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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Seminole County Rural Water District No. 7
Seminole, Oklahoma

We have audited the accompanying financial statements of the business-type activities of
the Seminole County Rural Water District No. 7 (the District), Seminole, Oklahoma, as
of and for the year ended June 30, 2014, 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
considersinterna 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 evauating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
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We believe that the audit 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 al material
respects, the respective financial position of the business-type activities of the District as
of June 30, 2014, and the respective changes in financia 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

The District has not presented the Management’s Discussion and Analysis that
governmental accounting principles generally accepted in the United States of America
require to be presented to supplement the basic financial statements. Such missing
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board (GASB), who considers it to be an essential
part of the financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. Our opinion on the basic financia 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
April 15, 2015 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 financial reporting or on
compliance and the results of that testing and not to provide an opinion on interna
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
Authority’s internal control over financial reporting and compliance.

R, lidone it

Sanders, Bledsoe & Hewett
Certified Public Accountants, LLP
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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
Seminole County Rural Water District No. 7
Seminole, 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 Seminole County Rural Water District No.
7 (the District), Seminole, Oklahoma, as of and for the year ended June 30, 2014, and the
related notes to the financial statements, which collectively comprise the District’s basic
financial statements and have issued our report thereon dated April 15, 2015.

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. However, as described in the accompanying schedule of findings and
responses, we identified a certain deficiency in the internal controls that we considered to
be amaterial weakness.

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
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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
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 materia weakness, yet important enough to merit attention by those
charged with governance. We consider the deficiency described in the accompanying
schedule of findings and responses as item 14-1, to be a material weakness.

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 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 that are required to be reported
under Government Auditing Standards.

District’s Response to Findings

The District’s response to the finding identified in our 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, we express no opinion on it.

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



SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
DISPOSITION OF PRIOR YEAR AUDIT FINDINGS
JUNE 30, 2014

The ongoing exception of alack of segregation of accounting functions continued in the
current fiscal year, and will continue to be an exception.



SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
SCHEDULE OF FINDINGS AND RESPONSES
JUNE 30, 2014

14-1 Criteria — The segregation of duties and responsibilities between different
individuals for custody of assets, recordkeeping for those assets, and
reconciliation of those asset accounts is an important control activity needed to
adequately protect the District’s assets and ensure accurate financial reporting.

Condition - Presently the same individual performs all accounting functions;
receives utility service related payments and is responsible for service billing and
adjustment, also makes bank deposits, writes checks and reconciles the monthly
bank statements and prepares monthly financia reports.

Cause — The District’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 accounting functions,
including misappropriation of assets, could occur and not be detected within a
timely basis.

Recommendation - While it may not be cost effective to hire additiona
administrative staff that would be necessary in order to adequately segregate the
responsibilities, the District should consider a forma evauation of their risks
associated with this lack of segregation of duties. In response to the identified
risks, consideration should be given to identifying and implementing controls that
could help mitigate the risks associated with the lack of segregation of duties.

Management Response — Management agrees with this finding, and will provide
adequate staffing once annua collections increase enough to justify the extra
expense.



SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
Statement of Net Assets
June 30, 2014

ASSETS
Current assets:
Cash in bank $ 11,915
Accounts receivable 7,900
Total current assets 19,815

Capital Assets:

Water system and improvements - net of depreciation 2,390,911
Other:

Debt Issue Costs - net of amortization 34,140
Total Assets 2,444,866
LIABILITIES

Current Liabilities:
Current maturities of long-term debt 17,080

Non-current Liabilities:

Notes payable 1,284,401
Total Liabilities 1,301,481
NET ASSETS

Invested in capital assets, net of related debt 1,089,430

Unrestricted 53,955
Total Net Assets $ 1,143,385

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



SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
Statement of Activities
For The Year Ended June 30, 2014

Operating Revenues:
Total revenues from operations 93,056

Operating Expenses:

Water purchased 4,800
Insurance 2,508
Postage/ PO box rental 219
Dues and fees 1,645
Professional fees 1,285
Contract maintenance & management 51,298
Supplies and materials 2,647
Testing and chemicals 8,163
Utilities 9,239
Office supplies and expenses 308
Total expenses from operations 82,112
Operating Income (Loss) 10,944
Non-Operating Revenues (Expenses):
Interest income 3
Grant proceeds 15,717
Depreciation expense (62,919)
Amortization expense (2,546)
Interest paid on debt (7,803)
Total non-operating revenues (expenses) (57,548)
Change in Net Assets (46,604)
Total Net Assets, beginning of period 1,189,989
Total Net Assets, end of period $ 1,143,385

The accompanying notes to the financial statements are an integral part of this statement
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SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
Statement of Cash Flows
For Years Ended June 30, 2014

Cash Flows from Operating Activities:

Operating revenue $ 92,656
Payments to vendors (82,112)
Total Cash Fows from Operating Activities 10,544

Cash Flows from Capital and Related Financing Activities:

Grant proceeds 15,717
Principal paid on loan (2,767)
Interest paid on loan (7,803)
Loan costs (legal fees) (15,717)

Total Cash Flows from Capital and Related Financing Activities (10,570)

Cash Flows from Investing Activities:

Interest revenue 3
Net increase (decrease) in cash (23)
Cash and cash equivalents, beginning of period 11,938
Cash and cash equivalents, end of period $ 11,915

Reconciliation of operating income (loss) to net cash
provided by operating activities:
Operating Income (loss) $ 10,944

Adjustments to reconcile operating income to net cash
provided (used) by operating activities:
Accounts receivable (400)

Net Cash Provided by (Used in) Operating Activities 10,544

The accompanying notes to the financial statements are an integral part of this statement
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SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
NOTESTO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2014

Note 1 — Significant Accounting Policies

Business Activity

Seminole County Rural Water District No. 7 (the District) was formed under the provisions
of Title 82, O.S. 1981, Sections 1324.1-1324.26 inclusive. The District operates as a
nontaxable government agency to service residents of the Seminole County Rural Water
District No. 7. The District’s primary income is from the sale of water to its members.

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 June 30, 2014, and are comprised as follows:

First United Bank, Seminole, OK-

Operating account $ 7,691
Construction account 4,224
Total $ 11,915

The District’s cash deposits at June 30, 2014, are categorized to give an indication of the
level of risk assumed by the district at year-end.

Investments

The District had no outstanding investments at June 30, 2014.

Statement of Cash Flows

For purposes of the statement of cash flows, the District considers al highly liquid
investments, such as certificates of deposit, as cash equivalents.

12



SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
NOTESTO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2014

Note 1 — Significant Accounting Policies

Federa Income Tax

The District is exempt from all federal and state income taxes.

Collateral Pledged

It appears that all funds were adequately insured by F.D.1.C. as of June 30, 2014, as the
total balances of all cash and investments did not exceed $250,000.

Prior Y ear Information

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

Contributed Capita

The District has received grant proceeds to assist in the construction of the water system
from the Oklahoma Water Resources Board in the amount of $150,000 in the 2010-11
fisca year. The District also received $180,000 from the Chickasaw Nation Health
System to assist in the construction of the water system, and $8,000 to purchase benefit
units for tribal members in the District (which will become part of contributed capital
upon completion of the water system project). In 2011-12, the District received $836,046
from Rura Development for the water system project. In 2012-13 year, the District
received an additional 98,633 from Rural Development, along with $20,000 from the
Chickasaw Nation Health System for continued assistance in the water system project. In
2013-14, the District received an additional $15,717 for water system project costs.

Note 2 — Reservefor Contributed Capital

According to the District by-laws, the consideration paid for benefit units is classified as
a donation to the District, and will be refunded to the member only if the project is
abandoned prior to the beginning of construction. As the construction process continues,
and the project is assured of existence and continuance, these funds will be transferred to
the member equity section of the balance sheet, and classified as contributed capital. This
transfer was made in the 2013-14 fiscal year, the first full year of continued operation.
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SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
NOTESTO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2014

Note 3 — 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.

Capital (fixed) asset information for the 2013-14 fiscal year is as follows:

Balance at Balance at
July 1, 2013 Additions Deductions  June 30, 2014

Caoital Assets (at cost):
Water distribution system $ 2,516,749 - - 2,516,749
Construction in progress - - - -
Buildings and equipment - - - -

Total depreciated capital assets 2,516,749 - - 2,516,749
Less accumulated depreciation for:
Water distribution system (62,919) (62,919) - (125,838)
Buildings and equipment - - - -
Total accumulated depreciation (62,919) (62,919) - (125,838)
Capital assets, net $ 2,579,668 (62,919) - 2,390,911

Note4 — Long-Term Debt

Notes payable consist of two notes to the Office of Rura Economic & Community
Development. The notes payable at June 30", are detailed as follows:

2014 2013

Note No. 91-01, Rural Economic & Community Development,

issued for $1,019,000, dated 8-21-06, at 3.75% interest

due in monthly installments of $4,199, until paid; $ 1,009,668 1,011,729
Note No. 91-03, Rural Economic & Community Development,

issued for $295,000, dated 7-29-10, at 3.00% interest

due in monthly installments of $1,086, until paid; 291,813 292,519
Less: Current Maturities (17,080) (16,980)
Total $ 1,284,401 1,287,268
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SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
NOTESTO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2014

Note4 — Long-Term Debt — cont’d

The amounts of principal and interest to be paid in future fiscal years are as follows:

Year Ended

June 30, Loan 91-01 Loan 91-03 Total
2015 S 12,743 4,337 17,080
2016 13,229 4,469 17,698
2017 13,734 4,605 18,339
2018 14,258 4,745 19,003
2019 14,802 4,889 19,691

2019-24 82,923 26,769 109,692

2024-29 99,994 31,095 131,089

2029-34 120,581 36,121 156,702

2034-39 145,406 41,959 187,365

2039-44 175,342 48,740 224,082
2044+ 327,656 84,084 411,740

$ 1,020,668 291,813 1,312,481

Note 5 — Subsequent Events

Management has evaluated subsequent events through April 15, 2015, which is the date the
financia statements were available to be issued and have determined that no additional
information needs to be added to the financial statements.

The District is currently considering merging with neighboring water districts, since they
believe they cannot sustain a positive cash position.
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SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
BALANCE SHEET
JUNE 30, 2014

JUNE 30
(Memo only)
2014 2013
ASSETS
Current Assets:

Cash - Operating acct. $ 7,691 7,679

Cash - Construction acct. 4,224 4,259

Accounts receivable 7,900 7,500

Total current assets 19,815 19,438
Fixed Assets:
Water system and improvements 2,516,749 2,516,749
Less: Accumulated depreciation (125,838) (62,919)
Total Fixed Assets - net 2,390,911 2,453,830
Debt Issue Costs - less amortization 34,140 20,969
Total Assets $ 2,444,866 2,494,237
LIABILITIES AND MEMBER EQUITY
Current Liabilities:

Current maturities of long-term debt $ 17,080 16,980
Long-Term Liabilities:

Notes Payable 1,284,401 1,287,268
Total Liabilities 1,301,481 1,304,248
Member Equity:

Contributed capital 1,300,396 1,284,679

Retained earnings (157,011) (94,690)

Total member equity 1,143,385 1,189,989
Total Liabilities and Member Equity $ 2,444,866 2,494,237
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SEMINOLE COUNTY RURAL WATER DISTRICT NO. 7
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
FOR THE YEAR ENDED JUNE 30, 2014

Revenue from Operations

Expenses from Operations:
Water purchased
Insurance
Postage/ PO box rental
Dues and fees
Professional fees
Contract maintenance & management
Supplies and materials
Testing and chemicals
Utilities
Office supplies and expenses
Total expenses from operations

Net Income (Loss) from Operations

Other Income (expenses)-
Interest earnings
Line relocation - Seminole Nat'n
Depreciation expense
Amortization expense
Line relocation costs
Interest paid on long-term debt

Total other income (expenses)

Net Income (LosS)
Retained Earnings, Beginning of Period

Retained Earnings, End of Period

(Memo only)
2013-14 2012-13

$ 93,056 90,674
4,800 3,600
2,508 2,396
219 506
1,645 1,342
1,285 875
51,298 47,548
2,647 3,449
8,163 4,445
9,239 2,836
308 199
82,112 67,196
10,944 23,478
3 18
0 14,450
(62,919) (62,919)
(2,546) (1,497)
0 (14,450)
(7,803) (74,435)
(73,265) (138,833)
(62,321) (115,355)
(94,690) 20,665
$  (157,011) (94,690)
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