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INDEPENDENT AUDITORS” REPORT

To the Board of Directors
Eastern Oklahoma Circuit Engineering District No. 2
Muskogee, Oklahoma

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of Eastern Oklahoma
Circuit Engineering District No. 2 (the “District”) as of and for the year ended June 30, 2019, 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 audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free 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.

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 financial statements referred to above present fairly, in all material respects, the respective
financial position of the business-type activities of the District, as of June 30, 2019, and the respective changes
in financial position, and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the budgetary
comparison information, the schedule of changes in net pension liability, the schedule of proportionate share
of net pension liability and contributions, the share of net other post-employment benefits (OPEB) and the
schedule of proportionate share of net OPEB liability and contributions on pages 20 through 23 be presented
to supplement the basic financial statements. Such 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. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Management has omitted the management’s discussion and analysis 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 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 19, 2020, on
our consideration of the District’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 solely 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 effectiveness of the District’s
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 the District’s internal control over
financial reporting and compliance.

Clothier & Company, CPA's, P.C.
March 19, 2020



Eastern Oklahoma Circuit Engineering District No. 2
Statement of Net Assets
June 30, 2019

ASSETS
Current Assets
Cash and cash equivalents $ 750,036
Prepaid expenses 0
Accounts receivable 24,210
Sign shop inventory 25,649
Total Current Assets 799,895
Fixed Assets
Property and equipment 848,479
Accumulated depreciation (447,959)
Total Fixed Assets 400,520
Other Assets
Deposits 350
Total Other Assets 350
Noncurrent Assets
Deferred Outflows - Pension 35,849
Deferred Outflows - OPEB 3,242
Net OPEB Asset 16,615
Total Noncurrent Assets 55,706
Total Assets $ 1,256,471
LIABILITIES AND NET ASSETS
Current Liabilities
Accounts payable $ 4,305
Payroll liabilities 1,031
Retirement payable 8,319
Accrued vacation payable 24,715
Total Current Liabilities 38,370
Noncurrent Liabilities
Deferred Inflows - Pension $ 60,583
Deferred Inflows - OPEB 13,825
Net Pension Liability 56,923
Net OPEB Liability 0
Total Noncurrent Liabilities 131,331
Net Assets
Invested in net assets 400,520
Restricted 0
Unrestricted 686,250
Total Net Assets 1,086,770
Total Liabilities and Net Assets $ 1,256,471

See accompanying notes and independent auditor's report.
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Eastern Oklahoma Circuit Engineering District No. 2
Statement of Activities
June 30, 2019

Revenue

State equipment auction $ 7,847
Oklahoma coop CED 444,658
Bridge inspection 582,547
Consulting engineering 255,081
Sign shop income 38,224
Other income 7,249

Total Revenue 1,335,606

Cost of Sales

Cost of sales/job costs 368,632

Gross Profit 966,974

Operating Expenses

Wage Expenses 689,536
Employee benefits 156,564
Professional fees 7,525
Auto/truck expense 28,192
Insurance expense 6,968
Depreciation expense 38,432
Interest expense 0
Travel/meals 5,052
Office expenses 7,962
License Expense 1,696
Utilities/telephone 28,428
Repairs/maintenance/supplies 11,631
Miscellaneous Expense 6,269
Postage/freight 1,764
Rent/lease 2,337

Total Operating Expense 992,356

Increase (Decrease) in Net Assets

Restricted 0
Unrestricted (25,382)
Beginning Net Assets 1,112,152
Ending Net Assets $ 1,086,770

See accompanying notes and independent auditor's report.
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Eastern Oklahoma Circuit Engineering District No. 2
Statement of Cash Flows
June 30, 2019

Cash Flows From Operating Activities:

Cash received from funding sources $ 928,372
Cash received from other sources 459,754
Cash paid to employees (666,727)
Cash paid to suppliers (679,200)
Net Cash Flows from Operating Activities 42,199
Cash Flows from Capital and Related Financing Activities:
Purchase of capital assets (3,662)
Net cash Used for Capital and Related Financing Activities (3,662)
Cash Flows from Investing Activities: 0
Net Cash Provided by Investing Activities 0
Net increase in cash and cash equivalents 38,5637
Cash and cash equivalents at beginning of year 711,499
Cash and cash equivalents at end of year $ 750,036
Interest expense $ 0

Reconciliation of Operating Income to Net Cash Flows from Operating Activities:
Net income (loss) $
Add Depreciation expense

(Increases)/Decreases in Current Assets:

Accounts receivable

Inventory
Prepaids
Other assets

Increases/(Decreases) in Current Liabilities:
Accounts payable
Accrued expenses

(25,382)
38,432

52,520
2,904
9,927

0

(7,851)
(28,351)

Net Cash Flows from Operating Activities $

42,199

See accompanying notes and independent auditor's report.
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Eastern Oklahoma Circuit Engineering District No. 2
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended June 30, 2019

1. NATURE OF THE ORGANIZATION & SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Eastern Oklahoma Circuit Engineering District #2 is a voluntary association of county governments of
Oklahoma. The objective of this Circuit Engineering District is to allow county governments to make the
most efficient use of their powers by enabling them to cooperate with each other and other units of
governments on a basis of mutual advantage and thereby to provide services and facilities in a manner and
pursuant to forms of governmental organizations that will accord best with geographic, economic,
population and other factors influencing the needs of development of county government.

Basis of Accounting

The accompanying financial statements of Eastern Oklahoma Circuit Engineering District #2 have been
prepared on an accrual basis of accounting.

Cash and Cash Equivalents

For purposes of the Statement of Cash Flows, the District considers all unrestricted highly liquid investments
with an initial maturity of three months or less to be cash equivalents. Deposits not covered by FDIC
insured are to be collateralized.

Restricted and Unrestricted Revenue and Support

Support that is restricted by the donor is reported as an increase in unrestricted net assets if the restriction
expires in the reporting period in which the support is recognized. All other donor-restricted support is
reported as an increase in temporarily or permanently restricted net assets depending on the nature of the
restriction. When a restriction expires (that is, when a stipulated time restriction ends or purpose restriction
is accomplished), temporarily restricted net assets are reclassified to unrestricted net assets and reported as
net assets released from restrictions.

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.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at cost when purchased or constructed. Donated property or
equipment is recorded at fair value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized. Major outlays for capital assets are capitalized when construction is
completed.



Eastern Oklahoma Circuit Engineering District No. 2

Depreciation is recorded on a straight-line basis over the useful lives of the assets. Equipment is depreciated
over 5 to 7 years and buildings are depreciated for 40 years. Assets having a value of $250 or greater are
capitalized.

Inventory

The sign shop inventory is recorded at cost when purchased. The inventory was counted June 30, 2019.

2. CUSTODIAL CREDIT RISK - DEPOSITS

Custodial Credit Risk is the risk that in the event of a bank failure, the District’s deposits may not be
returned. Deposits are exposed to custodial credit risk if they are not covered by depository insurance. The
District maintains deposits in Armstrong Bank in Muskogee, Oklahoma.

A public unit is insured through its official custodian. If the same individual or individuals are official
custodian for more than one public unit, they are treated as one official custodian if action or consent by all
of these individuals is required for the exercise of control over the funds of a single public unit. Deposits are
insured by the Federal Deposit Insurance Corporation up to $250,000 as of June 30, 2019. The District has
pledged securities that cover $630,000. There were no uninsured or unsecured receipts as of June 30, 2019.

3. PROPERTY, PLANT, & EQUIPMENT

Additions/ Accumulated Book Value

Cost Deletions  Depreciation  6/30/2019
Vehicles 263,287 0 (194,677) 68,610
Furniture/Fixtures 15,397 0 (13,326) 2,071
Equipment 180,062 3,662 (159,080) 24,643
Building 285,083 0 (80,876) 204,207
Land 100,988 0 0 100,988

844,817 3,662 (447,959) 400,520

Depreciation expense for the year ending June 30, 2019 was 38,432.
4. SOURCE OF INCOME

The District receives revenue from the Statewide Circuit Engineering District Revolving Fund created by the
state treasury of the State of Oklahoma from gasoline excise taxes. The fund receives one-third of one
percent of the total tax. The state treasurer allocates the fund to the districts to use for county bridge and
road improvements. The districts do not have to file any forms to receive the funds.



Eastern Oklahoma Circuit Engineering District No. 2

In 2010 the District started a sign shop that makes street and highway type signs. The District also has
contract engineering, bridge inspection, and construction inspection income. The construction inspection
and engineering income is through the Oklahoma Department of Transportation (ODOT). The District has a
three year, $3.6 million professional services agreement with ODOT to provide professional services
necessary to facilitate the implementation of transportation improvements as directed by the member
counties. Because of this agreement, CED is required to have an overhead rate audit every two years. The
District had this audit prepared for the 2019 fiscal year.

5. ACCOUNTS RECEIVABLE

Since the majority of the receivable is with Oklahoma Department of Transportation and the balance is more
than likely to be received, there is no allowance for doubtful accounts on the financial statements.

6. PENSION PLAN AND OTHER POSTEMPLOYMENT BENEFITS (OPEB)

The District participates in the following plans:

Name of Plan/System Type of Plan

Cost Sharing Multiple Employers’ Public Employee

Oklahoma Public Employees Retirement System Retirement System — Defined Benefit Plan

Cost Sharing Multiple Employers Health Insurance
Subsidy Plan — Defined Benefit OPEB Plan

Oklahoma Public Employees Retirement System

Reporting Entity

The Oklahoma Public Employees Retirement System (OPERS) (the System) is a defined benefit cost-sharing
multiple employer plan consisting of a retirement plan and a cost-sharing multiple employer health insurance
subsidy plan (HISP) both held in irrevocable trusts. The System, together with other similar fiduciary
pension trust funds of the state of Oklahoma (the State), is a component unit of the State. The System is
administered by the Oklahoma Public Employees Retirement System (OPERS). As set forth in Title 74, of
the Oklahoma Statutes, at Section 921, administrative expenses are paid with funds provided by operations
of the System.

Summary of Significant Accounting Policies
Basis of Accounting

The fiduciary net position, as well as additions to and deductions from the fiduciary net position, of the Plan
have been determined on the same basis as they are reported by the System.

The financial statements are prepared using the economic resources measurement focus and the accrual basis
of accounting under which expenses are recorded when the liability is incurred, revenues are recorded in the
accounting period in which they are earned and become measurable, and investment purchases and sales are
recorded as of their trade dates. Member and employer contributions are established by statute as a
percentage of salaries and are recognized when due, pursuant to legal requirements. Benefits and refunds are
recognized when due and payable in accordance with the terms of the System.




Eastern Oklahoma Circuit Engineering District No. 2
Investments

The System is authorized to invest in eligible investments as approved by the Board of Trustees (the Board)
as set forth in its investment policy.

System investments are reported at fair value, which is the price that would be received if the investments
were sold in an orderly transaction between a willing buyer and a willing seller. Short-term investments
include bills and notes, commercial paper, and international foreign currency contracts. Short-term
investments, debt securities, and equity securities are reported at fair value, as determined by the System’s
custodial agent, using pricing services or prices quoted by independent brokers based on the latest reported
sales prices at current exchange rates for securities traded on national or international exchanges. The fair
value of the pro rata share of units owned by the System in equity index and commingled trust funds is
determined by the respective fund trustee based on quoted sales prices of the underlying securities. The
investment in real estate is valued using an annual third party appraisal.

Cash equivalents include investments in money market funds and investment pools and are reported at
amortized cost.

Net investment income (loss) includes net appreciation (depreciation) in the fair value of investments,
interest income, dividend income, securities lending income and expenses, and investment expenses, which
include investment management and custodial fees and all other significant investment related costs. Foreign
currency translation gains and losses are reflected in the net appreciation (depreciation) in the fair value of
investments.

The System’s international investment managers may enter into forward foreign exchange contracts to
protect against fluctuation in exchange rates between the trade date and the settlement date of foreign
investment transactions. Any gains and losses on these contracts are included in income in the period in
which the exchange rates change.

The System’s investment policy provides for investments in combinations of stocks, bonds, fixed income
securities, and other investment securities along with investments in commingled, mutual, and index funds.
Investment securities and investment securities underlying commingled or mutual fund investments are
exposed to various risks, such as interest rate and credit risks. Due to the risks associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment securities
may occur in the near term, and those changes could materially affect the amounts reported in the statement
of fiduciary net position.

Risk and Uncertainties

Contributions to the System and the actuarial information included in Net Pension Liability, Net HISP
Liability and Actuarial Information and the RSI are reported based on certain assumptions pertaining to
interest rates, inflation rates, and employee compensation and demographics. Due to the changing nature of
these assumptions, it is at least reasonably possible that changes in these assumptions may occur in the near
term and, due to the uncertainties inherent in setting assumptions, that the effect of such changes could be
material to the financial statements.
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Eastern Oklahoma Circuit Engineering District No. 2
Plan Description

The System is a multiple-employer, cost-sharing public employee retirement plan, which is a defined benefit
pension plan covering substantially all state employees except employees covered by seven other plans
sponsored by the State. It also covers employees of participating county and local agencies. Nearly all new
state employees first employed by a System participating employer on or after November 1, 2015, will
participate in the State’s new defined contribution plan. Therefore, the System is closed to nearly all new
State employees, but remains open to new employees of participating counties and local agencies. Agencies
and/or participants not included in the System are as follows: teachers, municipal police, municipal
firefighters, judicial, wildlife, state law enforcement and nearly all State employees first employed on or after
November 1, 2015.

The System also administers the Health Insurance Subsidy Plan, a cost-sharing multiple-employer defined
benefit OPEB plan that provides OPEB covering the same categories of employees covered by the pension
plan.

The supervisory authority for the management and operation of the System and HISP is the Board, which
acts as a fiduciary for investment of the funds and the application of System interpretations.

At June 30, the System’s membership consisted of:

MEMBERSHIP AS OF JUNE 30 2019 2018 2017
Inactive members or their beneficiaries currently receiving benefits 35,869 35,260 34,579
Inactive members entitled to but not yet receiving benefits 6,106 6,024 5,951
Active members 34,536 36,329 38,873
Total 76,511 77,613 79,403

Inactive members and beneficiaries currently receiving benefits that are retirees
and beneficiaries in the HISP

Non-vested terminated members entitled to a refund of their contributions 54,667 53,406 52,126

14,563 13,998 14,262

State law requires that, after July 1 and before December 1 of each year, the Oklahoma Public Employees
Retirement System (the System) publish an annual report that covers the operation of the System during the
past fiscal year, including income, disbursements and the financial condition at the end of the fiscal year.
Copies of reports may be obtained from Oklahoma Public Employees Retirement System at Post Office Box
53007, Oklahoma City, Oklahoma 73152-3007 or http://www.opers.ok.gov/publications.

Benefits Provided

Pensions

Members qualify for full retirement benefits at their specified normal retirement age or, for any person who
became a member prior to July 1, 1992, when the sum of the member’s age and years of credited service

equals or exceeds 80 (Rule of 80), and for any person who became a member after June 30, 1992, when the
member’s age and years of credited service equals or exceeds 90 (Rule of 90).

11



Eastern Oklahoma Circuit Engineering District No. 2
Normal retirement date is further qualified to require that all members employed on or after January 1, 1983
must have six or more years of full-time equivalent employment with a participating employer before being

eligible to receive benefits. Credited service is the sum of participating and prior service. Prior service
includes nonparticipating service before January 1, 1975, or the entry date of the employer and active
wartime military service.

A member with a minimum of ten years of participating service may elect early retirement with reduced
benefits beginning at age 55 if the participant became a member prior to November 1, 2011, or age 60 if the
participant became a member on or after November 1, 2011.

Disability retirement benefits are available for members having eight years of credited service whose
disability status has been certified as being within one year of the last day on the job by the Social Security
Administration. Disability retirement benefits are determined in the same manner as retirement benefits, but
payable immediately without an actuarial reduction.

Health Insurance Subsidy Plan

HISP provides a health insurance premium subsidy for retirees of the System who elect to maintain health
insurance with the Oklahoma Employees Group Insurance Division (EGID) or other qualified insurance plan
provided by the employer. This subsidy continues until the retiree terminates health insurance coverage with
EGID or other qualified plan, or until death. The subsidy is only for the retiree, not joint annuitants or
beneficiaries.

Various benefit attributes for State, County, and Local Agency Employees

Benefits are determined at 2% of the average annual salary received during the highest thirty-six months of
the last ten years of participating service, but not to exceed the applicable annual salary cap, multiplied by
the number of years of credited service. Members who join OPERS on or after July 1, 2013, will have their
salary averaged over the highest 60 months of the last ten years. Normal retirement age under the System is
62 or Rule of 80/90 if the participant became a member prior to November 1, 2011, or age 65 or Rule of 90
if the participant became a member on or after November 1, 2011.

Members who elect to pay the additional contribution rate, which became available in January 2004, will
receive benefits using a 2.5% computation factor for each full year the additional contributions are made. In
2004, legislation was enacted to provide an increased benefit to retiring members who were not yet eligible
for Medicare. The Medicare Gap benefit option became available to members under age 65 who retired on or
after May 1, 2006. Members may elect to receive a temporary increased benefit to cover the cost of health
insurance premiums until the member is eligible to receive Medicare. After the member becomes eligible for
Medicare, the retirement benefit will be permanently reduced by an actuarially determined amount. The
option is irrevocable, must be chosen prior to retirement, and is structured to have a neutral actuarial cost to
the System.

Upon the death of an active member, the accumulated contributions of the member are paid to the member’s
named beneficiary(ies) in a single lump sum payment. If a retired member elected a joint annuitant survivor
option or an active member was eligible to retire with either reduced or unreduced benefits or eligible to vest
the retirement benefit at the time of death, benefits can be paid in monthly payments over the life of the
spouse if the spouse so elects.

12



Eastern Oklahoma Circuit Engineering District No. 2

Benefits are payable to the surviving spouse of an elected official only if the elected official had at least six
years of participating elected service and was married at least three years immediately preceding death.
Survivor benefits are terminated upon death of the named survivor and, for elected officials, remarriage of
the surviving spouse. Upon the death of a retired member, with no survivor benefits payable, the member’s
beneficiary(ies) are paid the excess, if any, of the member’s accumulated contributions over the sum of all
retirement benefit payments made.

Upon the death of a retired member, the System will pay a $5,000 death benefit to the member’s beneficiary
or estate of the member if there is no living beneficiary. The death benefit will be paid in addition to any
excess employee contributions or survivor benefits due to the beneficiary. Death benefits paid for the years
ended June 30, 2018 and 2017 totaled approximately $5,576,000 and $5,493,000, respectively.

Legislation was enacted in 1999 which provided a limited additional benefit for certain terminated members
eligible to vest as of July 1, 1998. This limited benefit is payable as an additional $200 monthly benefit upon
the member’s retirement up to the total amount of certain excess contributions paid by the participant to the
System. In April 2001, limited benefit payments began for qualified retired members. The estimated liability
for future payments of the limited benefit of approximately $0.4 million has been included in the calculation
of the total pension liability of the System at June 30, 2018 and 2017.

Benefits are established and may be amended by the State Legislature from time to time.
Contributions

The contribution rates for each member category of the System are established by the Oklahoma Legislature
after recommendation by the Board based on an actuarial calculation, which is performed to determine the
adequacy of such contribution rates. An actuarially determined portion of the total contributions to the
System are set aside to finance the cost of the benefits of the HISP in accordance with provisions of the
Internal Revenue Code.

Each member participates based on their qualifying gross salary earned, excluding overtime. There is no cap
on the qualifying gross salary earned, subject to Internal Revenue Service (IRS) limitations on compensation.
Only employers contribute to the HISP.

For 2019 and 2018, state agency employers contributed 16.5% on all salary, and state employees contributed
3.5% on all salary.

For 2019 and 2018, contributions of participating county and local agencies totaled 20.0% of salary
composed of a minimum employee contribution rate of 3.5% up to a maximum of 8.5% and a minimum
employer contribution rate of 11.5% up to a maximum of 16.5%.

Members have the option to elect to increase the benefit computation factor for all future service from 2.0%
to 2.5%. The election is irrevocable, binding for all future employment under OPERS, and applies only to
full years of service. Those who make the election pay the standard contribution rate plus an additional
contribution rate, 2.91% which is actuarially determined. The election is available for all state, county, and
local government employees, except for elected officials and hazardous duty members.

13



Eastern Oklahoma Circuit Engineering District No. 2

Termination

Members become eligible to vest fully upon termination of employment after attaining eight years of
credited service, or the members’ contributions may be withdrawn upon termination of employment.

Pension Liabilities and Expense

At June 30, 2019, the proportionate share of net pension liability was $56,923. The District’s proportionate
share of 0.042739% was based on the ratio of actual contributions of $110,431 paid by the District relative to
the actual contributions of $258,384,430 from all participating employers as of June 30, 2018. The District’s
proportionate share of pension expense was $59,034.

OPEB Liabilities and Expense

At June 30, 2019, the proportionate share of net OPEB liability was ($16,615). The District’s proportionate
share of 0.042739% was based on the ratio of actual contributions of $8,155 paid by the District relative to
the actual contributions of $19,080,000 from all participating employers as of June 30, 2018. The District’s
proportionate share of OPEB expense was $983.

Pension and OPEB Deferred Outflows and Deferred Inflows of Resources

At June 30, 2019, the District reported deferred outflows of resources and deferred inflows of resources from
the following sources related to OPERS benefits:

PENSION OPEB
Outflows Inflows Outflows  Inflows

Balance of Deferred Outflows and Inflows due to:
Differences between expected and actual experience 0 (46,947) 0 (8,696)
Changes of assumptions 35,849 0 3,242 0
Net difference between projected and actual

earnings on pension plan investments 0 (13,636) 0 (5,129)
Changes in proportion and differences between employer

contributions and proportionate share of contributions 0 0 0 0
Total 35,849  (60,583) 3,242 (13,825)

Other amounts reported as collective deferred (inflows)/outflows of resources to be recognized in expense:

Year Ending June 30: PENSION OPEB

2019 39,586 (2,735)

2020 (6,750) (2,735)

2021 (47,235) (2,735)

2022 (10,335) (1,415)

2023 0 (874)
Thereafter 0 (89)
(24,734) (10,583)

14



Eastern Oklahoma Circuit Engineering District No. 2
Actuarial Assumptions

The total pension liability and total HISP liability, as of June 30, 2019 were determined based on actuarial
valuations prepared as of July 1, 2019, using the following actuarial assumptions:

* Investment return — 7.00% compounded annually net of investment expense and including inflation

» Salary increases — 3.5% to 9.5% per year including inflation

» Mortality rates — active participants and nondisabled pensioners — RP-2014 Mortality Table
projected to 2025 by Scale MP-2016 (disabled pensioners set forward 12 years)

» No annual post-retirement benefit increases

» Assumed inflation rate — 2.75%

* Payroll growth — 3.5%

* Actuarial cost method — Entry age

» Select period for the termination of employment assumptions — 10 years

The actuarial assumptions used in the July 1, 2019, valuation are based on the results of the most recent
actuarial experience study, which covered the three-year period ending June 30, 2016. The experience study
report is dated April 13, 2017.

Expected Rate of Return

The long-term expected rate of return on pension plan investments and HISP plan investments was
determined using a log-normal distribution analysis in which best estimate ranges of expected future real
rates of return (expected returns, net of pension plan investment expense and inflation) are developed for
each major asset class. These ranges are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by adding
expected inflation. The HISP represents a subsidy that is capped at $105 per month per retiree.

The target asset allocation and best estimates of geometric real rates of return for each major asset class as of
June 30, 2019 are summarized in the following table:

Target Long-Term Expected
Asset Class Allocation Real Rate of Return
U.S. Large Cap Equity 38.00% 3.80%
U.S. Small Cap Equity 6.00% 4.90%
Non-U.S. Equity 24.00% 9.20%
U.S. Fixed 32.00% 1.40%
Total 100.00%

Discount Rate

The discount rate used to measure the total pension liability and the total HISP liability was 7.00%, net of
investment expenses, for 2019. The projection of cash flows used to determine the discount rate assumed
that contributions from System members and the employers will be made at the current contribution rate as
set out in state statute. Based on those assumptions, the pension plan’s fiduciary net position and the HISP’s
fiduciary net position were projected through 2114 to be available to make all projected future benefit
payments of current System members. Therefore, the long-term expected rate of return on pension plan and
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HISP plan investments was applied to all periods of projected benefit payments to determine the total
pension liability and total HISP liability. The discount rate determined does not use a municipal bond rate.

Sensitivity of the Net Pension Liability and net HISP Liability to Changes in the Discount Rate:
The following presents the net pension liability of the employer calculated using the discount rate of 7.00%

for 2019, as well as what the System’s net pension liability (asset) would be if it were calculated using a
discount rate that is one percentage point lower or one percentage point higher than the current rate:

At June 30, 2019 1% Decrease Current Discount 1% Increase
(6.0%) Rate (7.0%) (8.0%)

Employers' net pension liability (asset) 1,204,228,260 133,188,077 (774,849,359)

District's proportionate liability (asset) 58,481 6,468 (37,629)

The following presents the net HISP liability of the employer calculated using the discount rate of 7.00% for
2019, as well as what the System’s net HISP liability (asset) would be if it were calculated using a discount
rate that is one percentage point lower or one percentage point higher than the current rate:

At June 30, 2019 1% Decrease Current Discount 1% Increase
(6.0%) Rate (7.0%) (8.0%)

Employers' net HISP liability (asset) (6,140,488) (38,874,741) (67,031,422)

District's proportionate liability (asset) (298) (1,888) (3,255)

Due to the structure of the HISP, healthcare cost trend rate sensitivity analysis is not meaningful.

Plan Amendments

The State Legislature enacted the following System provisions during the session ended in May 2018:
One-time Stipend Payment

HB 1340 provides a one-time stipend for members of OPERS who have been retired for five years as of
October 1, 2018. The stipend is based on the funding level of the system. OPERS members will receive the
lesser of 2% of their gross annual retirement amount or $1,200. The bill also provides a minimum payment of
$350 for members with 20 years of service. This stipend was paid in October 2018.

Clarification of Certain System Provisions

OPERS requested HB 2516 to clarify certain System provisions related to billing employers for sick leave and
early retirement for elected officials.

Billing Employers for Sick Leave — Prior language only allowed OPERS to bill employers when sick leave
rounded an employee up to an additional year of service. Revised language allows OPERS to bill employers for
actual months of sick leave after rounding was eliminated for members who joined the System on or after
November 1, 2012.

Elected Officials — Prior language regarding early retirement for elected officials conflicted with the eligibility
for normal retirement.
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Defined Benefit Plan Eligibility for Elected Officials

SB 527 states that a statewide elected official or legislator who is first elected or appointed on or after
November 1, 2018, and who has participating service in the OPERS defined benefit plan prior to November 1,
2015, shall be a member of the defined benefit plan.

The System’s actuary does not believe any of these amendments will have any significant financial impact to
the System.

7. EVALUATION OF SUBSEQUENT EVENTS
The District discovered that payroll deductions were being done after tax instead of pre-tax. The 1% quarter

and 2" quarter 2019 payroll tax returns were amended to reflect the corrected deductions and to add
additional wages that should have been reported.
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Revenue:

CED Allowance

State Equipment Sale

Sign Shop Income
Consulting Engineering Inc.
Bridge Inspection Income
Other

Operating:
Salaries/Wages
Rent/Lease
Benefits
Professional Fees
Auto/Truck Expense
Conference/Seminar
Depreciation Expense
Insurance Expense
Meals/Travel
Office Supplies
Utilities/Telephone
Misc/Other Expenses
Repairs/Maintenance/Supplies
Advertising
Postage/Freight
Cost of Sales

Total Operating

Capital Outlay
Vehicles
Furniture/Fixtures
Equipment
Building

Total Capital Outlay

Revenues Over Expenditures

Add: Capital Outlay
Change in Net Assets

Budgetary Comparison
June 30, 2019

Original Final Actual Variance

$242,500 $430,800 $444,658 ($13,858)
9,300 2,800 7,847 (5,047)
41,000 37,900 38,224 (324)
388,900 294,340 255,081 39,259
702,000 617,860 582,547 35,313
0 0 7,249 (7,249)
1,383,700 1,383,700 1,335,606 48,094
579,000 579,000 689,536 (110,536)
0 0 2,337 (2,337)
236,700 257,700 156,564 101,136
6,500 7,525 7,525 0
29,000 31,460 28,192 3,268
1,200 3,140 3,140 0
150,000 150,000 38,432 111,568
8,000 7,000 6,968 32
8,500 9,310 5,052 4,258
16,000 12,850 7,962 4,888
15,000 28,650 28,428 222
7,600 3,300 4,825 (1,525)
9,200 9,440 11,631 (2,191)
1,000 1,000 0 1,000
1,100 1,740 1,764 (24)
314,900 281,585 368,632 (87,047)
1,383,700 1,383,700 1,360,988 22,712
0 0 0 0
0 0 0 0
0 0 0 0
0 0 3,662 (3,662)
0 0 0 0
0 0 3,662 (3,662)
$0 $0 ($29,044) $29,044

3,662

($25,382)

See accompanying independent auditor's report and footnotes.
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Eastern Oklahoma Circuit Engineering District No. 2
Schedule of Proportionate Share of Net Pension Liability & Contributions
Cost Sharing Pension Plan
June 30, 2019

SCHEDULE OF PROPORTIONATE SHARE OF NET PENSION LIABILITY (ASSET)

OPERS
FY2019 FY2018 FY2017

District’s proportion of the net pension
liability (asset) 0.004% 0.004% 0.078%

District’s proportionate share of the net
pension liability (asset) $ 56923 § 83360 $ 191552
District’s total employee payroll $ 616,670 $ 603536 $ 617,000

District’s proportionate share of the net
pension liability (asset) as a percentage

of its total employee payroll 9.231% 13.812%% 31.046%

SCHEDULE OF CONTRIBUTIONS

OPERS
FY2019 FY2018 FY2017

Contractually required contributions $ 112,715 $ 110,431 $ 95,303

Contributions in relation to the

contractually required contribution 112,715 110,431 95,303
Contribution deficiency (excess) 0 0 0
District’s total employee payroll $ 616,670 $ 603536 $ 617,000

Contribution as a percentage of covered
employee payroll 18.278% 18.297% 15.446%

Note: These schedules are intended to show information for ten years. Additional years will be presented as they become
available.
Current year amounts are based on estimates due to OPERS reports not being available.
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Schedule of Changes in Net OPEB Liability
Cost Sharing OPEB Plan

Beg Balance at July 1, 2018

Changes for the year:

Service Cost

Interest

Benefit changes

Difference between expected and actual experience
Changes of assumptions
Benefit payments

Refunds of contributions
Contributions - employer
Contributions - member

Net investment income
Administrative Expense
Change in allocation percentage

Net Changes

Ending Balance at June 30, 2019

June 30, 2019

SCHEDULE OF CHANGES IN NET OPEB LIABILITY

Increase (Decrease)

Oklahoma Public Employees Retirement Plan

Total OPEB Plan Fiduciary Net Net OPEB
Liability Position Liability
116,265 120,851 (4,585)
3,380 0 3,380
9,545 0 9,545
0 0 0
(8,027) 0 (8,027)
0 0 0
(7,931) (7,931) 0
0 0 0
0 8,011 (8,011)
0 0 0
0 8,053 (8,053)
0 (82) 82
23,987 24,933 (946)
20,954 32,984 (12,030)
$137,219 $153,835 ($16,615)
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Eastern Oklahoma Circuit Engineering District No. 2
Schedule of Proportionate Share of Net OPEB Liability & Contributions
Cost Sharing OPEB Plan
June 30, 2018

SCHEDULE OF PROPORTIONATE SHARE OF NET OPEB LIABILITY (ASSET)

OPERS
FY2019 FY2018 FY2017

District’s proportion of the net OPEB
liability (asset) 0.043% 0.043% 0.035%

District’s proportionate share of the net
OPEB liability (asset) $ (16615 $  (5531) $ 4,058
District’s total employee payroll $ 616,670 $ 603536 $ 617,000

District’s proportionate share of the net
OPERB liability (asset) as a percentage of

its total employee payroll 2.694% 0.916% 0.658%

SCHEDULE OF CONTRIBUTIONS

OPERS
FY2019 FY2018 FY2017

Contractually required contributions $ 8,011 $ 8,155 $ 6,671
Contributions in relation to the

contractually required contribution 8,011 8,155 6,671
Contribution deficiency (excess) 0 0 0
District’s total employee payroll $ 616,670 $ 603,536 $ 617,000
Contribution as a percentage of covered

employee payroll 1.299% 1.351% 1.081%

Note: These schedules are intended to show information for ten years. Additional years will be presented as they become
available.
Current year amounts are based on estimates due to OPERS reports not being available.
23



szCC PAax=

P. O. Box 1495
Clothier & Company CPA’s P.C Muskogee, Oklahoma 74402
ccepa@yahoo.com 918-687-0189 FAX 918-687-3594

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Eastern Oklahoma Circuit Engineering District No. 2
Muskogee, 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 Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
business-type activities of Eastern Oklahoma Circuit Engineering District No. 2 (the “District”), as
of and for the year ended June 30, 2019, and the related notes to the financial statements, which
collectively comprise the District’s basic financial statements and have issued our report thereon
dated March 19, 2020.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the District’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 opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the District’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the District’s
internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that have not been identified. However, as described in the accompanying schedule of
findings and questioned costs, we did identify certain deficiencies in internal control that we
consider to be material weaknesses and significant deficiencies.

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
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corrected, on a timely basis. We consider the deficiencies described in the accompanying schedule
of findings and questioned costs as items 2019-01 to be material weaknesses.

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. We consider the deficiencies described in the accompany schedule of findings and
questioned costs as items 2019-02, 2019-03, 2019-04 and 2019-05 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’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.

The District’s Response to Findings

The District’s response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. The District’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.

Clothier & Company, CPA’s, P.C.
March 19, 2020
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Eastern Oklahoma Circuit Engineering District No. 2
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Period Ended June 30, 2019

Section | — Summary of Auditors’ Results

Financial Statements
Type of auditor’s report issued. — Unqualified

Internal control over financial reporting:

e Material weaknesses identified? X Yes No

e Control deficiencies identified that are
not considered to be material weaknesses? X Yes No
Noncompliance material to financial statements noted? Yes _ X No

Section Il — Financial Statement Findings

2019-1 — There were large overpayments in the accrued liability account called Direct Deposit
Liabilities

Condition — There appears to be a $22,809 overpayment in of payroll expenses, resulting in a material
debit balance in the Direct Deposit Liabilities account.

Criteria — Overpayment of funds should be properly documented and accounted for as an expense and not
an accrued liability.

Effect — Risk of loss due to overpayment of payroll expense, underpayment of payroll taxes, poor
financial reporting, liabilities are being overstated and/or expenses are being understated.

Cause — There is a material variance between the amount of what payroll expense should be per the
payroll summary reports and the amount of actual payroll expense sent by the bank. Documentation
provided by the client showed at least three of the overpayments were to the bookkeeper.

Recommendation — Client should develop controls to prevent overpayments, including segregation of
duties as it relates to payroll. The direct deposit liability account should be reconciled to the payroll
summary reports before payment is sent.

Entity’s Response — We agree that a payroll processing problem exists and plan to take steps to change the
system and implement more segregation of duties. We are also considering the use of a third-party payroll
service.

2019-2 — Payment of leave

Condition — Vacation and sick leave payments are being made without a leave request form, making it
impossible to properly track unused vacation and sick leave.

Criteria — Vacation and sick leave should be requested and approved before the leave is paid.
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Effect — Risk of loss due to payment of leave when there may be no leave balance available. Liabilities
and expenses could be misstated if balances are not being properly maintained.

Cause — Vacation and sick leave payments are being made before a leave request form is submitted and
approved.

Recommendation — The client should develop controls such that vacation and sick leave are not paid out
until a leave request form is submitted and approved.

Entity’s Response — We agree that a payroll processing problem exists and will take steps necessary to
change the system for paying vacation and sick leave. We are also considering the use of a third party
payroll service that could accrue and track the leave balances.

2019-3 — Payroll bank account
Condition — The payroll bank account has excess funds in it, resulting in a large amount of idle funds.

Criteria — An impressed payroll account system should have controls that help mitigate the risk of loss
due to overpayment.

Effect — Risk of loss due to idle cash being readily available for overpayments of payroll.
Cause — The District is keeping a large amount of idle funds in the payroll bank account.
Recommendation — The District should consider the use of an impressed system for the payroll bank
account and transfer the idle funds to a separate account. The balance in the payroll bank account should
only be enough to ensure the account has enough to satisfy direct deposit liabilities, payroll taxes, and all

other payroll related payments.

Entity’s Response — We agree that the payroll account has a high idle balance and will consider
transferring the balance to a separate account.

2019-4 — Amended payroll tax returns

Condition — Payroll expense is not calculated according to whether deductions are pre-tax or after tax.
Payroll tax returns should be prepared based on properly calculated payroll expense. This resulted in the
amendment of the 1st and 2nd quarter 2019 payroll tax returns.

Criteria — Under IRS code some benefits are not subject to income tax at the employee level. The payroll
expense calculation should be in accordance with IRS regulations to allow for the correct preparation and
calculation of payroll and related payroll tax returns.

Effect — Overpayment and/or underpayment of payroll taxes, underpayment to employees. Amending
payroll tax returns and/or amending W-3’s.

Cause — The District’s accounting software was set up such that the insurance deductions were being
taken out after tax.

Recommendation — The District should adjust the software to property calculated insurance deductions.
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Entity’s Response — We agree that the software was not properly deducting benefits and thus the
calculation payroll taxes. We will update the software setup accordingly.

2019-5 — Vacation and sick accruals

Condition — Employee vacation and sick accruals are not calculated in accordance with the employee
policy manual.

Criteria — The employee policy manual provides for leave based on the number of years with the
company. The longer the tenure, the more leave that accrues under the manual. To properly calculate the
leave earned you must know the employees date of hire.

Effect — Overpayment and/or underpayment of payroll and related payroll taxes.

Cause — Management is not following the employee policy manual with respect to employee leave.

Recommendation — The District should set up policies and procedures to ensure compliance with the
employee policy manual. This should include random testing of leave calculations earned by employees.

Entity’s Response — We agree that there is an overall payroll processing problem and that the calculations
of leave earned should be updated to conform with the employee policy manual. We have updated our
system to include testing of the system.

28



