BECKHAM COUNTY RURAL WATER DISTRICT
NO.3
ELK CITY, OKLAHOMA
FINANCIAL STATEMENTS
AND
INDEPENDENT AUDITOR’S REPORTS
YEARS ENDED DECEMBER 31, 2018 AND 2017



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3

ELK CITY, OKLAHOMA
DECEMBER 31, 2018
TABLE OF CONTENTS

Board of Directors
Independent Auditor’s Report
Financial Statements

Statement Of Net POSIHON .....cveueiriiieeiieenteeteeceese e Schedule 1-00

Statement of Revenues, Expenses and Changes in Net Position.................... Schedule 2-00

Statement of Cash FIOWS ....cooeverceiniiieeirrierer e Schedule 3-00
Notes to Financial Statements

SUPPORTING SCHEDULES

Schedule of Insurance Coverage and Prepaid Premiums
Report on Internal Control and on Compliance

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

Control Deficiencies



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3

ELK CITY, OKLAHOMA
BOARD OF DIRECTORS
December 31, 2018

BOARD OF DIRECTORS
ChaiIman.......coeeieeeeeieeeieceereeereeeeeee e Ronald Whittenberg
Vice Chairman ........c.ceeeeeeieeecrereceeeeeeereeere s saens Wendell Dunn
Secrétary .................................................................... Gilbert Hutson
TTEASULET ...eevreriereereienre sttt eetessebeeveete e s rennes Bobby Elliott
MEMDET ....cveitrerieieeieeee et et e e Monte Carlson
MEMDET ...ceveetieeecteececeee ettt e Jimmy Taylor
MEMDET ..ottt Kyle Merrick

MANAGER

Doug Wallin



BRITTON, KUYKENDALL, & MILLER
CERTIFIED PUBLIC ACCOUNTANTS

JAMES M. KUYKENDALL : 204 E. FRANKLIN - P.O. BOX 507
RICK D. MILLER ' i : WEATHERFORD, OK 73096 -
580-772-3596

FAX 580-772-3085

INDEPENDENT AUDITOR’S REPORT

To the Honorable Board of Directors
+ Beckham County Rural Water District No. 3
- Elk City, Oklahoma

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities and the
aggregate remaining fund information of Beckham County Rural Water District No. 3, Elk City,
Oklahoma, as of and for the years ended December 31, 2018 and 2017, 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 opinions on these financial statements based on our audits. We
. conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audits 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 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.
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We believe that the audit ev1dence we have obtained is sufﬁment and appropnate to provide a
basis for our audit opinions. :

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the business-type activities, and the aggregate remaining fund
information of Beckham County Rural Water District No. 3, Elk City, Oklahoma, as of
December 31, 2018 and 2017, and the respective changes in financial position and cash flows,
thereof for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Other Matters
Required Supplemem‘aiy Information

Management has omltted the management’s discussion and analysis and budgetary companson' '
information that 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 Accoun’ung
Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial staterments in an appropnate operational, economic, or historical context. Our
opinion on the baslc financial statements is not affected by this missing information.

Other Information

Our audits were conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Beckham County Rural Water District No. 3, Elk City, Oklahoma’s
basic financial statements. The other information such as the introductory section and the
accompanying Schedule of Insurance Coverage and Prepaid Premiums as listed in the table of
contents are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The Schedule of Insurance Coverage and Prepaid Premiums as listed in the accompanying table
of contents is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the Schedule of Insurance Coverage and Prepaid Premiums as listed in
the accompanying table of contents is fairly stated, in all material respects, in relation to the basic
financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 6,
2019, on our consideration of Beckham County Rural Water District No. 3, Elk City,
Oklahoma’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 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 Beckham County
Rural Water District No. 3, Elk City, Oklahoma’s internal control over financial reporting and
compliance. : : ' . o

BRITTON, KUYKENDALL & MILLER
Certified Public Accountants

Weatherford, Oklahoma
May 6, 2019
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Schedule 1-00

BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
STATEMENT OF NET POSITION
As of December 31, 2018 and 2017

ASSETS

Current Assets

Cash on Hand
Cash in Bank - Note 1

Cash in Bank - Reserve Fund (Restricted Asset)
Cash in Bank - Reserve Fund 2 (Restncted Asset)

Certificates of Deposit

Total Cash and Cash Equivalents
Accounts Receivable - Note 1
Inventory
Prepaid Insurance

TOTAL CURRENT ASSETS

Fixed Asséts - Note 1

Land

Easements

Water Rights

Buildings

Office Furniture
Equipment and Tools
Transportation Equipment
Lines and Storage

Total Fixed Assets
Less: Accumulated Depreciation

Total Fixed Assets - Net of Depreciation

TOTAL ASSETS

See accompanying notes to financial statements.

12-31-18 12-31-17
$ 400.00 $ 400.00
380,186.43 405,218.84
78,768.00 78,768.00
21,815.10 19,322.70
686,308.65 572,729.83

1,167,478.18 1,076,439.37

31,649.41 29,913.96
27,361.28 22,448.22
9,632.73 10,079.16

1,236,021.60 1,138,880.71

17,500.00 17,500.00
3,000.00 3,000.00
17,000.00 17,000.00
162,534.66 140,214.85
30,045.74 30,045.74
88,861.74 88,861.74
54,059.00 54,059.00

4,388,849.32 4,388,849.32

4,761,850.46 4,739,530.75
(2,737,444.49)  (2,615,653.49)

2,024,405.97 2,123,877.26

$ 3,260,427.57 $ 3,262,757.97




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
STATEMENT OF NET POSITION - CONTINUED
As of December 31, 2018 and 2017

LIABILITIES

Current Liabilities

Payroll Taxes Payable
Current Portion of Long-Term Debt
Customer Deposits
TOTAL CURRENT LIABILITIES - Note 2
Long-Term Debt - Note 2
TOTAL LIABILITIES

NET POSITION

Invested in Capital Assets, Net of Related Debt
Restricted
Unrestricted

TOTAL NET POSITION

TOTAL LIABILITIES AND NET POSITION

See accompanying notes to financial statements.

$

12-31-18 12-31-17
296749 $ 4,038.61
45.149.12 43,181.03
700.00 1,650.00
48.816.61 48.869.64
1.223.550.00 1,268,701.83
1,272.366.61 1,317,571.47
755 706.85 811,994.40
100,583.10 98,090.70
1,131,771.01 1,035,101.40
1.988,060.96 1,945 186.50

$ 3,260,427.57

$ 3,262,757.97




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION

For Years Ended December 31, 2018 and 2017

Revenue from Operations:
Water
Grant Income
Memberships
Miscellaneous

TOTAL REVENUE FROM OPERATIONS

Expenses from Maintenance and Operation:
Salaries
Contract Labor
Water
Utilities
Operating Supplies
Office Supplies
Repairs and Maintenance
Fuel
Water Testing
Telephone
Insurance
Employee Benefits
Accounting
Dues and Fees
Travel
Payroll Taxes
Audit Fees
Legal
Bank Charges
Directors' Fees
Postage
Land & Equipment Leases
Miscellaneous
Depreciation

TOTAL EXPENSES FROM OPERATIONS

See accompanying notes to financial statements.

Schedule 2-00

12-31-18 12-31-17
608,580.40 506,360.00
0.00 0.00
600.00 1,200.00
0.00 27,026.83
609,180.40 534,586.83
149,469.96 148,252.86
20,883.50 20,424.25
64,366.49 43,442.51
33,983.03 29,107.06
25,134.66 21,055.74
5,461.71 4,947.63
5,513.74 8,163.45
5,570.62 4,454.64
1,641.45 3,750.04
4,914.21 5,333.53
17,726.78 18,634.28
29,860.54 26,436.24
4,290.00 4,343.00
2,117.89 686.60
0.00 0.00
12,014.51 11,872.17
3,850.00 2,800.00
0.00 0.00

0.00 40.00
3,042.20 3,209.70
3,850.00 4,207.20
1,212.02 3,697.86
2,060.26 2,455.25
121,791.00 122,526.00
518,754.57 489,840.01




BECKHAM COUNTY RURAL WATER DISTRICT NQ. 3
STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION - CONTINUED
For Years Ended December 31, 2018 and 2017

12-31-18 12-31-17
Net Income (Loss) From Operations $ 90,42583 $ 44,746.82
Other Income (Expenses)
Interest Earnings 9,680.89 4,663.74
Gain on Sale of Water Rights - 0.00 4,029.00
Gain on Sale of Equipment 0.00 0.00
Settlement Income 0.00 0.00
Interest Expense (57,232.26) (59,114.49)
TOTAL OTHER INCOME (EXPENSES) (47,551.37) (60,421.75)
Changes in Net Position 42,874.46 (5,674.93)
Net Position, Beginning of Year 1,945,186.50 1,950,861.43
Net Position, End of Year $ 1,988,060.96 $ 1,945186.50

See accompanying notes to financial statements.



Schedule 3-00

BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
STATEMENT OF CASH FLOWS
For Years Ended December 31, 2018 and 2017

Cash Flows From Operating Activities:
Cash Received From Customers
Cash Paid to Suppliers
Cash Received From Other Revenues
Cash Paid for Operating Expenses and Salaries
Cash Paid for Interest
Cash Received From Other Income
Cash Received From Interest and Dividends

Net Cash Provided (Used) by Operating Activities
Cash Flows From Investing Activities:
Capital Expenditures
Sale of Fixed Assets
Net Cash Provided (Used) by Investing Activities
Cash Flows From Financing Activities:
Cash Paid for Loans
Cash Received From Loans
Net Cash Provided (Used) by Financing Activities
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Adjustments to Reconcile Net Income
to Net Cash Provided From Operating Activities:

Net Income (Loss)

Depreciation

Gain on Sale of Assets

(Increase) Decrease in Receivables
(Increase) Decrease in Inventory

(Increase) decrease in Prepaid Expenses
Increase (Decrease) in Customer Deposits
Increase (Decrease) in Payroll Taxes Payable

Net Cash Provided (Used) by Operating Activities

See accompanying notes to financial statements.

12-31-18 12-31-17

$ 60649495 $ 513,124.36

(64,366.49) (43,442.51)
0.00 27,026.83
(338,034.83) (326,024.12)
(57,232.26) (59,114.49)
0.00 4,029.00
9,680.89 4,663.74
156,542.26 120,262.81
(22,319.71)  (14,650.59)
0.00 0.00
(22,319.71) (14,650.59)
(43,183.74) (41,301.51)
0.00 0.00
(43,183.74) (41,301.51)
91,038.81 64,310.71

1,076,439.37 1,012,128.66

$ 1,167,478.18 $ 1,076,439.37

$ 4287446 $ (5,674.93)

121,791.00 122,526.00
0.00 0.00
(1,735.45) 4,214.36
(4,913.08) (2,650.39)
546.43 (82.90)
(950.00) 1,350.00
(1,071.12) 580.67

$ 15654226 $_ 120,262.81
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BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Significant Accounting Policies

Organization

Beckham County Rural Water District No. 3 is organized and operated as a water-supply
source for its members.

Reporting Entity

Beckham County Rural Water District No. 3 is an independent, self-contained reporting
entity with no associated component units. It is operated in a manner similar to a private
business enterprise where the cost (expenses, including depreciation) of providing water
services is financed through user charges.

Basis of Accounting, Measurement Focus and Basis of Presentation — Fund Accounting

The accompanying financial statements have been prepared on the accrual basis of
accounting for all accounts in accordance with Generally Accepted Accounting Principles
(GAAP) in the United States of America. The accounting and financial reporting
treatment is accounted for on a flow of economic resources measurement focus. With
this measurement focus, all assets and liabilities associated with the operation are
included in the statement of net position. The operating statements present increases
(revenues) and decreases (expenses) in net total assets. Revenues are recorded when
earned and accrued liabilities are recognized when incurred. Depreciation expense is
provided for capital assets based upon estimated useful lives.

‘Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Major Funds

The reporting model as defined in GASB Statement No. 34 sets forth minimum criteria
(percentage of the assets, liabilities, revenues, or expenditures/expenses, of either fund
category or the governmental and enterprise combined) for the determination of major
funds. The District’s major fund is the Enterprise Fund.



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Significant Accounting Policies, (Continued)

Cash and Investments

The District's funds are required to be deposited into one or more banks, trust companies,
credit unions or savings and loan associations. All deposits including investments in a
depository may not exceed the Federal Deposit Insurance Corporation insurance plus the
amount of approved collateral securities pledged by the depository.

The District may invest monies in direct obligations of the United States Government,
certificates of deposit, savings accounts or certificates of savings and loan associations.
The District’s investments are recorded at cost.

For the years ended December 31, 2018 and 2017, the District recognized $9,680.89 and
$4,663.74 of investment income, respectively. Due to minimal rates of return on
allowable investments in the current environment, most of the District’s deposits are in
demand deposits and short-term time deposits.

At December 31, 2018 and 2017, the District held the following cash and investments:

12-31-18 12-31-17

Cash on Hand $ 40000 $ 400.00
Demand Deposits , 480,769.53 503,309.54
Time Deposits 686,308.65 572,729.83
Total Cash and Investments $ 1,167,478.18 $ 1,076,439.37

Custodial Credit Risk:

Exposure fo custodial credit related to deposits exists when the District holds deposits
that are uninsured and uncollateralized; collateralized with securities held by the pledging
financial institution, or by its trust department or agent but not in the District’s name; or
collateralized without a written or approved collateral agreement. Exposure to custodial
credit risk related to investments exists when the District holds investments that are
uninsured and unregistered, with securities held by the counterparty or by its trust
department or agent but not in the District’s name. The District’s policy as it relates to
custodial credit risk is to secure its uninsured deposits with collateral, valued at no more
than market value, at least at a level of 100% of the uninsured deposits and accrued



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31,2018 and 2017

Significant Accounting Policies. (Continued)

Cash and Investments, (Continued)

interest thereon. Acceptable collateral is defined in state statutes and includes U.S.
Treasury securities and direct debt obligations of municipalities, counties, and school
districts in the state of Oklahoma, surety bonds, and letters of credit. Treasury securities
and direct debt obligations of municipalities, counties, and school districts in the state of
Oklahoma, surety bonds, and letters of credit. As required by Federal 12 U.S.C.A,,
Section 1823(e), all financial institutions pledging collateral to the District must have a
written collateral agreement approved by the board of directors or loan committee.

The cash deposits at December 31, 2018 are categorized to give an indication of the level
of risk assumed by the District at year end as follows:

(A)  Insured or collateralized with securities held by the District or by its agent in the
District's name.
(B)  Collateralized with securities held by the pledging financial institﬁtions trust
department or agent in the District's name.
(C)  Uncollateralized.
Category Bank
(A) (B) (O) Balance
Cash $ 481,169.53 $ 0.00 $ 0.00 $ 481,169.53
Investments 686,308.65 0.00 0.00 686,308.65

Total $1,167,478.18 $ 0.00 $ 0.00 $1,167,478.18




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Significant Accounting Policies, ( Continued)

Cash and Investments, (Continued)

Investment Credit Risk:

The District has no investment policy that limits its investment choices other than the
limitation of state law. The District generally authorizes investments in (1) full faith and
credit, direct obligations of the U.S. Government, its agencies and instrumentalities, and
the State of Oklahoma and certain mortgage insured federal debt; (2) certificates of
deposit or savings accounts that are either insured or secured with acceptable collateral;
(3) negotiable certificates of deposit, prime bankers acceptances, prime commercial paper
and repurchase agreements with certain limitations; (4) 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 is a
county, municipality or school district; and government money market funds regulated by
the SEC. The investments held by the District are certificates of deposit.

Investment Interest Rate Risk:

Interest rate risk is the risk that changes in interest rates will adversely affect the fair
value of an investment. The District has no investment policy that limits based on
maturity. The District discloses its exposure to interest rate risk by disclosing the
maturity dates of its various investments. The District’s investments at December 31,
2018 and 2017 consist of two short-term certificates of deposit with Great Plains National
Bank of Elk City, Oklahoma, a Certificate of Deposit Account Registry Service
(CDARS) account with the Bank of Western Oklahoma, Elk City, Oklahoma, and
another CDARS account with the First National Bank & Trust, Elk City, Oklahoma. The
District’s CDARS accounts both consist of multiple certificates of deposit from various
banks. Each certificate of deposit held inside each CDARS account is below the
$250,000 FDIC insurance maximum to ensure both principal and interest are fully
covered by FDIC insurance.



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31,2018 and 2017

Significant Accounting Policies, (Continued)

Cash and Investments, (Continued)

Concentration of Investment Credit Risk:

Exposure to concentration of credit risk is considered to exist when investments in any
one issuer represent a significant percent of total investments of the District. Investments
issued or explicitly guaranteed by the U.S. government and investments in mutual funds,
external investment pools, and other pooled investments are excluded from this
consideration. The District has no investment policy regarding concentration of credit
risk. At December 31, 2018 and 2017, the District had no concentration of credit risk as
defined above.

Cash and Cash Equivalents

For financial statement presentation and for purposes of the Statement of Cash Flows, the
District considers all highly liquid investments including cash on hand, demand deposits
and certificates of deposit with a maturity of three (3) months or less when purchased to
be cash and cash equivalents.

Accounts Receivable

Billings for accounts receivable at December 31, 2018 and 2017 are $31,649.41 and
$29,913.96, respectively. Allowance for doubtful accounts was not computed on these
balances because uncollectibles do not have a material effect on the balance sheet.

Inventory

Inventory is valued at cost. Inventory consists of supplies necessary for the maintenance
and operation of the water system. Expenses are incurred only when the inventory item
is used.



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Significant Accounting Policies, (Continued)

Fixed Assets

Fixed assets are valued at cost or, if contributed property, at their estimated acquisition
value at the time of contribution. Repairs and maintenance are recorded as expenses;
renewals and betterments are capitalized. The District maintains a capitalization
threshold of $1,000 and an estimated useful life in excess of two years. Depreciation is
computed using the straight-line method over the fixed assets estimated useful life. The
estimated useful lives of these assets are as follows:

Office Furniture and Fixtures 7 years
Equipment and Tools 7 years
Transportation Equipment 5 years
Buildings and Improvements 40 years
Lines and Storage 40 years

The following is a summary of the changes in fixed assets:

12-31-18
Beginning Ending
Balance Balance
1-1-18 Additions Deletions 12-31-18
Non-Depreciable Assets:
Land $ 17,500.00 $ 0.00 $ 0.00 $ 17,500.00
Easements 3,000.00 0.00 0.00 3,000.00
Water Rights 17,000.00 0.00 0.00 17,000.00
Total Non-Depreciable Assets 37,500.00 0.00 0.00 37,500.00
Depreciable Assets:
Buildings 140,214.95 22,319.71 0.00 162,534.66
Office Furniture 30,045.74 0.00 0.00 30,045.74
Equipment and Tools 88,861.74 0.00 0.00 88,861.74
Transportation Equipment 54,059.00 0.00 0.00 54,059.00
Lines and Storage 4,388,849.32 0.00 0.00 4,388,849.32
Total Depreciable Assets 4,702,030.75 22,319.71 0.00 4,724,350.46
Less: Accumulated Depreciation (2,615,653.49) (121,791.00) 0.00 (2,737,444.49)
Net Depreciable Assets 2,086,377.26 (99,471.29) 0.00 1,986,905.97

Total Fixed Assets - Net of Depr $ 2,123,877.26 $ (99471.29) $ 000 §  2,024,405.97




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31,2018 and 2017

Significant Accounting Policies, (Continued)

Fixed Assets, (Continued)

12-31-17
Beginning Ending
Balance Balance
1-1-17 Additions Deletions 12-31-17
Non-Depreciable Assets:
Land $ 17,500.00 $ 0.00 $ 000 $ 17,500.00
Easements 3,000.00 0.00 0.00 3,000.00
Water Rights 17,000.00 0.00 0.00 17,000.00
Total Non-Depreciable Assets 37,500.00 0.00 0.00 37,500.00
Depreciable Assets:
Buildings 140,214.95 0.00 0.00 140,214.95
Office Furniture 28,135.74 1,910.00 0.00 30,045.74
Equipment and Tools 88,861.74 0.00 0.00 88,861.74
Transportation Equipment 54,059.00 0.00 0.00 54,059.00
Lines and Storage 4,376,108.73 12,740.59 0.00 4,388,849.32
Total Depreciable Assets 4,687,380.16 14,650.59 0.00 4,702,030.75
Less: Accumulated Depreciation (2,493,127.49) (122,526.00) 0.00 (2,615,653.49)
Net Depreciable Assets 2,194252.67 (107,875.41) 0.00 2,086,377.26
Total Fixed Assets - Net of Depr $ 2231,752.67 $ (107,875.41) $ 0.00 $ 2,123,877.26

Restricted Assets

Under the terms of the USDA Rural Development loan agreements, the Beckham County
Rural Water District No. 3, Elk City, Oklahoma, must maintain reserve funds. The
original loan agreements required the district to deposit $860.00 monthly into the reserve
fund until a required balance of $103,200.00 was reached. In July 1993, Rural
Development agreed that the District could defer making transfers to the reserve account
until the District received income from the sale of water to Hammon Public Works
Authority (PWA). Rural Development also agreed to accept reduced payments until the
Hammon PWA income was received. The sale of water to Hammon PWA began in
March 1995, and the original loan was reamortized. The District resumed transfers to the
reserve account one month after the loan reamortization. (See Note 2 for more
information on the loan reamortization.) -



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Significant Accounting Policies, (Continued)

Restricted Assets, (Continued)

Under the terms of the new Rural Development loan agreement, the district is to deposit
10% of the monthly payment ($6,564.00) into the reserve account until a balance of 120
times the 10% is achieved which equals $78,768.00. During the year ended December
31, 2004, the $78,768.00 reserve requirement balance was met.

A summary of the Rural Development reserve fund is presented below:

12-31-18 12-31-17
Beginning Balance $ 78,768.00 $ 78.,768.00
Monthly Deposits 0.00 0.00
Interest - 0.00 0.00
Ending Balance $ 78,768.00 $ 78,768.00

The December 31, 2018 and 2017 ending balance of $78,768.00 consists of a money-
market savings account at First National Bank and Trust of Elk City, Oklahoma.

Under the terms of the Rural Development loan agreement dated June 22, 2011, the
District must maintain a second reserve fund. The loan agreement requires the District to
deposit 10% of the monthly payment of $1,804.00 into this reserve account every month
until a balance of $21,648.00 is reached. For the years ended December 31, 2018 and
2017, all required monthly payments were put into the Rural Development Reserve Fund
2 bank account which consists of a money market savings account at First National Bank
and Trust of Elk City, Oklahoma.

A summary of the Rural Development Reserve Fund 2 by year is presented below:

12-31-18 12-31-17
Beginning Balance $ 19,322.70 $ 16,830.30
Monthly Deposits 2,492.40 ' 2,492.40
Interest 0.00 0.00

Ending Balance $ 21,815.10 $ 19,322.70




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Significant Accounting Policies, (Continued)

Net Position

In the accompanying financial statements, net position represents the difference between
assets and liabilities. Net position of the business-type activity (proprietary fund) is
displayed in the following three components:

1. Invested in Capital Assets, Net of Related Debt - Consists of 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.

2. Restricted Net Position - Consists of net position with 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.

3. Unrestricted Net Position - All other net position that does not meet the definition of
restricted or invested in capital assets, net of related debt. .

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

Federal Income Tax

The District is exempt from federal and state income taxes.

Long-term Debt

The original Rural Development loan is dated April 11, 1990, for $1,350,000 at an
interest rate of 7.125%. The payment schedule called for monthly payments of $8,600.00
beginning April 1991. The District paid $2,902.09 principal on the note through
December 31, 1994. The balance of principal payments was delinquent at December 31,
1994. Rural Development worked with the District to increase its revenue base in order
for the District to be able to fund its debt-service requirements. Rural Development and
Hammon Public Works Authority completed negotiations for the construction of a water
line to connect the PWA to the District system. Hammon PWA completed the water line
to the District’s distribution system and was connected in March 1995.



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31,2018 and 2017

Long-term Debt, (Continued)

Dayton K. Watkins, Rural Development acting administrator, approved that after the
District was on-line with Hammon for approximately one month (target date April 14,
1995) and Hammon PWA began purchasing water, the District could reamortize the
original loan. With the reamortization transaction, unpaid interest in the amount of
$111,364.58 as of the date of closing became principal. The new principal amount will
be repaid at an interest rate of 4.5% for 40 years. The first monthly installment was due
(May 9, 1995) thirty days from the date of closing. As of April 14, 1995, the new loan
balance was $1,458,462.49 at an interest rate of 4.5%. The payment schedule called for
monthly payments of $6,564.00 beginning May 1995. During the year ended December
31, 2018, a total of $37,113.09 was applied to the principal on this loan.

On June 22, 2001, the District obtained an additional loan from Rural Development, loan
number 91-06, in the amount of $415,600.00 for the purpose of providing a portion of the
cost of acquiring and constructing improvements to the District’s water distribution
system. The interest rate for this loan is 4.25%. The loan terms call for monthly
payments of $1,804.00 beginning July 22, 2011, and each month thereafter until the
principal and interest are fully paid, except that the final installment of the entire
indebtedness, if not sooner paid, shall be due and payable 40 years from the date of this
note. During the year ended December 31, 2018, a total of $6,070.65 was applied to the
principal on this loan.

The following is a summary of the long-term debt transactions for the year and a
breakdown of the current and long-term portions of the Rural Development loans by
year:

12-31-18
Rural Dev. Rural Dev.
Loan #91-03 Loan #91-06 Totals
Beginning Balance 1-1-18 $ 942,583.05 $§ 369,299.81 $ 1,311,882.86
Loan Advances 0.00 0.00 0.00
Repayments 37,113.09 6,070.65 43,183.74
Ending Balance 12-31-18 $ 905,469.96 $ 363,229.16 § 1,268,699.12

Current Portion of Long-Term Debt $ 3881594 § 6,333.18 $ 45,149.12
Long-Term Debt 866,654.02 356,895.98 1,223,550.00

Total Debt $ 905,469.96 $§ 363,229.16 $§ 1,268,699.12




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31,2018 and 2017

Long-term Debt, (Continued)

12-31-17
Rural Dev. Rural Dev.
Loan #91-03 Loan #91-06 Totals
Beginning Balance 1-1-17 $ 978,066.06 $ 375,11831 $ 1,353,184.37
Loan Advances 0.00 0.00 0.00
Repayments 35,483.01 5,818.50 41,301.51
Ending Balance 12-31-17 $ 942,583.05 $§ 369,299.81 $§ 1,311,882.86

Current Portion of Long-Term Debt $ 37,11096 § 6,070.07 $ 43,181.03
Long-Term Debt 905,472.09 363,229.74 1,268,701.83

Total Debt $ 942583.05 $§ 369,299.81 $§ 1,311,882.86

The following is a summary of debt service requirements for the Rural Development
loans:

Rural Development Loan #91-03

Year Ending Principal Interest Total
December 31, 2019 $ 38,81594 § 39,952.06 §  78,768.00
December 31, 2020 40,599.14 38,168.86 78,768.00
December 31, 2021 42,464.25 36,303.75 78,768.00
December 31, 2022 44,415.06 34,352.94 78,768.00
December 31, 2023 46,455.47 32,312.53 78,768.00
December 31, 2024-2028 266,319.36 127,520.64 393,840.00
December 31, 2029-2033 333,377.47 60,462.53 393,840.00
December 31, 2034-2035 93,023.27 2,745.13 95,768.40

$ 905,469.96 §$ 371,818.44 § 1,277,288.40




BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Long-term Debt, (Continued)

Rural Development Loan #91-06

Year Ending Principal Interest Total
December 31, 2019 $ 6,333.18 § 15314.82 §  21,648.00
December 31, 2020 6,607.64 15,040.36 21,648.00
December 31, 2021 6,894.00 14,754.00 21,648.00
December 31, 2022 7,192.75 14,455.25 21,648.00
December 31, 2023 7,504.50 14,143.50 21,648.00
December 31, 2024-2028 42,692.09 65,547.91 108,240.00
December 31, 2029-2033 52,780.35 55,459.65 108,240.00
December 31, 2034-2038 65,252.41 42,987.59 108,240.00
December 31, 2039-2043 80,671.71 27,568.29 108,240.00
December 31, 2044-2048 87,300.53 8,632.36 95,932.89

$ 363,229.16 § 273,903.73 $§ 637,132.89

The total interest paid on all debt for the years ended December 31, 2018 and 2017, was
$57,232.26 and $59,114.49, respectively.

Accumulated Unpaid Vacation and Sick Pay

At December 31, 2018 and 2017, no determination of the aggregate dollar value of
vacation or sick pay had been made.

Revenues, Expenses and Other Changes in Net Position

Operating Revenues and Expenses

Operating revenues and expenses are principally from water sales and connection fees
charged to new customers. Customer water consumption is determined by monthly meter
readings. The water sales from customer water consumption billed but unpaid at the
District’s year-end are recognized as revenue in the current year and reported in the
statement of net position as accounts receivable. Operating expenses consist of those
costs necessary to operate and maintain the water distribution system and for general
administration of the District.



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 and 2017

Revenues, Expenses and Other Changes in Net Position, (Continued)

Non-Operating Revenues and Expenses

Non-operating revenues and expenses consist of interest earnings, interest expense
incurred on the District’s notes payable and gains and losses on sales of long-lived assets.

Hammon Water Purchase Asreement Amendment

The contract was amended to read Hammon Public Works Authority (Hammon PWA) in
lieu of Town of Hammon.

Risk Managsement

The District is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
The District purchases commercial insurance to cover these risks of loss, including
general and auto liability, property damage, and director liability. Management believes
such coverage is sufficient to preclude any significant uninsured losses to the District.
Settled claims have not exceeded this insurance coverage in any of the past three fiscal
years.

Subseguent Events

Management has evaluated subsequent events through May 6, 2019, 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.



SUPPORTING SCHEDULES
OF

BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
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REPORT ON INTERNAL CONTROL AND ON COMPLJANCE
OF

BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA



BRITTON, KUYKENDALL, & MILLER
CERTIFIED PUBLIC ACCOUNTANTS

JAMES M. KUYKENDALL - 204 E. FRANKLIN - P.O. BOX 507

RICK D. MILLER : ) WEATHERFORD, OK 75096
’ 580-772-3596
FAX 580-772-3085

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 Honorable Board of Directors
Beckham County Rural Water District No 3
Elk City, Oklahoma

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 Govermment Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the

. business-type activities, and the aggregate remaining fund information of Beckham County Rural
Water District No. 3, Elk City, Oklahoma, as of and for the years ended December 31, 2018 and
2017, and the related notes to the financial statements, which collectively comprise Beckham County
Rural Water District No. 3, Elk City, Oklahoma’s basic financial statements, and have issued our
report thereon dated May 6, 2019. :

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Beckham County
Rural Water District No. 3, Elk City, Oklahoma'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 entity’s internal control. Accordingly, we do not express an opinion on
the effectiveness of the entity’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 govemance

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. '

MEMBER OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
MEMBER OF OKILAHOMA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Beckham County Rural Water District No.
3, Elk City, Oklahoma’s financial statements are free from material misstatement, we performed tests
of its compliance with: certain provisions of laws, regulations, contracts and grant agréements,
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 accordmgly, 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 testmg of internal control and

compliance and the results of that testing, and not to provxde 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
: comphance ‘Accordingly, this communication is not suitable for any other purpose.

BRITTON, KUYKENDALL AND MILLER
Certiﬁed Public Accountants

Weatherford Oklahoma
May 6, 2019

BRITION, KUYKENDALL & MILLER . CERTIFIED PUBLIC ACCOUNTANTS ° WEATHERFORD, OKLAXOMA 73086



BECKHAM COUNTY RURAL WATER DISTRICT NO. 3
ELK CITY, OKLAHOMA
CONTROL DEFICIENCIES
December 31, 2018 and 2017

CURRENT YEAR

(None Reported)

PRIOR YEAR

2017-001

2017-002

2017-003

At December 31, 2017, the collateral pledged by the First National Bank & Trust
of Elk City was insufficient to cover the District’s cash balance by $4,089.73.
The District should obtain collateral pledges from all banks with whom it
maintains a cash balance over the $250,000.00 FDIC coverage.

During our audit procedures related to depreciation expense, we noticed where the
District was computing depreciation expense for current year asset purchases
using the Internal Revenue Service 50% Bonus Depreciation method. This
accelerated method of depreciation is to be used for tax purposes only and should
not be used for book depreciation in the District’s financial statements. The
District should use the straight-line method for computing depreciation expense
for their book financial statements. The District’s bookkeeping company agreed
with this and adjusted the District’s financial statements for depreciation expense
and accumulated depreciation by $10,412.99 to ensure the accompanying
financial statements were properly stated.

During our audit procedures related to inventory, we noticed where the District’s
bookkeeping company inadvertently adjusted ending inventory on the financial
statements using an incorrect figure instead of the actual materials inventory on
hand at year end. This left inventory understated by $6,298.22 on the financial
statements. The District’s bookkeeping company agreed with this and adjusted
the District’s financial statements for inventory to ensure the accompanying
financial statements were properly stated.



