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MICHAEL W. GREEN

Certified Public Accountant

827 W. Locust Street

STILWELL, OK. 74960
(918) 696-6298

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Adair County Water, Sewer
and Solid Waste
Management Dist. No. 2
Adair County, Oklahoma

Opinion

I have audited the accompanying financial statements of the business-type activities and each major fund of Adair
County Water, Sewer and Solid Waste Management Dist. No. 2 (the District), as of and for the year ended December
31, 2021, and the related notes to the financial statements, which collectively comprise the District’s basic financial
statements as listed in the table of contents.

In my opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the business-type and each major fund of the District, as of December 31, 2021, and the respective changes in
financial position, and, where applicable, cash flows thereof for the year ended in accordance with accounting
principles generally accepted in the United States of America.

Basis for Opinion

I conducted my 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. My responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of my report. We are required to be independent of
the District and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating
to my audit. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my
audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
accounting principles generally accepted in the United States of America, and 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the District’s ability to continue as a going concern for
twelve months beyond the financial statement date, including any currently known information that may raise
substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an
audit conducted in accordance with GAAS will always detect a material misstatement when it exists. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
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collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgement made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing Standards,
I:

* Exercise professional judgment and maintain professional skepticism throughout the audit.

* Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and
design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis,
evidence regarding the amounts and disclosures in the financial statements.

» Obtain an understanding of internal control relevant to the audit 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, no such opinion is expressed.

» Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluate the overall presentation of the financial statements.

* Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial
doubt about the District’s ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit, significant audit findings, and certain internal control-related matters that we identified
during the audit.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
management discussion and analysis is presented for purposes of additional analysis and is not a required part of the
financial statements. Such information is the responsibility of management and was derived from and relates directly
to the underlying accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the information
is fairly stated in all material respects in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, 1 have also issued my report dated June 9, 2022, on my
consideration of the District’s internal control over financial reporting and on my 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 my 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.

Regards,

#

Michael Green, CPA
Stilwell, Oklahoma

June 9, 2022



Adair County Rural Water District #2
Statement of Net Position
Proprietary Fund
December 31, 2021

ASSETS

Cash on Hand
Cash In Bank
Investments
Accounts Receivable
Prepaid Expenses
TOTAL CURRENT ASSETS

FIXED ASSETS
Water System
Office Equipment
Equipment
Vehicles
Buildings
Land Easement
Accumulated Depreciation
TOTAL FIXED ASSETS

RESTRICTED ASSETS
Cash Restricted for Security Deposits
TOTAL ASSETS

LIABILITIES

CURRENT LIABILITIES
Accounts Payable & Accrued Liabilities
Payroll Taxes Payable
Security Deposits Payable
Current Portion of Long-Term Debt
TOTAL CURRENT LIABILITIES

NONCURRENT LIABILITIES
Note Payable - Less Current Portion
TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES
NET POSITION:
Net Investment in Capital Assets
Unrestricted
TOTAL NET POSITION

100
256,435
26,671
54,686
3,197

341,089

3,003,658
15,810
65,368
48,155
71,329

3,223
(1,826,650)

1,380,893

4,524

1,726,506

16,538
2,317
4,524

19,726

43,105

88,072

88,072

131,177

1,273,095
322,234

1,595,329

The accompanying notes and auditors report are an integral part of these financial statements.
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Adair County Rural Water District #2
Statement of Revenues, Expenses and Changes in Net Position
Proprietary Fund
For the Year Ended December 31, 2021

OPERATING REVENUE:
Charges for Services:
Water Sales
Membership Tap Fees
Late Fees
Reconnect Fees
Total Charges for Services
TOTAL OPERATING REVENUE

OPERATING EXPENSES:
Water Purchased
Bank Charges
Payroll
Payroll Expenses
Contract Labor
Depreciation
Repairs & Maintenance
Insurance
Supplies
Legal & Professional
Telephone
Utilities
Vehicle Expense
Postage
Dues, Fees & License
Miscellaneous
Water Testing
Bad Debt Expense
Office Exp.
TOTAL OPERATING EXPENSES

NET INCOME FROM OPERATIONS

NONOPERATING REVENUE (EXPENSE):
Grant Income
Other Income
Interest Income
Interest Expense
TOTAL NONOPERATING REVENUE & EXPENSE

NET INCOME
NET POSITION, BEGINNING OF YEAR

NET POSITION, END OF YEAR

$

$

457,645
15,200
9,468
3,575
485,888

201,129
50
92,498
6,899
7,830
82,004
28,715
4,365
4,456
7,800
1,650
4,535
9,964
2,400
1,724
40
1,318
1,611
744
459,732

26,156

37,695
15,501
2,150
(2,310)
53,036

79,192

1,516,137

1,595,329

The accompanying notes and auditors report are an integral part of these financial statements.
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Adair County Rural Water District #2
Statement of Cash Flows, Direct Method

Proprietary Fund

For the Year Ended December 31, 2021

CASH FLOWS FROM OPERATING ACTIVITIES
Cash from Customers
Cash to Suppliers
Wages to Employees
Net Cash Provided (used) by Operating Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES

Net Purchase of Capital Assets

Principal paid on Capital Debt

Income From Grants

Other Income

Interest Paid on Capital Debt
Net Cash Provided (used) by Capital and

Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest Income
Net Cash Provided (used) by Investing Activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
BALANCES - BEGINNING OF THE YEAR

BALANCES - END OF THE YEAR

$

$

489,427
(305,742)

(90,375)

93,310

(59,406)
(18,789)
37,695
15,501

(2,310)

(27,309)

2,150
2,150

68,151

219,579

287,730

The accompanying notes and auditors report are an integral part of these financial statements.
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Adair County Rural Water District #2
Statement of Cash Flows (Continued)
Proprietary Fund
For the Year Ended December 31, 2021

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES

Net Income from Operations $ 26,156
Adjustments to Reconcile Operating Income to Net Cash
Provided (used) by Operating Activities:

Depreciation Expense 82,004

Change in Assets and Liabilities:

Accounts Receivable 3,591

Customer Deposits 5D

Accounts Payable & Accrued Liabilities (18,390)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 93,310

The accompanying notes and auditors report are an integral part of these financial statements.
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Adair County Rural Water District No.2
Notes to the Financial Statements
For the Year Ended December 31, 2021

The Adair County Rural Water District No. 2 was organized under the Rural Water District
Act of Oklahoma, for the purpose of acquiring water and water rights, and to build and
acquire pipelines and other facilities and to operate the same for the purpose of furnishing
water to serve the needs of owners and occupants of land located within the district.

Note 1: Summary of Significant Accounting Policies

Basis of Accounting and Measurement Focus

e Basis of Accounting refers to "when" transactions are recorded regardless of the
measurement focus applied.

e Measurement focus is a term used to describe "which" transactions are recorded
within the various financial statements.

Basis of Accounting:

Basis of Accounting refers to when revenues and expenses are recognized in the accounts
and reported in the financial statements. Basis of Accounting relates to the timing of the
measurements made, regardless of the measurement focus applied.

The financial statements of Adair County Rural Water District No. 2, (hereafter known as
the Water District), have been prepared on the accrual basis of accounting. The accrual
basis of accounting recognizes revenue when it is earned rather than received and
recognizes expenditures when they are incurred rather than paid.

Proprietary Funds:

Enterprise Funds - Enterprise Funds are used to account for operations (a) that are financed
and operated in a manner similar to private business enterprises where the intent of the
governing body is that the cost (expenses, including depreciation) of providing goods or
services to the general public on a continuing basis be financed or recovered primarily
through user charges; or (b) where the governing body has decided that periodic determina-
tion of revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes. The
water district believes that its fund is in this category since it relates to or provides for a
business type activity.

Measurement Focus:

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



Adair County Rural Water District No.2
Notes to the Financial Statements
For the Year Ended December 31, 2021

Agency funds are not involved in the measurement of results of operations; therefore,
measurement focus is not applicable to them.

A. Cash & Cash Equivalents

For the purpose of reporting cash and equivalents, the district considers all unrestricted
checking and savings accounts and any highly liquid investments with an initial
maturity of less than three months to be a cash equivalent. For the purpose of the
cashflow statement, cash on hand, cash in bank, and certificates of deposits are

included.
Cash on Hand $ 100
Total Cash on hand $ 100

All funds were covered by federal depository insurance or collateralized by securities
pledged to the Authority by various depository banks. Cash in bank consist of the
following accounts:

BOC, O & M Checking $ 203914
BOC, HI-FI 57,045
Total Cash $ 260,959

B. Investments

Investments, as presented in the District’s financial statements are certificates of
deposit with a maturity of three months or more. The investments as shown in the
following schedule include both the restricted and unrestricted portions as of December
31, 2021 are as follows:

Boc, 12 Month CD $ 26,671
Total Investments $26,671

C. Accounts Receivable

Accounts receivable consist of utility receivables.

Days Receivable
Accounts Receivable 30 60 90
Accounts Receivable Totals $ 46537 $ 70 $ 8,079




Adair County Rural Water District No.2
Notes to the Financial Statements
For the Year Ended December 31, 2021

. Allowance for Doubtful Accounts

Based on historical data, management expects all accounts to be collectable as of the
balance sheet date.

. Income Taxes
The Water District is exempt from federal and state income taxes.
. Inventories

The Water District has no material inventories that it owns, supplies are used or
recognized when they are needed.

. Plant, Property and Equipment

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
effect 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. Accordingly, actual results could
differ from those estimates.

Capitalization Policy

The District has a capitalization policy which includes all items of a Property, plant
and equipment nature in an amount of more than $500.

Recording of Assets and Depreciation Methods

All fixed assets are stated at their historical cost and depreciation is recorded using
the straight-line method over the useful life of the asset.



Adair County Rural Water District No.2
Notes to the Financial Statements
For the Year Ended December 31, 2021

Additions & Deletions to Fixed Assets

Additions to the fixed asset accounts are as seen in the schedule below.

Balance Balance
12/31/2020 Additions Reductions 12/31/2021

Capital Assets, not being depreciated

Land Easements $ 3,223 $ - $ - $ 3,223
Capital Assets, being depreciated

Water System SL 40 2,980,358 23,300 - 3,003,658

Vehicles SL 5 48,155 - - 48,155

Building SL 20 71,329 - - 71,329

Office Equipment SL5 13,935 1,375 - 15,810

Equipment SL5 31,137 34,231 - 65,368

Accumulated Depreciation (1,744,646) (82,004) - (1,826,650)

Total Capital Assets being Depreciated 1,400,268 (22,598) - 1,377,670
Total Capital Assets $ 1403491 $ (22,598) § - $ 1,380,893

. Long Term Debt

At December 31, 2021, the water district had one outstanding long-term note payable
with the Bank of Commerce. The origination date of the note was April 05, 2017 and
is expected to remain in effect until its estimated payoff date of April 05, 2027. The
note bears an interest rate of 1.60% annually. The note payable had an original
beginning principal debt of $194,835.64. As of December 31, 2021, the amount of
principal remaining was $107,798 of which approximately, $19,726 was paid in the

current year.

The following table indicates the balances of debt throughout the year:

Amount
Balance Balance Due Within
Type of Debt 12/31/2020 Additions Reductions 12/31/2021 One Year
Business Type Activities:
Bank of Commerce $ 126279 $ (18481) $§ 107,798 $§ 19,726
Total Business Type Activities: $ 126279 § - $ (18481) $ 107,798 $ 19,726
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Adair County Rural Water District No.2
Notes to the Financial Statements
For the Year Ended December 31, 2021

The maturity of principal and interest for the next five years is displayed below. The
remaining term of the loan is displayed in five-year increments through maturity.

Year Ended
June 30 Principal Interest Total
2022 19,726 1,571 21,297
2023 20,044 1,253 21,297
2024 20,367 929 21,296
2025 20,696 601 21,297
2026 21,029 268 21,297
2026-2030 5,936 14 5,950
Totals $ 107,798  $ 4636 3 112,434

I. Pension Plans
The Water District does not provide retirement benefits to its employees other than the
payroll payments to the social security retirement system. At December 31, 2021 the

District did not participate in or offer any pension plans.

J. Compensated absences

At December 31, 2021, the District has no material compensated absence amounts to
report.

K. Claims and Judgements

From time to time the District participates in federal and state programs that may be
fully or partially funded by grants received from other governmental units.
Expenditures financed by grants are subject to audit by the appropriate grantor
government. If expenditures are disallowed due to non-compliance with grant program
regulations, the district may be required to reimburse the grantor government. No
provision is made in the financial statements for these possible contingencies.

L. Commitments and Contingencies

The district has considered the possibility of any commitments or contingencies that
could have a material effect on the financial statements. After careful consideration, no
provision has been made at this time.

11



Adair County Rural Water District No.2
Notes to the Financial Statements
For the Year Ended December 31, 2021

M. Uncertainties

During March 2020, the World Health Organization declared a pandemic with the outbreak
of the COVID-19 and declared a “Public Health Emergency of International Concern”. The
U.S. Government and local governmental authorities implemented procedures to attempt to
contain the virus and lessen its impact. The spread of this virus has cased business
interruptions that are expected to continue for the foreseeable future. The extent of the impact
of COVID-19 on the Organization’s operational and financial performance has not yet been
determined. As such, these financial statements do not include any adjustments that might
result from the outcome of this uncertainty.

N. Restricted component of Net Position

The district is not currently required to maintain a restricted cash account.

O. Subsequent Events

Subsequent events have been evaluated through June 9, 2022, which is the date that
the financial statements were available to be issued.
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MICHAEL W. GREEN

Certified Public Accountant

827 W. Locust Street

STILWELL, OK. 74960
(918) 696-6298

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

To the Board of Directors
Adair County Water, Sewer
and Solid Waste Management
Dist. No. 2

Adair County, Oklahoma

I 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 and each major fund of Adair
County Water, Sewer and Solid Waste Management Dist. No. 2, (the District), as of and for the year ended
December 31, 2021, and the related notes to the financial statements, which collectively comprise the District’s
basic financial statements and have issued my report thereon dated June 9, 2022.

Report on Internal Control over Financial Reporting

In planning and performing my audit of the financial statements, I considered the District’s internal control over
financial reporting (internal control) as a basis for designing audit procedures that are appropriate in the
circumstances for the purpose of expressing my opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the District’s internal control. Accordingly, I do not express an opinion
on the effectiveness of the District’s internal control.

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

My 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 and therefore, material weaknesses or significant deficiencies may exist that have not been identified.
Given these limitations, during my audit I did not identify any deficiencies in internal control that I consider to be
material weaknesses. I did identify certain deficiencies in internal control, described in the accompanying schedule
of findings and responses as item 2021-01 that I consider to be a significant deficiency.

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free from material
misstatement, I 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
my audit, and accordingly, I do not express such an opinion. The results of my tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.
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The District’s Response to Findings

The District’s response to the findings identified in my audit is described in the accompanying schedule of findings
and responses. The District’s response was not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, I express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of my 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.

Regards,

#

Michael Green, CPA
Stilwell, Oklahoma
June 9, 2022
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Adair County Rural Water District No.2
SCHEDULE OF FINDINGS AND RESPONSES
For the Year Ended December 31, 2021

SCHEDULE OF FINDINGS AND RESPONSES 2021-01

Criteria: The segregation of duties and responsibilities between different individuals for custody
of assets, record keeping for those assets, and reconciliation of those asset accounts is an important
control activity needed to adequately protect the entity's assets and ensure accurate financial
reporting.

Condition: Presently a limited number of individuals has responsibility for all functions of the
financial statement reporting. These individuals have oversight responsibilities for billing and
adjustments; posting of payments payment to subsidiary accounts receivable ledgers and
reconciles the monthly bank statements. In addition, only limited oversight is provided over this
individual in the conduct of their daily functions. This condition was also reported in 2020.

Cause: The entity's limited size and staffing resources have made it difficult for management to
provide sufficient staffing to fully segregate incompatible duties in a cost-effective manner.

Effect or Potential Effect: Without sufficient segregation of duties, the risk significantly increases
that errors and fraud related to the membership and other billing and collection activities, including
misappropriation of assets, could occur and not be detected within a timely basis.

Recommendation: Management and the board should consider a formal evaluation of their risks
associated with this lack of duties segregation over assets. In response to the Identified risks,
consideration should be given to identifying and implementing compensating duties to act as
controls that could help mitigate the risks associated with lack of segregation of duties, such as
management performing review procedures for the reconciliation of accounts.

Responsible Official's Response: The organization concurs with the recommendation and will
strive to implement procedures and compensating duties to help mitigate the risks associated with
the lack of segregation of duties. In addition, the board has in its employ, a contractor who assists
with the reconciliation and presentation of its financial data.
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