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SANDERS, LEDSOE & HEWETT
CeRTIFIED PuBLIC ACCOUNTANTS, LLP

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Logan County Rural Water District No. 2
Crescent, Oklahoma

We have audited the accompanying financial statements of the business-type activities of
the Logan County Rural Water District No. 2 (the District), Crescent, Oklahoma, as of
and for the year ended July 31, 2013, 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. Management is also responsible for 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 of 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
considersinternal control relevant to the District’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 District’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
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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 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 July 31, 2013, and the respective changes in financial position and cash flows thereof
for the year then ended in conformity with accounting principles generally accepted in
the United States of America

Other Matters

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 and 4 be presented to supplement the
basic financia 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 statementsin
an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementa information in accordance with auditing
standards generaly 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 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 13, 2013 on our consideration of the Authority’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financia reporting or on
compliance and the results of that testing and not to provide an opinion on internd
control over financia reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the
Authority’s internal control over financial reporting and compliance.

Rrodc, Pl it

Sanders, Bledsoe & Hewett
Certified Public Accountants, LLP
September 13, 2013



RURAL WATER DISTRICT NO. 2, LOGAN COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS
JULY 31, 2013

Our discussion and analysis of the Rural Water District No. 2, Logan County’s financial
performance provides an overview of the District’s financial activities for the fiscal year
ended July 31, 2013. Please read it in conjunction with the District’s financial statements
that begin on page eight.

FINANCIAL HIGHLIGHTS

The District’s operating revenue exceeded operating expenses by $76,777 in the
2012-13 year.

Investments yielded interest income of $579 in 2012-13.

The District was able to construct a pump house and perform some line
extensions without having to obtain any additional debt. This was accomplished
by using unreserved cash funds in the checking account and liquidating a CD.

Using This Report

This report is presented in a format consistent with the presentation requirements of the
Governmental Accounting Standards Board (GASB) Statement No. 34, as applicable to
the District’s basis of accounting.

Basis of Accounting

The District has elected to present its financial statements in the accrua basis of
accounting. According to the accrua basis, revenues are recorded when earned and
expenses are recognized when incurred. This policy is in accordance with generally
accepted accounting principles.

The Financial Statements

One of the most important questions asked about the District’s finances is, “Is the District
as awhole better off or worse off as a result of the year’s activities?” The Statement of
Net Assets, the Statement of Activities, and the Statement of Cash Flows report
information about the District and about its activities in a way that helps answer this
guestion.

These three statements report the District’s net assets and the changes in them. Y ou can
think of the District’s net assets — the difference between assets and liabilities — as one



way to measure the District’s financial health or financial position. Over time, increases
or decreases in the District’s net assets are one indicator of whether its financial health is
improving or deteriorating. You will need to consider other nonfinancial factors,
however, such as changes in water rates paid or charged and the condition of the
District’s water system, to assess the overall health of the District.

The District has only one type of fund or activity, which is defined as Business-type
activities. This is considered a proprietary fund. This means the District charges a fee to
customersto help it cover al or most of the cost of certain servicesit provides.

Fixed Assets

At July 31, 2013, the District had $1,410,152 invested in fixed assets, net of depreciation,
including land, the water system, equipment, leases and rights. The District purchased
$258,849 in additional fixed assets in 2012-13, including the construction on a booster
station, a pump house and aline loop.

L ong-Term Debt

The District began to make payments on the $920,000 OWRB loan. Current monthly
payments are $3,283.19, with accumulated semi-annua payments being made in March
and September each year. The outstanding loan balance at July 31, 2013 was $519,007.

Economic Factors and Next Year’s Budget and Rates

For the upcoming fiscal year ending July 31, 2014, the District’s budget is fairly
consistent with prior years.

As the current economic conditions continue and expenses continue to increase,
additional rate increases may become necessary.

Contacting the District’s Management

Thisreport is designed to provide our customers and creditors with a general overview of
the District’s finances and to demonstrate the District’s accountability for the money it
receives. If you have questions about this report or need additional financial information,
contact the District Office at 1701 N. Hwy 74, Crescent, OK 73028 or call (405) 969-
2646.



SanDERs, BLEDsoE & HEWETT
CEeRTIFIED PuBLIC ACCOUNTANTS, LLP

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTSPERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Logan County Rural Water District No. 2
Crescent, Oklahoma

We have audited, in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financia audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States,
the accompanying financial statements of the Logan County Rural Water District No. 2
(the District), Crescent, Oklahoma, as of and for the year ended July 31, 2013, and the
related notes to the financial statements, which collectively comprise the District’s basic
financial statements and have issued our report thereon dated September 13, 2013.

Internal Control Over Financial Reporting

Management of the District is responsible for establishing and maintaining effective
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
in order to determine our auditing procedures that are appropriate 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 District’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the District’s internal control over financial

reporting.

Our consideration of the internal control over financial reporting was for the limited
purpose described in the preceding paragraph and was not designed to identify all
deficiencies in internal control that might be materia weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that
were not identified.

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

Compliance
As part of obtaining reasonable assurance about whether the District’s financial

statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which
could have a direct and materia 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 that are required to be reported
under Government Auditing Sandards.

The purpose of thisreport 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 District’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 District’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

o Blde £t

Sanders, Bledsoe & Hewett
Certified Public Accountants, LLP

September 13, 2013



Logan County Rural Water District No. 2

Crescent, Oklahoma
Schedule of Audit Results
July 31, 2013

Section 1 — Summary of Auditor’s Results:

1. Anunqualified opinion report was issued on the financial statements.
2. Theaudit disclosed no reportable conditionsin the internal controls.
3. The audit disclosed no instances of noncompliance.

Section 2 — Findings Relating to the Financial Statements Required to be Reported in
Accordance with GAGAS:

None
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LOGAN COUNTY RURAL WATER DISTRICT NO. 2
Statement of Net Assets
July 31, 2013

ASSETS

Current assets:
Cash in bank
Investments
Receivables
Prepaid insurance
Total current assets

Noncurrent assets:
Capital assets:
Water system and improvements, net of depreciation

Total Assets

LIABILITIES

Current liabilities:
Accounts payable
Accrued interest
Current maturities of long-term debt
Total current liabilities

Noncurrent liabilities:
Notes payable, less current maturities

Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt
Unrestricted assets

Total Net Assets

The accompanying notes to the financial statements are an integral part of this statement

$

33,029
121,365
11,481
7,577

173,452

1,410,152

1,583,604

3,088
644
23,684

27,416

495,323

522,739

891,145
169,720

$

1,060,865




LOGAN COUNTY RURAL WATER DISTRICT NO. 2
Statement of Activities
For The Year Ended July 31, 2013

Operating Revenues:
Water sales

Operating Expenses:
Chemicals and testing
Contract services
Dues and licenses
Insurance
Maintenance and repairs
Miscellaneous
Postage
Professional fees
Office supplies
Salaries and taxes
Supplies
Telephone
Test wells/ easements
Travel and meals
Utilities

Total expenses from operations

Operating Income (Loss)

Non-Operating Revenues (Expenses):
Interest income
Amortization
Depreciation
Interest paid on debt
Total non-operating revenues (expenses)

Change in Net Assets
Total Net Assets, beginning of period

Total Net Assets, end of period

The accompanying notes to the financial statements are an integral part of this statement

$

$

287,105

4,952
58,069
1,971
8,634
36,633
1,398
1,833
12,395
2,554
12,039
32,171
826
1,949
1,802
33,102
210,328

76,777

579
(3,809)
(53,815)
(16,394)
(73,439)

3,338

1,057,527

1,060,865
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LOGAN COUNTY RURAL WATER DISTRICT NO. 2
Statement of Cash Flows
For the Year Ended July 31, 2013

Cash flows from operating activities:
Receipts from customers $
Payments to employees
Payments to vendors

305,507
(12,039)
(207,614)

Net cash (used in) provided by operating activities

85,854

Cash flows from capital and related financing activities:
Construction project payments

(258,849)

Cash flows from investing activities:
Principal paid on debt
Interest paid on debt
Interest on investments

(22,975)
(16,423)
579

Net cash used in investing activities

(38,819)

Net increase (decrease) in cash and cash equivalents

Cash & cash equivalents, beginning of period

(211,814)

366,208

Cash & cash equivalents, end of period $

154,394

Reconciliation of operating income (loss) to net cash provided
by operating activities:
Operating Income $
Adjustments to reconcile operating income to net cash provided
(used) by operating activities:
(Increase) decrease in current assets-
Accounts receivable, net
Prepaid expenses
Increase (decrease) in current liabilities-
Accounts payable

76,777

18,402
(661)

(8,664)

Net Cash Provided by Operating Activities $

85,854

The accompanying notes are an integral part of the financial statements
10



LOGAN COUNTY RURAL WATER DISTRICT NO. 2
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JULY 31, 2013

Note 1 — Significant Accounting Policies

Logan County Rural Water District No. 2 (the “District”) was created under the
provisions of Title 82, Oklahoma Statutes, Sections 1324.1-1324.26 inclusive, for the
purpose of providing water to the members of the District it serves. Membership in the
water district consists of water users who have paid the required membership and
connection fees. The District is exempt from federal and state income taxes.

The membership consists of approximately 430 users, each entitled to one vote. The
Board consists of seven members. The vacant Board seats are elected at the annual
meeting, and al officers of the Board (chairman, vice-chairman and secretary/treasurer)
are voted and approved at this meeting. The members of the Board serve without
compensation.

Basis of Accounting

The accrua basis of accounting is followed for al accounts. Revenues are recorded
when earned and expenses are recognized when incurred. This policy is in accordance
with generally accepted accounting principles.

Cash

The District’s accounts at July 31, 2013, and are comprised as follows:

Community State Bank, Hennessey, OK

Operating & Maintenance Checking $13,974
Community State Bank, Hennessey, OK

Operating & Maintenance Hi-Fi 23,230
Outstanding checks (4,175)
Total Cash $ 33,029

The District’s cash deposits at July 31, 2013, are categorized to give an indication of the
level of risk assumed by the district at year-end. No bank used by the District exceeded
the $250,000 FDIC maximum allowable limit.

11



LOGAN COUNTY RURAL WATER DISTRICT NO. 2
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JULY 31, 2013

Note 1 - Significant Accounting Policies— cont’d

Investments

The District had the following investments at July 31, 2013:
Stillwater National Bank, Edmond, OK -

Certif. of Deposit No. 182362 (depreciation) $ 34,588

Certif. of Deposit No. 182363 (emergency) 34,588

Certif. of Deposit No. 177917 52,189

Total $121,365
Capital Assets

Capital (fixed) assets are valued at cost, and depreciation is computed by use of the
straight-line method. The estimated useful life of these assets range from five to 40
years. Included in these assets are the leases, rights and organization expenses of the
District, which are being amortized over a 40 year period. Capital (fixed) asset
information for the 2012-13 fiscal year is asfollows:

Balance at Balance at
Aug. 1,2012  Additions Deductions July 31, 2013

Capital assets not being depreciated:

Land $ 22500 - 22,500
Other capital assets:

Water distribution system 1,625,721 273,852 1,899,573

Construction in progress 18,660 - (18,660) -

Buildings and equipment 176,511 3,658 180,169

L eases, rights and organization expenses 151,629 151,629
Total depreciated capital assets 1,972,521 277,510 (18,660) 2,231,371
Total capital (fixed) asets at historical costs 1,995,021 277,510 (18,660) 2,253,871
Less accumulated depreciation for:

Water distribution system 594,901 45,707 640,608

Buildings and equipment 125,544 8,107 133,651

L eases, rights and organization expenses 65,649 3,809 69,458
Total accumulated depreciation 786,094 57,623 - 843,717

Capital assets, net $ 1,208,927 219,887 (18,660) 1,410,154
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LOGAN COUNTY RURAL WATER DISTRICT NO. 2
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JULY 31, 2013

Note 1 - Significant Accounting Policies— cont’d

Accounts Receivable

Billings for accounts receivable at July 31, 2013 were $11,481. No computation was
made for allowance for doubtful accounts, which is not considered to be materia to the
financial statements.

Inventories

The District does not include an inventory amount on its financial statements. All items
purchased for inventory are expensed immediately.

Prior Y ear Information

Prior year information is shown on the financia statements for comparative purposes
only. No assurance is given on prior year amounts.

Federa Income Tax

The District is exempt from federal and state income taxes.

Note 2 — Accumulated Unpaid Vacation and Sick Pay

At July 31, 2013, no determination of the aggregate dollar value of vacation and sick pay
had been made.

Note 3 - Long-Term Debt

In September 2009, the District was awarded aloan with the Oklahoma Water Resources
Board in the amount of $920,000. Of this amount, $239,321 of principal was forgiven,
made possible by the American Recovery and Reinvestment Act of 2009. That amount of
forgiveness will be classified as contributed capital. The current interest rate for this loan
is 3.02 percent, payable over 20 years. The loca trustee for the loan is BancFirst,
Oklahoma City, Oklahoma. A debt service fund will be used to pay bi-yearly principa
payments of $18,400. A debt service reserve fund will be used to retain a percentage of
the loan amount.
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LOGAN COUNTY RURAL WATER DISTRICT NO. 2
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JULY 31, 2013

Note 3 - Long-Term Debt — cont’d

The first principal payment was made August 27, 2010. As of July 31, 2013, the
outstanding principal balance on the loan was $519,007.

The amounts of principal and interest to be paid in future fiscal years (based upon current
interest rates) are as follows:

Year Ended

July 31, Principal Interest Total
2014 S 23,684 13,113 36,797
2015 24,414 12,503 36,917
2016 25,129 11,906 37,035
2017 25,943 11,228 37,171
2018 26,744 10,559 37,303

2018-23 146,585 42,060 188,645

2023-28 170,642 21,987 192,629

2028-30 75,866 2,445 78,311

$ 519,007 125,801 644,808
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LOGAN COUNTY RURAL WATER DISTRICT NO. 2

ASSETS

Current Assets:
Cash in bank
Investments
Accounts receivable
Prepaid Insurance
Total current assets

Fixed Assets:
Water system
Construction in progress
Less: accumulated depreciation
Total fixed assets (net)

Total Assets

LIABILITIES AND FUND EQUITY

Current Liabilities:
Accounts payable
Accrued interest
Current maturities of long-term debt
Total current liabilities

Long-Term Liabilities:
Notes payable, less current maturities

Total Liabilities

Fund Equity:
Contributed capital
Retained earnings - unrestricted
Total fund equity

Total Liabilities and Fund Equity

Balance Sheet
July 31, 2013

(Memo only)
2012

$ 33,029 199,718
121,365 166,490
11,481 29,883
7,577 6,916
173,452 403,007
2,253,870 1,976,361
0 18,660
(843,718) (786,094)
1,410,152 1,208,927
$ 1,583,604 1,611,934
$ 3,088 11,752
644 673
23,684 23,353
27,416 35,778
495,323 518,629
522,739 554,407
279,322 279,322
781,543 778,205
1,060,865 1,057,527
$ 1,583,604 1,611,934
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LOGAN COUNTY RURAL WATER DISTRICT NO. 2

Statement of Revenue, Expenses and Changes in Retained Earnings
For the Year Ended July 31, 2013

Revenue from Operations:
Water sales
Benefit units
Reimbursements
Total revenue from operations

Expenses from Operations:
Easements
Chemicals and testing
Contract services
Dues and licenses
Insurance
Maintenance and repairs
Miscellaneous
Postage
Professional fees
Office supplies
Salaries and taxes
Supplies
Telephone
Test wells/ easements
Travel and meals
Utilities

Total expenses from operations

Net Income (Loss) from Operations

Other Income:
Interest earnings

Other Expenses:
Amortization
Depreciation
Interest on debt

Total other expenses

Net Income (Loss)

Retained earnings, beginning of period

Retained earnings, end of period

(Memo only)
2012-13 2011-12
$ 263,774 227,512
12,650 7,750
10,681 5,313
287,105 240,575
0 3,750
4,952 7,084
58,069 55,327
1,971 2,160
8,634 7,991
36,633 9,712
1,398 206
1,833 1,936
12,395 19,591
2,554 730
12,039 10,833
32,171 39,797
826 871
1,949 6,325
1,802 1,481
33,102 24,680
210,328 192,474
76,777 48,101
579 3,059
(3,809) (3,809)
(53,815) (51,853)
(16,394) (17,527)
(74,018) (73,189)
3,338 (22,029)
778,205 800,234
$ 781,543 778,205
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