31 - 4,829.31
- - 3,057.22 3,057.22 - 3,057.22
104,960.87 20,263.49 18,584.22 (66,113.16) - (66,113.16)
107,596.39 62,186.65 364,898.00 - 319,488.26 319,488.26
65,946.18 13,519.20 - - (52,426.98) (52,426.98)
24,535.78 39,398.05 - - 14,862.27 14,862.27
198,078.35 115,103.90 364,898.00 - 281,923.55 281,923.55
$ 30303922 $ 13536739 $ 38348222 $ (66,113.16) $  281,923.55 $ 215,810.39
General revenues:
Taxes:
Salestaxes 149,077.02 - 149,077.02
Other taxes 77,469.59 - 77,469.59
Interest income 43.24 22.02 65.26
Transfersin/out (132,210.43) 132,210.43 -
Total general revenues 94,379.42 132,232.45 226,611.87
Changein net assets 28,266.26 414,156.00 442,422.26
Net assets - beginning 138,985.29 1,205,799.10 1,344,784.39
Net assets - ending $ 16725155 $ 1619955.10 $ 1,787,206.65

The accompanying notes are an integral part of these financial statements
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Town of Mill Creek, Oklahoma
Balance Sheet

Governmental Funds - M odified Cash Basis

June 30, 2016

ASSETS
Cash in bank
Cash in bank - Restricted
Total assets

LIABILITIESAND FUND BALANCES
Liabilities:
Current Portion of Capital Lease

Fund Balances:
Unassigned
Tota net assets
Total liabilities and net assets

Reconciliation of Total Governmental Fund Balance
to Net Assets of Governmental Activities
June 30, 2016

Total Governmental Fund Balances

Amounts reported for governmental activitiesin the
statement of net assets are different because:

Capital assets used in governmental activitiesare
not financial resources and therefore are not

Long-term liabilities are not due and payable in the
current period and therefore are note reported in funds:

Capital lease obligations

Net Assets of Governmental Activities

Totd

General Governmenta

Fund Funds
96,562.21 96,562.21
70,689.34 70,689.34
167,251.55 $ 167,251.55
167,251.55 167,251.55
167,251.55 167,251.55
167,251.55 $ 167,251.55
$ 167,251.55
$ 167,251.55

The accompanying notes are an integral part of these financia statements
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Town of Mill Creek, Oklahoma
Statement of Revenues, Expenditures and Changesin Fund Balances

Governmental Funds - M odified Cash Basis
For the Year Ended June 30, 2016

Total
General Governmental
Fund Funds
Revenues:
Taxes 245,130.83 245,130.83
Chargesfor Servcies 20,263.49 20,263.49
Interest 43.24 43.24
Tota revenues 265,437.56 265,437.56
Expenditures:
General government 94,263.18 94,263.18
Fire Department 10,697.69 10,697.69
Total expenditures 104,960.87 104,960.87
Excess revenues over (under) expenditures 160,476.69 160,476.69
Transfers In (Out) (132,210.43) (132,210.43)
Excess revenues over (under)
expenditures after Transfers 28,266.26 28,266.26
Fund balances at beginning of year 138,985.29 138,985.29
Fund balances at end of year $ 16725155 $ 167,251.55
Reconciliation of Statement of Revenues, Expenditures and Changesin Fund
Balances of Governmnetal Funds to the Statement of Activities for the
Year Ended June 30, 2016
Net change in fund balances-total government funds $ 28,266.26
Purchase of fixed assets recorded as an expense in
the fund financial statements but recorded as an
addition to fixed assets in the government wide
Capital financing payments recorded as an expensein the
fund financial statements but not recorded in the
Depreciation expense recorded in the government
wide financial statements but not recorded in the
individual fund financial statements -
Change in net assets of governmental activities $ 28,266.26

The accompanying notes are an integral part of these financia statements
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Town of Mill Creek, Oklahoma
Statement of Net Assets- Modified Cash Basis

Proprietary Funds
June 30, 2016

ASSETS
Current assets:
Cash in bank - unrestricted
Cash in bank - restricted
Total current assets
Noncurrent assets:
Net capital assets
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities:
Meter deposits
Current portion long term debt
Total current liabilities
Noncurrent liabilities:
Notes Payable
Total noncurrent liabilities
Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted
Unrestricted
Tota net assets

Totd liabilities and net assets

137,154.03

80,900.41

218,054.44

1,530,982.67

1,530,982.67

$1,749,037.11

11,141.78

26,913.77

38,055.55

91,026.46

91,026.46

129,082.01

1,413,042.44
80,900.41
126,012.25

1,619,955.10

The accompanying notes are an integral part of these financia statements
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Town of Mill Creek, Oklahoma

Statement of Revenues Over Expendituresand Changesin Net Assets

Modified Cash Basis- Proprietary Fund Types
For the Year Ended June 30, 2016

Operating Revenues:
Water sales
Sewer fees
Garbage fees
Total operating revenues

Operating Expenses:
Water department
Sewer department
Garbage department
Total operating expenses

Operating income (l0ss)

Non-operating revenues (expenses):
Transfers In (Out)
Grants
Interest income
Net non-operating revenues (expenses)

Changein net assets
Net assets at beginning of year
Net assets at end of year

The accompanying notes are an integral part of these financia statements
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$ 62,186.65
13,519.20

39,398.05

115,103.90

107,596.39
65,946.18
24,535.78

198,078.35

(82,974.45)

132,210.43
364,898.00
22.02

497,130.45

414,156.00

1,205,799.10
$ 1,619,955.10



Town of Mill Creek, Oklahoma
Statement of Cash Flows - Proprietary Fund
Modified Cash Basis
For the Year Ending June 30, 2016

Cash flows from operating activities

Cash received from customers $  480,001.90
Cash paid to employees (39,855.19)
Cash paid to suppliers (78,377.54)
Net cash provided by operating activities 361,769.17
Cash flows from investing activities
Purchases of Fixed Assets (378,781.00)
Interest income 22.02
Net cash provided by investing activities (378,758.98)
Cash flows from noncapital financing activities
Operating Transfersin (out) 132,210.43
Net cash provided by noncapital financing activities 132,210.43
Cash flows from capital and related financing activities
Increase (decrease) in meter deposit liability 775.00
Principal paid on capital debt (18,343.28)
Net cash provided (used) for capital and related financing activities (17,568.28)
Net increase (decrease) in cash and cash equivalents 97,652.34
Cash and cash equivalents at beginning of year 120,402.10
Cash and cash equivalents at end of year $ 218,054.44

Reconciliation of operating income (l0ss) to net cash provided
(used) by operating activities:
Operating income (loss) 281,923.55
Adjustments to reconcile change in net assets to net cash provided
by operating activities
Depreciation expense 79,845.62
Net cash provided (used) by operating activities $ 361,769.17

Reconciliation of Cash and Cash Equivalents

Cash - Unrestricted $ 137,154.03
Cash - Restricted 80,900.41
Total $ 218,054.44

The accompanying notes are an integral part of these financia statements
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TOWN OF MILL CREEK, OKLAHOMA
NOTESTO FINANCIAL STATEMENTS
June 30, 2016

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 financia statements generally meet the
presentation and disclosure requirements applicable to GAAP, in substance, but are limited to the
elements presented in the financial statements and the constraints of the measurement and
recognition criteria of the modified cash basis of accounting.

1.A. FINANCIAL REPORTING ENTITY

The Town of Mill Creek, Oklahoma is a statutory Town Government under Oklahoma Statutes.
The Town provides the following services: public safety, streets and highways, sanitation, public
improvements, utilities and general administrative services.

The criteria used to determine which accounting entities, agencies, commissions, boards and
authorities are part of the Town's operations include how the budget is adopted, whether debt is
secured by general obligation of the Town, the Town's duty to cover any deficits that may occur,
and supervision over the accounting functions. Any separate accounting entities would be
considered component units. There are no agencies, organizations or activities meeting any of
the above criteria that are excluded from the Town's reporting entity. As of June 30, 2016, the
Town had one component units, the Mill Creek Public Works Authority.

1.B. BASISOF PRESENTATION

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Statement of Net Position and Statement of Activities display information about the
reporting government as a whole within the limitations of the modified cash basis of accounting.
They include al funds of the reporting entity except for fiduciary funds. The statements
distinguish between governmenta and business-type activities.

Governmental activities generally are financed through taxes, intergovernmental revenues, and
other nonexchange revenues. Business-type activities are financed, in whole or part, by fees
charged to external parties for goods or services.

FUND FINANCIAL STATEMENTS

Fund financial statements of the reporting entity are organized into funds, each of which is
considered to be a separate accounting entity. Each fund is accounted for by providing a
separate set of self-balancing accounts that constitutes its assets, deferred outflows,
liabilities, deferred inflows, net position or fund balance, revenues, and expenditures or
expenses. The Town's funds are organized into two major categories. governmental and pro-
prietary. The Town presently has no fiduciary funds. An emphasis is placed on major funds
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within the governmental and proprietary categories. A fund is considered major if it is the
primary operating fund of the Town or meets the following criteria:

Total assets, deferred outflows, liabilities, deferred inflows, revenues, or expenditures or
expenses of that individual governmental or enterprise fund are at least 10 percent of the
corresponding total for al funds of that category or type.

Total assets, deferred outflows, liabilities, deferred inflows, revenues, or expenditures or
expenses of the individual governmental fund or enterprise fund are at least 5 percent of the
corresponding total for al governmenta and enterprise funds combined.

The funds of the financial reporting entity are described subsequently:

Gover nmental Funds

General Fund

The Genera Fund is the primary operating fund of the Town and always classified as a magjor
fund. It is used to account for all financia resources not accounted for and reported in another
fund.

Proprietary Funds

Enterprise Fund

Enterprise funds are used to account for business-like activities provided to the genera public.
These activities are financed primarily by user charges, and the measurement of financial activity
focuses on net income measurement similar to the private sector. The reporting entity includes
the following enterprise fund that is reported as a major fund: Mill Creek PWA.

1.C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING
Measurement focus is a term used to describe what transactions or events are recorded
within the various financial statements. Basis of accounting refers to when and how trans-

actions or events are recorded, regardless of the measurement focus applied.

MEASUREMENT FOCUS

In the government-wide Statement of Net Position and Statement of Activities, both
governmental and business-like activities are presented using the economic resources
measurement focus, within the limitations of the modified cash basis of accounting, as
subsequently defined in item (b).

In the fund financial statements, the current financial resources measurement focus or the
economic resources measurement focus, as applied to the modified cash basis of accounting, is
used as appropriate:

All governmental funds utilize a current financial resources measurement focus within the
limitations of the modified cash basis of accounting. Only current financial assets and
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liabilities are generally included on their balance sheets. Their operating statements present
sources and uses of available spendable financial resources during a given period. These
funds use fund balance as their measure of available spendable financial resources at the
end of the period.

The proprietary fund utilizes an economic resources measurement focus within the limitations 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 financia
position, and cash flows. All assets, deferred outflows, liabilities, and deferred inflows (whether
current or noncurrent or financial or nonfinancial) associated with their activities are generally
reported within the limitations 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 or balance sheets cash transactions or events that provide a benefit or result in an
obligation that covers a period greater than the period in which the cash transaction or
event occurred. Such reported balances include investments, interfund receivables and
payables, capital assets and related depreciation, and short-term and long-term liabilities 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 for billed or provided
services not yet collected and other accrued revenue and receivables) and certain liabilities
and their related expenses or expenditures (such as accounts payable and expenses for
goods or services received but not yet paid and other accrued expenses and liabilities) are
not recorded in these financial statements. In 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 liabilities does not involve
adjustment to fair value.

If the Town utilized the basis of accounting recognized as generally accepted in the United
States, the fund financial statements for governmental funds would use the modified accrual
basis of accounting, and the fund financia statements for proprietary fund types would use the
accrual basis of accounting. All government-wide financial statements would be presented on the
accrual basis of accounting.

1.D. FINANCIAL POSITION

CASH AND CASH EQUIVALENTS

For the purpose of financial reporting, cash and cash equivalents includes all demand and
savings accounts and certificates of deposit or short-term investments with an original
maturity of three months or less. Trust account investments in open-ended mutual fund
shares are also considered cash equivalents.
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INVESTMENTS

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

CAPITAL ASSETS

The Town's modified cash basis of accounting reports capital assets resulting from cash
transactions or events and reports depreciation, when appropriate. The accounting treatment over
property, plant, and equipment (capital assets) depends on whether the assets are used in
governmental fund operations or proprietary fund and similar discretely presented component
unit operations and whether they are reported in the government-wide or fund financial
statements.

Government-Wide Statements

In the government-wide financial statements, capital assets arising from cash transactions or
events are accounted for as assets in the Statement of Net Position. All capital assets are valued
at historical cost or estimated historical cost if actual is unavailable.

Depreciation of all exhaustible capital assets arising from cash transactions or events is recorded
as an allocated expense in the Statement of Activities, with accumulated depreciation reflected in
the Statement of Net Position. Depreciation is provided over the assets estimated useful lives
using the straight-line method of depreciation. A capitalization threshold of $500 is used to
report capital assets. The range of estimated useful lives by type of asset is asfollows:

Buildings 40-50 years
Improvements other than buildings 10-25 years
Machinery, furniture, and equipment 3-20 years

Utility property and improvements 10-50 years
Infrastructure 25-50 years

Fund Financial Statements

In the fund financial statements, capital assets arising from cash transactions or events acquired
for use in governmental fund operations are accounted for as capital outlay expenditures of the
governmental fund upon acquisition. Capital assets acquired for use in proprietary fund
operations are accounted for the same as in the government-wide statements.

LONG-TERM DEBT

All long-term bonds, notes, and other debt arising from cash transactions or events to be repaid
from governmental and business-type resources are reported as liabilities in the government-
wide statements.

Long-term debt arising from cash transactions or events of governmental funds is not reported as

liabilities in the fund financial statements. The debt proceeds are reported as other financing
sources, and payment of principal and interest is reported as expenditures. The accounting for
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proprietary funds is the same in the fund financial statements as the treatment in the government-
wide statements.

NET POSITION/FUND BALANCE CLASSIFICATIONS

Government-Wide Statements

Net Position is classified and displayed in three components:

Net investment in 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.

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
external groups, such as creditors, grantors, contributors, or laws and regulations of other
governments, or law through constitutional provisions or enabling legislation.

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 in capital assets
or the restricted component of net position.

It is the Town's policy to first use 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.

Fund Financial Statements

Governmental Funds

The difference among assets, deferred outflows, liabilities, and deferred inflows of gov-
ernmental funds is reported as fund balance and classified as nonspendable, restricted,
committed, assigned, and unassigned based on the respective level of constraint. These
constraints are defined as follows:

Nonspendable. Amounts that cannot be spent because they either are not in spendable
form or arelegally or contractually required to be maintained intact.

Restricted. Amounts constrained regarding use from restrictions externally imposed by
creditors, grantors, contributors, or laws or regulations of other governments or by
restrictions imposed by law through constitutional provisions or enabling legislation.

Committed. Amounts constrained regarding use for specific purposes pursuant to re-
quirements imposed by forma action of the Town's highest level of decision-making
authority. (In the case of the Town of Example, commitments are evidenced by adoption
of an ordinance by the Town Council.)
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Assigned. Amounts constrained by the Town's intent to be used for specific
purposes but that are neither restricted nor committed. (In the case of the Town of
Example, assignments are evidenced either by resolution of the Town Council or by
the Town Manager in written form as approved by vote of the Town Council
pursuant to Town policy.)

Unassigned. The residual classification of the General Fund for spendable
amounts that have not been restricted, committed, or assigned to specific purposes.

It is the Town's policy to first use restricted fund balances prior to the use of unrestricted
fund balances when an expenditure is incurred for purposes for which both restricted and
unrestricted fund balances are available. It is also Town policy to use committed fund bal-
ances before assigned fund balances and assigned fund balances before unassigned amounts
when an expenditure is incurred for purposes for which amounts in those classifications are
available to be used.

The Town has no formal minimum fund balance policies or any forma stabilization ar-
rangementsin place.

Proprietary Funds

The difference among assets, deferred outflows, liabilities, and deferred inflows of proprietary
funds is reported as net position and classified in the same manner as the government-wide
financial statements, as previously described.

1.E. REVENUES, EXPENDITURES, AND EXPENSES

PROGRAM REVENUES

In the Statement of Activities, modified cash-basis revenues that are derived directly from each
activity or from parties outside the Town's taxpayers are reported as program revenues. The
Town has the following program revenues in each activity: General Government, Streets, and
Public Works.

All other governmental revenues are reported as general revenues. All taxes are classified as
general revenue even if restricted for a specific purpose.

OPERATING REVENUE AND EXPENSES

Operating revenues and expenses for proprietary funds and the similar discretely presented
component unit result from providing services and producing and delivering goods or services.
They adso include al revenues and expenses not related to capital and related financing,
noncapital financing, or investing activities.

GASB 34 IMPLEMENTATION

The Town has implemented the new financia reporting model, as required by the provisions of
GASB Statement No. 34, Basic Financial Statements—and Management’s Discussion and
Analysis—for State and Local Governments, as of June 30, 2004.
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1.G. USE OF ESTIMATES

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

NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

By its nature as alocal government unit, the Town and its component units are subject to various
federa, state, and local laws and contractual regulations. The following instances of
noncompliance are considered material to the financial statements.

NOTE 3. DEPOSITSWITH FINANCIAL INSTITUTIONS

Deposits and investments made by the Town are summarized below. The deposits are classified
asto credit risk within the following three categories:

Category 1  Insured or collateralized, with securities held by the Town or its
agent in the Town's name.

Category 2  Collateralized with securities held by the pledging financial
ingtitution’ s trust department or agent in the Town's name.

Category 3  Uncollateralized (This includes any bank baance that is
collateralized with securities held by the pledging financia
ingtitution or by its trust department or agent, but not in the Town's
name.)

For the year ending June 30, 2016, the Town and its component unit had category one deposits
up to the FDIC insurance limits. The remaining account balances for the Town and its
component units were category three.

A. Restricted Assets

The Mill Creek Public Works Authority note payable to Rural Development includes restricted
cash and investments for a debt service reserve to be used for payment of principal and interest
provided sufficient funds are not available to make debt service payments in a timely manner.
Additionally, cash and investments held for refund to customers for water deposits are included
as restricted assets. As of June 30, 2016 cash restricted for various purposes was $80,900 of
which $12,876 was customer deposits.

B. Deposits subject to refund

Utility customers are required to make a meter deposit, which is refunded upon the customer's
termination of services, provided there are no outstanding bills. Monies are deposited in separate
accounts, and a liability has been recorded to represent the amount of deposits due to customers.
As of June 30, 2016, cash and investments included $12,876 available for refund of customer
deposits, while the liability to customers was $11,142.
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NOTE 4. CAPITAL ASSETSAND DEPRECIATION

Capital asset balances and activities for the year ended June 30, 2016 were as follows:

Beginning Ending
Balance Increases Decreases Balance
Business-type activities

Building and Land 9,120 - - 9,120
Improvements 17,542 - - 17,542
Equipment 110,270 9,493 - 119,763
Water and Sewer System 1,791,814 364,898 - 2,156,712
Tota capital assets 1,928,746 374,391 - 2,303,137
Accumulated Depreciation (692,309) (79,846) - (772,155)
Net Assets $ 1,236,437 $ 1,530,982

NOTE 5. NOTESPAYABLE
As of June 30, 2016, the Mill Creek Public Works Authority had eight notes outstanding.

Thefirst obligation has an outstanding balance of $30,511 as of June 30, 2016. The loan is due to mature
in 2026 and carries an interest rate of 6.375%. The note requires monthly payments of $351 and is
collateralized by water and sewer revenues. Principal and interest paid on this obligation for the year
ending June 30, 2016 was $2,190 and $2,022 respectively. Principa required to amortize this note till
maturity is asfollows:

Principal Interest

2016/2017 2,334 1,878 Balance, Beginning of Year $ 32,701
2017/2018 2,488 1,724 Prinicpa Paid (2,190)
2018/2019 2,651 1,561 Balance, End of Year $ 30511
2019/2020 2,825 1,387
2020/2021 3,010 1,202
2021/2026 17,203 3,857

Total $ 30511 $ 11,608

The second obligation has an outstanding balance of $3,691 as of June 30, 2016. The loan is due to
mature in January 2019 and carries an interest rate of 5.00%. The note requires monthly payments of
$163 and is collateralized by water and sewer revenues. Principa and interest paid on this obligation for
the year ending June 30, 2016 was $1,723 and $232 respectively. Principa required to amortize this note
till maturity is asfollows:

Principal Interest

2016/2017 1,812 143 Balance, Beginning of Y ear $ 5,414
2017/2018 1,879 40 Principal Paid during year (1,723)
Totd $ 3691 $ 183 Balance, End of Year $ 3,691

The third obligation has an outstanding balance of $8,473 as of June 30, 2016. The loan is due to mature
in January 2018 and carries an interest rate of 5.00%. The note requires monthly payments of $319 and is
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collateralized by water and sewer revenues. Principal and interest paid on this obligation for the year
ending June 30, 2016 was $3,313 and $515 respectively. Principa required to amortize this note till
maturity is as follows:

Principal Interest

2015/2016 3,314 514 Balance, Beginning of Y ear $ 14,939

2016/2017 3,484 344  Principa Paid during year (3,153)

2017/2018 3,662 166 Balance, End of Year $ 11,786

2018/2019 1,326 14 -
Tota $ 11,786 $ 1,038

The fourth obligation has an outstanding balance of $25,983 as of June 30, 2016. The loan is due to
mature in 2021 and carries an interest rate of 0%. Principa paid on this obligation for the year ending
June 30, 2016 was $6,250. Principal required to amortize this note till maturity is as follows:

Principal Interest

2016/2017 6,250 - Balance, Beginning of Y ear $ 31,192
2017/2018 6,250 - Principal Paid during year (5,209)
2018/2019 6,250 - Balance, End of Y ear $ 25983
2019/2020 7,233 -

Total $ 25983 $ -

Thefifth obligation has an outstanding balance of $2,173 as of June 30, 2016. The loan is due to mature
in 2022 and carries an interest rate of 6%. The loan requires monthly payments of $38. Principal and
interest paid on this obligation for the year ending June 30, 2016 was $315 and $141 respectively.
Principal required to amortize this note till maturity is as follows:

Principal  Interest

2016/2017 335 121 Baance, Beginning of Year $ 2,488
2017/2018 355 101 Principa Paid during Y ear (315)
2018/2019 377 79 Balance, End of Year $ 2173
2019/2020 401 55
2020/2022 705 37

Total $ 2173 $ 393

The sixth obligation has an outstanding balance of $6,204 as of June 30, 2016. The loan is due to mature
in September 2022 and carries an interest rate of 6%. The note requires monthly payments of $112.
Principal and interest paid on this obligation for the year ending June 30, 2016. Principal and interest paid
on this obligation for the year ending June 30, 2016 was $941 and $403 respectively. Principa required
to amortize this note till maturity is asfollows:

Principal Interest
2016/2017 999 345 Balance, Beginning of Year $ 7,145
2017/2018 1,061 283 Principal Paid During Year (941)
2018/2019 1,126 218 Baance, End of Year $ 6,204
2019/2020 1,195 149
2020/2022 1,823 81

Total $ 6,204 $ 1,076
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The seventh obligation has an outstanding balance of $9,056 as of June 30, 2016. The loan is due to
mature in May 2019 and carries an interest rate of 1.9%. The note requires monthly payments of $266.
Principal and interest paid on this obligation for the year ending June 30, 2016. Principal and interest paid
on this obligation for the year ending June 30, 2016 was $2,992 and $203 respectively. Principal required
to amortize this note till maturity isasfollows:

Principal Interest
2016/2017 3,049 146 Balance, Beginning of Year $ 12,048
2017/2018 3,107 87 Principal Paid During Y ear (2,992)
2018/2019 2,899 29 Balance, End of Year $ 9,056

Total $ 9,056 $ 262

The eight obligation has an outstanding balance of $31,850 as of June 30, 2016. The loan is due to mature
in December 2019 and carries an interest rate of 4%. The note requires monthly payments of $814.
Principal and interest paid on this obligation for the year ending June 30, 2014. Principal and interest paid
on this obligation for the year ending June 30, 2016 was $8,312 and $1,455 respectively. Principa
required to amortize this note till maturity is asfollows:

Principal Interest
2016/2017 8,650 1,117 Balance, Beginning of Year $ 40,162
2017/2018 9,003 764 Principal Paid During Y ear (8,312
2018/2019 9,370 397 Baance, End of Year $ 31,850
2019/2020 4,827 57

Total $ 31,850 $ 2,335

NOTE 6. RISK MANAGEMENT

The Town is exposed to various risks of 1oss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; and natural disasters. The Town has insurance for the major
risks such as property and general liability, workers compensation, and unemployment.
Commercial insurance is used to cover genera liability claims and the risk of loss to Town
buildings and mobile equipment. Judgments against the Town may be paid by a property tax
assessment over athree-year period.

NOTE 8. SUBSEQUENT EVENTS

Subsequent events have been evaluated through December 27, 2016, which is the date the
financial statements were issued.
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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 Trustees
Town of Mill Creek

We have audited, in accordance with the 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, the accompanying modified cash basis financial
statements of the governmental activities, the business-type activities, the aggregate discretely presented
component units, each maor fund, and the aggregate remaining fund information of Town of Mill
Creek, as of and for the year ended June 30, 2016, and the related notes to the financial statements,
which collectively comprise Town of Mill Creek’s basic financial statements, and have issued our report
thereon dated December 27, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financia statements, we considered Town of Mill Creek’s
internal control over financia reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financia statements,
but not for the purpose of expressing an opinion on the effectiveness of Town of Mill Creek’s interna
control. Accordingly, we do not express an opinion on the effectiveness of Town of Mill Creek’'s
internal control.

A deficiency in internal control exists when the design or operation of a control does not alow
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 a
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 is a deficiency, or a combination of deficiencies, in internal control
that 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 limited purpose described in the first paragraph of this
section and was not designed to identify al deficiencies in internal control that might be materia
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. Given these limitations, during our audit we did not identify any
deficiencies in interna control that we consider to be material weaknesses. We did identify certain
deficienciesin internal control, described in the accompanying schedule of findings and questioned costs
that we consider to be significant deficiencies. See item 2016-1
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Town of Mill Creek’s financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of laws,
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 no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Town of Mill Creek’s Response to Findings

Town of Mill Creek’s response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. Town of Mill Creek’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 is solely to describe the scope of our testing of internal 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 is an integral part of an audit performed in

accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Reasstd ~+ LOlliany P, PC

Oklahoma City, Oklahoma
December 27, 2016
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Town of Mill Creek, Oklahoma

Schedule of Findings and Questioned Costs

June 30, 2016

SCHEDULE OF FINDINGS AND RECOMMENDATIONS

Current Year Findings

2016-1 Segregation of Duties (Repeat Finding)

CONDITION: All accounting functions are performed by the same person.
CRITERIA: Proper internal control mandates segregation of duties for significant accounting functions.

CAUSE OF THE CONDITION: The Authority issmall and has limited resources to use for the additional
personnel necessary to the proper segregation of duties.

EFFECT OF THE CONDITION: The Authority’ s accounting records are vulnerable to misstatement and
possible theft.

RECOMMENDATION: The Board of Trustees provide as much supervision of the expenditure process
aspossible. The Authority should also consider a policy of not accepting cash payments for utility billing
payments. But to only accept checks, money orders and or cashiers checks.

MANAGEMENT RESPONSE: Management will consider the suggestion.
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