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INDEPENDENT AUDITOR’S REPORT

Honorable Chairman and Board of Directors
Rogers County Rural Water District No. 3
Rogers County, Oklahoma

We have audited the accompanying financial statements of the business-type activities of the Rogers County Rural
Water District No. 3 as of, and for the year ended, October 31, 2016, and the related notes to the financial statements,
which collectively comprise the District’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
accounting principles generally accepted in the United States of America; this includes the design, implementation,
and maintenance of internal 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 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 the 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 involves performing procedures to obtain 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 financial
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 internal 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.

We believe that the audit evidence obtained is sufficient, and appropriate, to provide a basis for our audit opinion.

OPINION

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the statement of net position, statement of revenues, expenses and changes in net position, and
statement of cash flows, which collectively comprise the basic financial statements of the Rogers County Rural
Water District No. 3 as of October 31, 2016, thereof for the year then ended, in accordance with accounting
principles generally accepted in the United States of America.

OTHER MATTERS

Management has not presented the management’s discussion and analysis that governmental accounting principles
generally accepted in the United States of America require 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 financial statements in an appropriate operational, economic, or historical context. Our opinion on
the basic financial statements is not affected by this missing information.



Honorable Chairman and Board of Directors
Rogers County Rural Water District No. 3
Page 2

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated January 27, 2017, on our
consideration of Rogers county Rural Water District No. 3°s internal control over financial reporting, and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements, and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and compliance,
and the results of that testing, and not to provide an opinion on the internal control over financial reporting, or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering Rogers County Rural Water District No. 3’s internal control over financial reporting and compliance.

Sincerely,

Bt mﬁm L

OBER & LITTLEFIELD, CPAS, PLLC
MiAaMI, OKLAHOMA

JANUARY 27,2017



ROGERS COUNTY
RURAL WATER DISTRICT NO. 3
STATEMENT OF NET POSITION
FOR THE YEAR ENDING OCTOBER 31, 2016

Assets
Current assets

Cash and cash equivalents $ 5,086,763
Accounts receivable 630,846
Prepaid insurance 22,535
Inventory 29.585
Total current assets 5,769.729
Non-current assets
Casbh restricted 227,835
Capital assets (net) 19.554,547
Total restricted assets 19,782,382
Total assets 2 2,111
Liabilities and Net Position
Current liabilities
Accounts payable $§ 569,546
Accrued payroll and liabilities 31,423
Notes payable 482,231
Total current liabilities 1.083,200
Long-term liabilities
Long-term notes payable 7,270,177
Total liabilities 8,353,377
Net Position
Investment in capital assets, net of debt 11,802,139
Restricted net position 227,835
Unrestricted net position 5.168.760
Total net position 17.198.734
Total liabilities and net position $25,552,111



ROGERS COUNTY
RURAL WATER DISTRICT NO. 3
STATEMENT OF REVENUES. EXPENSES
AND CHANGES IN NET POSITION
FOR THE YEAR ENDING OCTOBER 31, 2016

Support and Revenue

Water income $5,261,189
Miscellaneous income 125,900
Late fees and penalties 48,142
Sewer income 48,028

Grant income

151,128

Total support and revenue 5,634,387
Expenses

Water purchases 2,176,379
Salaries and benefits 1,001,786
Chemicals 170,256
Operating supplies 208,683
Utilities 177,932
Repairs and maintenance 247,919
Equipment rental 12,165
Office expense 39,138
Vehicle and travel expense 20,829
Insurance 76,458
Professional fees 67,277
Postage 43,625
Bank and trustee fees 17,079
Service charges 8,463
Miscellaneous 13,088
Depreciation/amortization 683,322

Total expenses 4,964,399

Total operating income 669.988

Non-operating revenue (expense)

Interest expense ( 214,033)

Interest income 15,668

Gain on asset disposal 28.430
Total non-operating revenue (__169,935)
Increase (decrease) in net position before capital contribution 500,053

Capital contributions

Membership (tap) sales 380,350

Increase (decrease) in net position 880,403

Net position, beginning of year 16,318,331
Net position, end of year $17,198,734



ROGERS COUNTY
RURAL WATER DISTRICT NO. 3
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDING OCTOBER 31, 2016

Cash flows from operating activities

Receipts from customers and users §$ 5,813,009
Receipts from grantors 249,951
Receipts from interest 15,668
Payments to suppliers (3,036,940)
Payments to employees and related payroll items (1.007,272)
Net cash provided by (used in) operating activities 2,034.416
Cash flows from capital and related financing activities
Purchase of property and equipment (2,229,093)
Cash paid for interest ( 214,033)
Net proceeds from debt issuance/payments 2,304,245
Net cash used in investing activities (__138.881)
Net increase in cash 1,895,535
Cash and cash equivalents, beginning of year 3.419.063
Cash and cash equivalents, end of year $5,314,598
Reconciliation of operating income (loss) to net cash provided
(used in) operating activities:
Change in Net Position § 880.403
Adjustments to reconcile change in Net Position to net cash used
In operating activities:
Depreciation and amortization expense 683,322
Gain on asset disposal ( 28,430)
Change in operating assets/liabilities
Increase in receivables ( 50,600)
Decrease in grant receivable 98,823
Decrease in inventory 44,446
(Increase) in prepaid expenses (3,639
Increase in accounts payable and accrued expenses 196,058
Interest paid for financing 214,033
Net cash provided by (used in) operating activities $2,034416



ROGERS COUNTY RURAL WATER DISTRICT NO. 3
NOTES TO FINANCIAL STATEMENT
OCTOBER 31, 2016

Note 1 — Nature of Organization

The Rogers County Rural Water District No. 3 (the District) is a non-profit governmental organization.
Its purpose is to process and provide for the use and benefit of its members, water processing and
distribution system, including physical facilities necessary for its operations and maintenance. The
District was organized by the Board of County Commissioners of Rogers County, Oklahoma. District
members fall within territorial boundaries within Rogers, Tulsa and Mayes Counties as assigned by the
Board of County Commissioners of Rogers County, Oklahoma.

Note 2 — Summary of Significant Accounting Policies
Basis of Accounting

The District’s fund is an enterprise fund. Enterprise funds are proprietary funds used to account for

business-like activities provided to the general public. The activities are financed primarily by user

charges and the measurement of financial activity focuses on net income measurement similar to the
private sector.

The proprietary funds utilize an “economic resources” measurement focus. The accounting objectives of
this measurement focus are the determination of operating income, changes in net position (or cost
recovery), financial position and cash flows. All assets and liabilities (whether current or noncurrent)
associated with their activities are reported. Proprietary fund equity is classified as net position.

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make certain estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the balance
sheet date, and reported revenues and expenses during the reporting period. Estimates are used to
determine depreciation expense, the allowance for doubtful accounts and certain claims and judgment
liabilities among other amounts. Actual results may differ from those estimates.

The District adopts annual operations and capital budgets. Budgets are adopted on a basis consistent with
accounting principles generally accepted in the United States of America. The current operating budget
details the District’s plans to earn and expend funds for charges incurred for operation, maintenance,
certain interest and general functions, and other charges for the fiscal year. The capital budget details the
plan to receive and expend cash basis capital contribution fees, special assessments, grants, borrowings
and certain revenues for capital projects.

All unexpensed and unencumbered appropriations in the operating budget lapse at the end of the fiscal
year. No appropriation for a capital project in the capital budget lapses until the purpose for which the
appropriation was made has been accomplished or abandoned.

The Board of Directors adopts a budget at the meeting prior to the beginning of the new fiscal year.
Actual revenues and expenditures are monitored and compared with the budget during the year.
Significant variations from budgeted amounts are researched and the board is informed of the results.



Note 2 — Summary of Significant Accounting Policies (Continued)
Cash and Cash Equivalents

Cash and cash equivalents, for purposes of the statement of cash flows, include restricted and unrestricted
cash on hand or on deposit, interest in State Treasurer’s Pool, certificates of deposit, repurchase
agreements and investments with a maturity of three months or less.

Investments are reported at their fair market value. The District is permitted to invest in certificates of
deposit and Untied States general obligations. Banks must guarantee all District funds they hold with
specified securities the bank owns for cumulative amounts exceeding the $250,000 FDIC guarantee.

Restricted Assets

Restricted assets represent cash, investments and receivables maintained in accordance with bond
resolutions, loan agreements, grant awards, and other resolutions and formal actions of the District or by
agreement for the purpose of funding certain debt service payments, depreciation and contingency
activities and improvements and extensions to the water system.

Receivables and Payables

Customer receivables represent service fees earned, but not yet collected. Service billings at the end of
the year are made and the revenues recorded through year end.

Inventories

Inventories consist of construction materials, repair parts and chemicals. Materials and supplies are stated
at cost.

Capital Assets

Property, plant and equipment in service and construction in progress are recorded at cost, if purchased or
constructed. Assets acquired through contributions from developers or other customers are capitalized at
their estimated fair market value, if applicable, or at engineers’ fair market value or cost to construct at
the date of contribution. Internal engineering costs are capitalized to the extent of direct support and
contribution to construct and expansion projects. Costs of studies that directly result in specific
construction projects are capitalized.

Maintenance and repairs, which do not significantly extend the value or life of property, plant and
equipment, are expensed as incurred.

Interest costs are capitalized on the construction of qualified assets, whether or not borrowings exist for
such projects, to the extent of amounts funded by debt or operating results. Interest is not capitalized on
project costs funded by contributed capital, such as grants and gifts. Interest costs of tax-exempt
borrowings are capitalized net of related investment earnings or the proceeds.



Assets are depreciated on the straight-line method. Depreciation is calculated using the following
estimated useful lives:

Note 2 — Summary of Significant Accounting Policies (Continued)

Years
Automatic meters 20
Office equipment 5-10
Vehicles and automotive equipment 5
Buildings and equipment 10-30
Water System prior to 1995 50
Water system 1995 — present 40
Land Not depreciated

Long-Term Obligations
Long-term obligations are reported at face value, net of applicable premiums and discounts.
Revenues and Rate Structure

Revenues from water services are recognized on the accrual basis and as earned. Services are supplied to
customers under a rate structure designed to produce revenues sufficient to provide for operating and
maintenance costs, capital outlay, debt service, reserves and debt service coverage.

Capital Contributions

Contributions are recognized in the Statement of Revenues, Expenses and changes in Net Position when
earned. Contributions include tap fees, capital grants and other supplemental support by federal, state and
local grants in support of system improvements.

Net Position

Net Position comprises the various net earnings from operating and non-operating revenues, expenses and
contributions of capital. Net Position is classified in the following three components: Invested in capital
assets, net of related liabilities; restricted for capital activity and debt service; and unrestricted net
position. Invested in capital assets, net of related debt consists of all capital assets, net of accumulated
depreciation and reduced by outstanding debt that is attributable to acquisition, construction and
improvements of those assets; debt related to unspent proceeds or other restricted cash and investments is
excluded from determination. Restricted for capital activity and debt service consists of net position for
which constraints are placed by external parties, such as lenders, grantors, contributors, laws, regulations,
legislation, including self-imposed legal mandates, less any related liabilities. Unrestricted consists of all
other assets not included in the above categories.



Note 3- Deposits and Investments

Deposits include demand deposits and certificates of deposit in financial institutions. All bank balances
are covered by federal depository insurance or by collateral held by the bank and pledged to the District.

Credit Risk
Category  Category Category
Total 1 2 3
Bank accounts $3,643,272  $3,643,272 -- --
Certificates of deposits 1,655,799 _1.655.799 - =

$5.299.071  $5.299.071

Category | — Investments that are insured by FDIC or collateralized with securities held by the District or
its agent in the District’s name.

Category 2 — Uninsured and unregistered investments for which securities are held by the pledging
financial institution’s trust department or agent but not in the District’s name.

Note 4 — Accounts Receivable

Accounts receivable are composed of unpaid billings for services rendered as of the end of the fiscal year.
After six months of non-payments the right to service is forfeited, the meter is pulled and the balance is
written off. For service to be reconnected to the related property a new membership is required. This
minimizes the loss the District may incur due to nonpayment of service billings.

Nofte 5 — Restricted Assets

The components of the restricted assets at year end were as follows:

RDA Required Equipment Reserve $ 173,699
RDA Debt Service 54.136
$227,835



Note 6 — Capital Assets

Capital asset activity during the year was as follows:

2015 Additions Disposals 2016

Water Distribution System $24,235,003 $ 718,618 $ -~ $24,953,621
Automatic Read Meters 1,513,875 110,000 1,623,875
Office Equipment 44,724 -- -- 44,724
Office Building and Equipment 265,531 -- -- 265,531
Land 200,000 -- -- 200,000
Vehicles and Equipment 159,137 174,673 ( 110,750) 223,060
Construction in Process 223,738 1,492.273 (223.,738) 1.492.273

Total Property Plant and Equipment 26,642,008 2,495,564 (334,488) 28,803,084

Accumulated Depreciation ( 8.661.662) ( 683.322) 96.447  (9.248.537)

Total Capital Assets (Net of
Accumulated depreciation) $17,980,346 51,812,242 $(238,041) $19,554,547

Note 7 — Long Term Debt

The Oklahoma Water Resources Board approved the District’s Series 2008 note in the amount of
$4,500,000. This note requires principal and interest payments on March 15 and September 15 at an
interest rate of 3.46%. Semi-annual payments are wired to the Oklahoma Water Resources Board account
at Banc First. As of October 31, 2016, the balance on this note is $3,215,772.

Principal Interest Total

Year | $ 199,129 §$ 111,057 § 310,186
Year 2 206,175 104,011 310,186
Year 3 213,472 96,714 310,186
Year 4 220,772 89,414 310,186
Year 5 228,839 81,347 310,186
Thereafter 2.147.385 334,104 2.481.489

Total $3215772 § 816,647 $4.032,419

10



Note 7 — Long Term Debt (Continued)

The Rural Water Development Authority, a program of the U.S. Department of Agriculture, approved a
note in the amount of $1,000,000. This note requires principal and interest payments on a monthly basis
and an interest rate of 4.25%. As of October 31, 2016, the balance on this note is $876,694.

Principal Interest Total

Year 1 $ 15,048 $ 37,032 $ 52,080
Year 2 15,702 36,378 52,080
Year 3 16,383 35,697 52,080
Year 4 16,996 35,084 52,080
Year 5 17,832 34,248 52,080
Thereafter 794,733 491,271 1.286.004

Total $876,694 $669,710 $1.546.404

A loan with First Bank of Owasso, up to $4,000,000, drawn as needed for construction. Note will require

monthly principal and interest payments beginning in 2016 at 2.98% of $31,245. As of October 31, 2016,
the balance on this note is $3,659,942.

Principal Interest Total

Year 1 § 268,054 $106,886 $ 374,940
Year 2 276,266 98,674 374,940
Year 3 284,729 90,211 374,940
Year 4 293,452 81,488 374,940
Year 5 302,442 72,498 374,940
Thereafter 2,234,999 232,346  2.467.345

Total $3,659,942 $682,103 $4.342,045

Note 8 — Board of Directors and Officers

Brant Snap Chairman
Milford Harp Vice Chairman
Larry Craigie Secretary
Dr. Bryan Spriggs Treasurer
Larry Mallory
Bob Morton

Brad Shelton
D. M. Sokolosky
Dr. Dirk Thomas

Note 9 — Other Information — Risk Management
The District is exposed to various risks of loss related to torts; theft of, damage and destruction of assets;
errors and omissions; injuries to employees and natural disasters. The District purchases commercial

insurance to cover these risks, including general and auto liability, property damage and public officials’
liability. There were no significant reductions in insurance coverage from the prior year.

11



Note 10 — Subsequent Events Disclosure

Management has evaluated subsequent events though the date of the audit report, which is the date the

financial statements were available to be issued and have determined that no additional information needs
to be added to the financial statements.

12
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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

Honorable Chairman and Board of Directors
Rogers County Rural Water District No. 3
Disney, OK 74340

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 statement of net position, statement of revenues,
expenses and changes in net position, and statement of cash flows, which collectively comprise the basic
financial statements of the Rogers County Rural Water District No. 3, as of October 31, 2016, and have
issued our report thereon dated January 27, 2017.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered Rogers County Rural Water District No. 3’s internal
contro!l over financial reporting to determine the audit procedures that are appropriate in circumstances for
the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of Rogers County Rural Water District No. 3’s internal control. Accordingly,
we do not express an opinion on the effectiveness of Rogers County Rural Water District No. 3’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 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 all deficiencies in internal control that might be material
weaknesses or, significant deficiencies. Given these limitations, 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.

13



Honorable Chairman and Board of Directors
Rogers County Rural Water District No. 3
Page 2

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the Rogers County Rural Water District No. 3’s
financial statements are free of 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.
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.

&bu&v L@tﬂ%ﬂoﬂ YL

OBER & LITTLEFIELD, CPAS, PLLC
MiaMi, OKLAHOMA

January 27, 2017
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