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Violet E. Kirkendall CPA, PC

Certified Public Accountant
323 W. Ist St.
Claremore, OK 74017
(918) 341-1930

Independent Auditor’s Report
Town of Welch

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying financial statements of the business-type activities of the Town of Welch as of and for the year
ended June 30, 2015, and the related notes to the financial statementis, which collectively comprise the Authority’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. 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 Town of Welch, as of June 30, 2015, 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

In accordance with Government Auditing Standards, we have also issued our report dated September 9, 2015, on our consideration of
the Town of Welch’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on internat
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 Town of Welch’s internal control over financial reporting and compliance.

Mkemall CPA, PC

Certified Public Accountants
September 9, 2015



Violet F. Kirkendall CPA, PC
Certified Public Accountant
323 W. Ist St.
Claremore, OK 74017
(918) 341-1930

Report on Internal Contral Over Financial Reporting and on Compliance Based on an Audit of Financial Statements Performed in Accordance

with Government Auditing Standards

Board of Trustees
Town of Welch

I have audited the financial statements of the governmental activities, the business-type activities, each major fund and the aggregate remaining
fund information of Town of Welch, as of and for the year ended June 30, 2015, which collectively comprise the Town of Welch's basic
financial statements and have issued my report thereon dated September 9, 2015. I conducted my audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable (o financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting
Management of the Town of Welch is responsible for establishing and maintaining effective interal control over financial reporting. In

planning and performing my audit, [ considered the Town of Welch internal control over financial reporting as a basis for designing my auditing
procedures for the purpose of expressing my opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of Town of Welch’s internal control over financial reporting. Accordingly, I do not express an opinion on the effectiveness of the
Town of Welch’s internal control over financial reporting.

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 the internal control that is less severe than a material weakness, yet important enough to merit attention by those charged by
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 over financial reporting that might be deficiencies, significant deficiencies or material weaknesses. Given
these limitations, during my audit [ did not identify any deficiencies in internal control that I consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Town of Welch financial statements are free of material misstatement, 1 performed
tests of the 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, ! do not express such an opinion. The results of my tests disclosed no instances
of noncompliance that are required to be reported under Government Auditing Standards.

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 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.

Violet F, KMI CPA, PC
Certified Public Accountants

September 9, 2015



ASSETS

Current Assets:
Cash and Cash Equivalents
Investments
Due from other funds
Prepaid insurance
Accounts receivable
Due from other Governments
Total Current Assets

Non-cuerent Assets:
Restricted Assets:
Cash
Investments
Capital Assets:
Property, Plant ond Equipment, net
Total Non-current Assets
Total Assets

LIABILITIES
Current Liabilities:
Accounts Payable
Due to other funds
Payroll tax payable
Accrued [nterest
Payable from Restricted Assets:
Meter Deposits Payable
Current Portion of Notes Payable
Total Current Liabilities

Non-Current Liabilities:
Notes payable and lease obligations
Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt
Assigned Fund Balance

Unassigned Fund Balance

Restricted

Unrestricted

Total Net Asscts

Town of Welch
Craig County, Oklahoma

Statement of Net Assets
June 30,2015

Primary Government

Governmental Business-Type
Activities Aclivities Totals

5 70,569.46 § 1436459 § 84,934.05
32,560.32 32,560.32
61,387.90 61,387.90
1,440.68 1,440.68
44,963.90 44,963.90

16,871.70 16,871.70
182,830.06 59,328.49 242.158.55
35,369.67 35,369.67

27,323.21 27,323.21

244,392.86 826,936.67 1,071,329.53
244,392 86 889.629.55 1,134.022.41
42723292 948 958.04 1,376,180.96
5,499.36 28,286.42 33,785.78
33,589.50 32,598.40 66,187.90
1,238.53 1,592.14 2,830.67
13,929.25 13,929.25

5,400.00 31,143.60 36.543.60
45,727.39 107,549.81 153,277.20
—2217.98 405.209.23 ___ 41443721
54.945.37 512,759.04 567,704.41
229,774.88 390,583.84 620,358.72
64,940.58 64,940.58
77,662.09 77,662.09
48,763.63 48,763.63
(3.148.47) (3,148.47)

§ 37227755 843619900 §__808.47655

The accompanying notes are an integral part of the combined financial statements.
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Functions/Programs:

Governmental Activities:
General Government:
Personal Services
Maintenance and Operation
Total General Government
Public Safety and Judicial:
Animal Control
Fire
Municipal Court
Police
Total Public Safety and Judicial
Culture Parks and Recteation:
Cemetery
TOTAL GOVERNMENTAL ACTIVITIES

Business Type Activities
Walter and Sewer
TOTAL

Changes in Net Assets:
Net (expense} revenue

General revenues:
Taxes:
Sales Taxes
Alcoholic Beverage Tax
Franchise Tax
Cigarette Tax
Restricted for transportation purposes:
Motor Vehicle Tax
Gasoline Tax
Rental of Property
Insurance Proceeds
Interest Income
Total Taxes

Change in Net Assets

Net Asscts-beginning
Net Asscts-ending

Town of Welch
Craig County, Oklahoma
Statement of Activities
For the Year Ended June 30, 2015

Program Revenues

Operating Capital Net

Charges for Grants and Grantsand  (Expense)/

Expenses Services  _Contributions. _Contributions Revenue
§ 4243228 § $ b3 $  (4243228)
88,592.98 7.946.00 80,646.98)
131.025.26 7.946.00 0.00 0.00 (123,079.26)
657.08 {(657.08)
34,265.05 56,025.38 12,330.00 34,090.33
0.00 0.00
3.000.00 120.50 (2,879.50)
37.922.13 56,145.88 12.330.00 0.00 0,553.75
10.000.00 50.00 0.00 0.00 (9,950.00)
178,947.39 64,141.88 12,330.00 0.00 (102,475.51)
374.957.78 314.110.14 7.248.20 0.00 (53,599.44)
§ 55390517 S V82520 § 1957820 5000 §_(156.0174.95)

Primary Government
Governmental  Business-Type
Activities Activities

Totals

$ (i23,079.26} §  (53.599.44) §_ (156,074.95)

85,071.21 85,071.21
6,068.71 6,068.71
22,021.50 22,021.50
956.71 956,71
4,596.60 4,596.60
2,427.45 242745
450.00 450.00
13,900.17 13,900.17

177.43 129.43 306.86
121.769.61 14.020.60 ___135,799.2]
19,294.10 (39,569.84)  (20,275.74)
35298345 _ 475.768.84 _ 82875220

§ 31227755 §__436,199.00 $__808,476.55

The accompanying notes are an integral part of the combined financial statements.



ASSETS

Cash

Investments

Due from Other Funds
Prepaid Assets

Due from other Governments
Total Assets

LIABILITIES & FUND EQUITY
Liabilities:
Accounts payable and accrued expenses
Accrued payroll liabilitics
Due to other funds

Total Liabilities
Fund Equity:

Reserved

Unreserved

Total Fund Equity

Total Liabilities & Fund Equity

Town of Welch
Craig County, Oklahoma

Balance Sheet — Governmental Funds

June 30, 2015
General Fire Department  Cemetery

Fund Fund Fund _ ____ Totals
§ 3969528 % 26,035.70 % 4,83848 § 70,569.46
32,560.32 32,560.32
43,890.11 17.497.79 61,387.90
1,440.68 1,440.68
16,871.70 16.871.70
5__101.897.77 §...4353349 §__ 3730880 §__ 18283006
p 549936 § $ ) 5,499.36
1,238.53 1,238.53
17.497.79 16.091.71 33,589.50
24,235.68 0.00 16.091.71 40,327.39
43,533.49 21,207.09 64,840.58
77,662.09 77.662.09
77.662.09 43,533.49 21.207.09 _ [42,502.67

§_101.89777 §__ 4353349 3§ 3730880 §__182.830.06

The accompanying notes are an integral part of the combined financial statements.
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Town of Welch
Craig County, Oklahoma
Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2015
Total Fund Balances — Governmental Funds 5 142,502.67
Amounts reported for governmental activities in the statement of net assets are different
because:
Capital Lease Obligations (14,667.98)

Capital Asset Purchascs
Capital assets used in governmental activities are not financial resources and

therefore are not reported in the governmental funds. 244.392.86
Net Assets of Governmental Activities §___372.277.55

The accompanying notes are an integral part of the combined financial statements.
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Town of Welch
Craig County, Oklahoma
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds

For the Year Ended June 30, 2015

General  Fire Department  Cemetery
Fund Fund Fund Totals
REVENUES
Sales and other taxes £ 9912068 $ $ 5 99,12(.68
Franchise taxes 22.021.50 22,021.50
Gifis and grants received 12,330.00 12,330.00
Charges for services 28,793.00 28,793.00
Sale of Property 450.00 450.00
Traffic and city court fees 120.50 120.50
Investment Income 128.90 48.53 177.43
Miscellaneous 7.946.00 27.232.38 50.00 3522838
Total Revenues 129.787.58 68.355.38 98.53 198.241.49

EXPENDITURES
General Government:

Personal Services 42.432.28 42,432.28

Maintenance and Operations 53,992.41 53,992.41

Capital Expenses 8,499.00 8,499.00
Public Safety and Judicial:

Animal Control 657.08 657.08

Fire 34,265.05 34,265.05

Municipal Court

Police 3,000.00 3,000.00
Cultural, Parks and Recreation:

Cemetery 10,000.00 10,000.00
Debt Service

Principal Payments 5,273.26 5,273.26

Interest Expense 856.65 856.63
Total Expenditures 108.580.77 40.394.96 10.000.00 158,975.73
Net Change in Fund Balance 21,206.81 27.960.42 (9,901.47) 39,265.76
Fund Balance - Beginning of Year 56,455.28 15.573.07 31,208.56 103,236.91
Fund Balance - End of Year i 717,662.09 § 4353349 § 21,30799 § 142,502.67

The accompanying notes are an integral part of the combined financial statements,
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Town of Welch
Craig County, Oklahoma

Reconciliation of Change in Fund Balances of Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2015

Net Change in Fund Balances - Total Governmental Funds
Amounts reported for governmental activities in the statement of activities are different because:
Capital Lease Principal Payments

In the governmental funds, capital outlays are reported as expenditures while in the government-
wide statement of activities, depreciation expense is reported to allocate those expenditures
over the life of the assets.

Capital Expenditures
Depreciation expense
Change in Net Assets of Governmental Activities

$ 39,265.76
6.129.91

8,499.00
(34.600.57)

s 1929410

The accompanying notes are an integral part of the combined financial statements,
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ASSETS

Current Assets:
Cash and Cash Equivalents
Accounts receivable
Total Current Assets

Non-current Assets:
Restricted Assets:
Cash
Investments

Capital Assets:

Town of Welch
Craig County, Oklahoma
Statement of Net Assets

Proprietary Funds-Enterprise Funds
June 30, 2015

Property, Plant and Equipment, net of Accumulated Depreciation

Total Non-current Assets
Total Assets

LIABILITIES
Current Liabilities:
Accounts Payable
Payroll Taxes Payable
Due to other funds
Payable from Restricted Assets:
Meter Deposits Payable
Current Portion of Notes Payable
Total Current Liabilities

Non-Current Liabilities:
Note Payable
Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt
Restricted

Unrestricted

Total Net Assets

$ 14,364.59
44.963.90
59.328.49

35,369.67
27,323.21

826.936.67
889.629.5

948.958.04

28,286.42
1,592.14
32,598.40

13,929.25
31,143.60)
107,549.81

405,209.23
512,759.04

390,583.84
48,763.63
(3,148.47)

b 436,199.00

The accompanying notes are an integral part of the combined financial statements.

oL



Operating Revenues:
Operating Revenues

Operating Expenses:
Personnel Expenses:

Salaries and payroll taxes
Contractual Services
Other Supplies and Expense
Repairs and Maintenance
Utilities
Depreciation
Total Operating Expenses
Operating Income

Non-Operating Revenues {(Expenses):

Interest Income
Grant Income
Insurance Proceceds
Interest Expense
Total Non-Operating Revenues (Expenses)

Net Income (Loss)

Total Net Assets-Beginning
Total Net Assets-Ending

The accompanying notes are an integral part of the combined financial statements.

Town of Welch
Craig County, Oklahoma
Statement of Revenues, Expenses and
Changes in Fund Net Assets
Proprietary Funds
For the Year Ended June 30, 2015

8-

314.110.14

80,057.21
60,882.50
35,032.72
38,153.79
23,737.10
114.256.73

352,120.05

(38.009.91)

129.43

7,248.20

13,900.17
(22.837.73)

{1.559.93)

(39,569.84)

475,768.84

436,195.00




Town of Welch
Craig County, Oklahoma
Statement of Cash Flows
Proprietary Fund Type - Enterprise Fund
For the Year Ended June 30, 2015

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers b 317,926.16
Payments for salaries and benefits (80,057.21)
Payments for goods and services (164,244.93)
Net Cash Provided (Used) by Operating Activities 73.624.02
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES: 0.00
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Purchases of Capital Assets (93,542.01)
Grant Income Received 7,248.20
Insurance Proceeds Received 13,900.17
Payments made on capital debt (29,715.49)
Interest paid on capital debt {22.837.73)
Net Cash Provided (Used) by Capital and Related Financing Activities (124.946.86)
CASH FLOWS FROM INVESTING ACTIVITIES;
Interest and dividends on investments 129.43
Net cash inflow (outflow) from all activities (51,193.41)
Cash and cash equivalents, beginning of year 80,428.35
Cash and cash cquivalents, end of year b 29.234,94

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

Operating Income (Loss) $ (38,009.91)
Depreciation 114,256.73
{Increase) Decrease in:
Accounts Receivable (10,084.15)
Increase (Decrease) in:
Accounts Payable (1,875.24)
Due to Other Funds 11,078.58
Prepaid Insurance {701.53)
Accrued payroll liabilities {244.71)
Meter deposits payable {795.75)
Net Cash Provided (Used) by Operating Activities b 73,624.02

The accompanying notes are an integral part of the combined financial statements.
9.
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Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following notes to the financial statements are an integral part of the Town’s financial statements.

The Town’s financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (GAAP) as applied to local government units. Generally
accepted accounting principles include all relevant Governmental Accounting Standards Board (GASB)
pronouncements. In the government-wide Statement of Net Assets and Statement of Activities, Financial
Accounting Standards Board (FASB) pronouncement and Accounting Principles Board (APB) opinions
issued on or before November 30, 1989, have been applied unless those pronouncements conflict with or
contradict GASB pronouncements, in which case, GASB prevails. Proprietary funds also apply the same
principles. The accounting and reporting framework and the more significant accounting policies are
discussed in subsequent sections of this Note.

REPORTING ENTITY
The Town’s financial reporting entity is comprised of the following:
Primary Government: Town of Welch
Blended Component Unit: Welch Public Works Authority

In determining the financial reporting entity, the Town complies with the provisions of Governmental
Accounting Standards Board Statement No. 14, “The Financial Reporting Entity” and includes all
component units of which the Town appointed a voting majority of the units’ board and the Town is
either able to impose its will on the unit or a financial benefit or burden relationship exists.

Blended Component Units

Blended component units are separate legal entities that meet the component unit criteria described above
and whose governing body is the same or substantially the same as the Town Council or the component
unit provides services entirely to the Town. The component unit’s fund is blended into those of the
Town’s by appropriate activity type to comprise the primary government presentation.

Component Unit Brief Description/Inclusion Criteria Reporting
Welch Public Works Authority Created to finance, develop and operate the Enterprise Fund

water and sewer services activities.

Discretely Presented Component Units

Discretely presented component units are separate legal entities that meet the component unit criteria
described above but do not meet the criteria for blending. Currently, the Town has no discretely
presented component units.



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
BASIS OF PRESENTATION

Government-wide Statements: The statement of net assets and the statement of activities display
information about the primary government (the Town). These statements include the financial activities
of the overall government. Eliminations have been made to minimize the double-accounting of internal
activities. These statements distinguish between the governmental and business-type activities of the
Town. Governmental activities generally are financed through taxes, intergovernmental revenues, and
other non-exchange transactions. Business-type activities are financed in whole or in part by fees
charged to external parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the Town and for each function of the Town’s governmental
activities. Direct expenses are those that are specifically associated with a program or function and,
therefore, are clearly identifiable to a particular function.

Fund Financial Statements: Fund financial statements of the reporting entity are organized into funds
each of which is considered to be separate accounting entities. Each fund is accounted for by providing a
separate set of self-balancing accounts which constitute its assets, liabilities, fund equity, revenues and
expenditure/expenses. Fund are organized into three major categories: governmental, proprietary and
fiduciary. An emphasis is placed on major funds within the governmental and proprietary categories. A
fund is considered major if it is the primary operating fund of the Town or meets the following criteria:

A. Total assets, liabilities, revenues or expenditure/expenses of that individual governmental or
Enterprise fund are at least 10 percent of the corresponding total for all funds of that category or
type, and

B. Total assets, liabilities, revenues or expenditures/expenses of that individual governmental fund or
enterprise fund are at least 5 percent of the corresponding total for all governmental and enterprise
funds combined.

C. A fund not meeting the criteria of (a) and (b), except that management has elected to report the fund
as a major fund due to its significance to users of the financial statements.

GOVERNMENTAL FUNDS
General Fund. This is the Town’s primary operating fund. It accounts for all financial resources of the
general government , except those required to be accounted for in another fund.

The Town’s non-major governmental fund is the Cemetery Fund, which accounts for investments and
maintenance of the local cemetery.

PROPRIETARY FUND
Enterprise Fund. Enterprise funds are used to account for business-like activities provided to the general
public. These activities are financed primarily by user charges and the measurement of financial activity
focuses on net income measurement similar to the private sector. The reporting entity includes the
following enterprise fund:

Welch Public Works Authority Accounts for activities of the public trust in providing

water and sewer services to the public.
-11-



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

MAJOR AND NON-MAJOR FUNDS

Major: General fund

Firefighters fund

Proprietary fund: Welch Public Works Authority
Non-Major: Cemetery fund

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe “when” transactions are recorded within the various
financial statements. Basis of accounting refers to “when” transactions are recorded regardless of the
measurement focus applied.

MEASUREMENT FOCUS

The government-wide Statement of Net Assets and Statement of Activities, both governmental and
business-like activities are presented using the economic resources measurement focus as defined in item
b. below:

a. All govemmental funds utilize a “current financial resources” measurement focus. Only current
financial assets and liabilities are generally included on their balance sheets. Their operating
statements present sources and uses of available spendable financial resources during a given
period. These funds use fund balance as their measure of available spendable financial resources at
the end of the period.

b. The proprietary fund utilizes an “economic resources” measurement focus. The accounting
objectives of this measurement focus are the determination of net income, financial position and
cash flows. All assets and liabilities (whether current or non-current) associated with their activities
are reported. Proprietary fund equity is classified as net assets.

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

BASIS OF ACCOUNTING

In the government-wide Statement of Net Assets and Statement of Activities, both governmental and
business-like activities are presented using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned and expenses are recorded when the liability is incurred or
economic asset used. Revenues, expense, gains, losses, assets and liabilities resulting from exchange and
exchange-like transactions are recognized when the exchange takes place.

In the fund financial statements, governmental funds and agency funds are presented on the modified accrual
basis of accounting. Under the modified accrual basis of accounting, revenues are recognized when
“measurable and available”. Measurable means knowing or being able to reasonably estimate the amount.
Available means collectible within the current period or soon enough thereafter to pay current liabilities.
Expenditures (including capital outlay) are recorded when the related fund liability is incurred, except for
general obligation bond principal and interest which are reported when due.

All proprietary funds utilize the accrual basis of accounting. Under the accrual basis of account, revenues
are recognized when earned and expenses are recorded when the liability is incurred or economic asset used.

-12-



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

CASH AND INVESTMENTS

For the purpose of Statement of Net Assets, “cash, including time deposits” includes all demand, savings
accounts and certificates of deposit of the Town. For the purposes of the proprietary fund Statement of Cash
Flows, “cash and cash equivalents” includes all demand and savings accounts and certificates of deposit or
short-term investments with an original maturity of three months or less.

RECEIVABLES

In the government-wide statements, receivables consist of all revenues earned at year-end and not yet
received. Major receivable balances for the governmental activities include sales, use and franchise
taxes. Business-type activities report water and sewer charges as its major receivable.

In the fund financial statements, material receivables in governmental funds include revenue accruals
such as sales tax, franchise tax and other intergovernmental revenues since they are usually both
measurable and available. Non-exchange transactions collectible but not available are deferred in the
fund financial statements in accordance with modified accrual, but not deferred in the government-wide
financial statements in accordance with the accrual basis of accounting. Interest and investment earnings
are recorded only if paid within 60 days since they would be considered both measurable and available.
Proprietary fund material receivables consist of all revenues earned at year end and not yet received.
Utility accounts receivable comprise the majority of proprietary fund receivables.

FIXED ASSETS

The accounting treatment over property, plant and equipment (fixed assets) depends on whether the
assets are used in governmental fund operations or proprietary fund operations and whether they are
reported in the government-wide or fund financial statements.

Government-Wide Statements

In the govemment-wide financial statements, fixed assets are accounted for as capital assets. All fixed
assets are valued at historical cost or estimated historical cost is actual is unavailable, except for donated
fixed assets which are recorded at their estimated fair value at the date of donation.

Depreciation of all exhaustible fixed assets is recorded as an allocated expense in the Statement of
Activities with accumulated depreciation reflected in the Statement of Net Assets. Depreciation is
provided over the assets’ estimated useful lives using the straight-line method of depreciation.

The range of estimated useful lives by type of asset is as follows:

Estimated
Asset Class Useful Lives
Buildings 15-50 years
Other Improvements 5-100 years
Machinery and Equipment 10-40 years
Office Machinery and Equipment 2-15 years
Vehicles 5-15 years
Infrastructure 25-50 years



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

FIXED ASSETS (CONT.D)

Fund Financial Statements

In the fund financial statements, fixed assets used in governmental fund operations are accounted for as
capital outlay expenditures of the governmental fund upon acquisition. Fixed assets used in proprietary
fund operations are accounted for the same as in government-wide statements.

COMPENSATED ABSENCES
The town is not able to reasonably estimate the accrual for compensated absences. Therefore, the balance
has not been recorded.

EQUITY CELASSIFICATIONS
Government-Wide Statements
Equity is classified as net assets and displayed in three components:

a. Invested in capital assets, net of related debt — consists of capital assets, including restricted capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any bonds,
mortgages, notes or other borrowings that are attributable to the acquisition, construction or
improvement of those assets.

b. Restricted net assets — consists of net assets with constraints placed on the use either by 1) extemal
groups such as creditors, grantors, contributors or laws or regulations of other governments, or 2)
law through constitutional provisions or enabling legislation.

¢. Unrestricted net assets — all other net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt”.

d. Assigned fund balance — amounts that are constrained by the govemnment’s intent to be used for
specific purposes, but are neither restricted or committed.

e. Nonspendable fund balance — the amounts that cannot be spent because they are either (1) not in
spendable form or (2) legally or contractually required to be maintained in tact.

f. Unassigned fund balance — the fund balance that has not been assigned to other funds and that has
not been restricted, committed or assigned to specific purpose within the general fund.

Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as reserved and
unreserved, the unreserved further split between designated. Proprietary fund equity is classified the same
as in the government-wide statements.

REVENUES, EXPENDITURES AND EXPENSES

SALES TAX

The town presently levies a sales tax on taxable sales within the Town. The sales tax is collected by the
Oklahoma Tax Commission and remitted to the Town in the month following receipt by the Oklahoma Tax
Commission. The Tax Commission receives the sales tax approximately on month after collection by
vendors. The sales tax is recorded entirely in the General Fund. Sales taxes collected by the State in June
and July (which represent sales for May and June) are received by the Town in July and August have been
accrued and are included under the caption “Due from other governments”.




Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

OPERATING REVENUES AND EXPENSES

Operating revenues and expenses for proprietary funds are those that result from providing services and
producing and delivering goods and/or services. It also includes all revenue and expense not related to
capital and related financing, noncapital financing or investing activities.

EXPENDITURES/EXPENSES
In the government-wide financial statements, expenses are classified by function for both governmental
and business-type activities.

In the fund financial statements, expenditures are classified as follows:]

Govemmmental Funds ~ By Character: Current (further classified by function), Debt Service,
Capital Outlay
Proprietary Funds — By Operating and Non-Operating

In the fund financial statements, governmental funds report expenditures of financial resources.
Proprietary funds report expenses relating to use of economic resources.

INTERFUND TRANSFERS

Permanent re-allocations of resources between funds of the reporting entity are classified as interfund
transfers. For the purposes of the statement of activities, all interfund transfers between individual
governmental funds have been eliminated.

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.

NOTE 2:_STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

By its nature as a local government unit, the Town and its component units are subject to various federal,
state and local laws and contractual regulations. An analysis of the Town’s compliance with significant
laws and regulations and demonstration of its stewardship over Town resources follows:

FUND ACCOUNTING REQUIREMENTS

The Town complies with all state and local laws and regulations requiring the use of separate funds. The
legally required funds used by the town include the following:

Fund Required By
Pubic Works Authority Fund Trust Indenture



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 2:_STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

DEPOSITS AND INVESTMENT LAWS AND REGULATIONS

In accordance with state law, all uninsured deposits of municipal funds in financial institutions must be
secured with acceptable collateral valued at the lower of market or par. Acceptable collateral includes
certain U.S. Government or Government Agency securities, certain State of Oklahoma or political
subdivision debt obligations or surety bonds. As required by 12 U.S.C.A., Section 1823(e), all financial
institutions pledging collateral to the Town must have a written collateral agreement approved by the board
of directors or loan committee. As reflected in Note 11 A., all deposits were fully insured or collateralized.

Investments of the Town (excluding Public Trusts) whose population exceeds 3,000 according to the latest
census information are limited by state law to the following:

-1- Direct obligations of the U.S. Government, its agencies or instrumentalities to the payment of which
the full faith and credit of the Government of the United States is pledged, or obligations to the
payment of which the full faith and credit of this state is pledged;

-2- Certificates of deposit or savings accounts that are either insured or secured with acceptable collateral
with in-state financial institutions, and fully insured certificates of deposit or savings accounts in out-
of-state financial institutions;

-3- With certain limitation, negotiable certificates of deposit, prime bankers acceptance, prime
commercial paper and repurchase agreements with certain limitations;

-4- County, municipal or school district tax supported debt obligations, bond or revenue anticipation
notes, money judgments, or bond or revenue anticipation notes of public trusts whose beneficiary is a
county, municipality or school district;

-5- Notes or bonds secured by mortgage or trust deed insured by the Federal Housing Administrator and
debentures issued by the Federal Housing Administrator, and in obligation of national mortgage
associations;

-6- Money market funds regulated by the SEC and in which investments consist of the investments
mentioned in the previous paragraphs a., b., ¢., and d.

Public trusts created under O.S. Title 60 are not subject to the above noted investment limitations and are
primarily governed by any restrictions in their trust or bond indentures. For the year ended June 30, 2015,
the Town and its public trusts complied, in all material respects, with these investment restrictions.

REVENUE RESTRICTIONS
The Town has various restrictions placed over certain revenue sources from state or local requirements. The
primary restricted revenue sources include:

Revenue Source Legal Restrictions of Use
Gasoline Excise Tax Street and Alley Purposes
Commercial Vehicle Tax Street and Alley Purposes
Water and Sewer Revenue Debt Service and Utility Operations

For the year ended June 30, 2015 the Town complied, in all material respects, with those revenue
restrictions.
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Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements

June 30, 2015
NOTE 2:_STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
DEBT RESTRICTIONS
GENERAL OBLIGATION DEBT
Article 10, Sections 26 and 27 of the Oklahoma Constitution limits the amount of outstanding general
obligation bonded debt of the municipality for non-utility or non-street purposes to no more than 10% of net
assessed valuation. For the year ended June 30, 2015, the Town had no outstanding general obligation debt.

OTHER LONG-TERM DEBT

Except as noted in the following paragraph, as required by the Oklahoma State Constitution, the Town
(excluding Public Trusts) may not incur any indebtedness that would require payment from resources beyond
the current fiscal year revenue, without first obtaining voter approval. For the year ended June 30, 2015, the
Town incurred no such indebtedness.

FUND EQUITY RESTRICTIONS

DEFICIT PROHIBITION

Title 11, Section 17-211 of Oklahoma Statutes prohibits the creation of a deficit fund balance in any
individual fund. The Town complied with this statute in all material respects for the year ended June 30,
2015.

CASH AND INVESTMENT RESTRICTIONS

State statutes govern the Town’s investment policy. Permissible investments include direct obligations of
the United States Government and Agencies; certificates of deposit of savings and loan associations, and
bank and trust companies; and savings accounts or savings certificates of savings and loan associations and
trust companies. Collateral is required for demand deposits and certificates of deposit for all amounts not
covered by federal deposit insurance. Investments are stated at cost. The Town invests entirely in
certificates of deposit.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
Town’s deposits may not be returned to it. The Town’s cash deposits, including interest-bearing
certificates of deposits, are maintained in financial institutions. The Town does not have a deposit policy
for custodial credit risk. As of June 30, 2015, none of the Town’s investments were exposed to custodial
credit risk because there were uninsured or uncollateralized.

RESTRICTED ASSETS

The amounts reported as restricted assets are comprised of cash held in trust on behalf of the Public
Works Authority related to their required note payable reserve account and amounts held in trust for
customer utility meter deposits.

The restricted assets as of June 30, 2015 are as follows:

Meter Deposits b 13,929.25

-17-



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 3: DETAILED NOTES ON TRANSACTIONS CLASSES/ACCOUNTS (cont.d)
ACCOUNTS RECEIVABLE

Accounts receivable of the governmental activities consists of franchise tax, occupation tax, sales tax,
motor vehicle collections and gasoline tax, and alcoholic beverage tax. Accounts receivable of the
business-type activities consists of utilities and sales tax receivable.

Accounts receivable as of June 30, 2015 is as follows:

Governmental Business-Type
Activities Activities Total

8 ___ 1687070 3_44963.90 3 ___61.835.60

CAPITAL ASSETS
Beginning Ending
Balance Increases Decreases Balance
Governmental activities:
Land 5 3,500 $ 3 5 3,500
Equipment 119,836 8,499 128,335
Infrastructure 280,264 280,264
Vehicles 159,156 159,156
Building/Improvements 109.810 109.810
Total capital assets 672,566 38499 3 0 681,065

Less accumulated depreciation 402,071 $ 34,601 b 0 436,672
Governmental activity capital assets, net $_270,495 3 244393
Business-type activities:
Land 3 211,165 3 b 5 211,165
Buildings 6,946 6,946
Water and Sewer Systems 2,686,575 2,686,575
Construction in Progress 30,303 63,239 93,542
Vehicies 5,800 5,800
Equipment 62.955 62,955

Total capital assets 3,003,744 563239 s 0 3,066,983
Less accumulated depreciation 2,125791 5 114,257 N 0 2,240,047
Business-type activity capital assets, net  § 877,953 $___826936

LONG TERM DEBT

The accounting treatment of long-term debt depends on whether the assets are used in governmental fund
operations or proprietary fund operations and whether they are reported in the government-wide or fund
financial statements,

All long-term debt to be repaid from governmental and business-type resources are reported as liabilities
in the govemment-wide statements. The long-term debt consists primarily of note payable and
capitalized lease obligations.

Long term debt for governmental funds is not reported as a liability in the fund financial statements. The
debt proceeds are reported as revenue and payments of principal and interest are reported as
expenditures. The accounting for long-term debt of the proprietary fund is the same in the fund
statements as it is in the government-wide statements.

18-



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 3: DETAILED NOTES ON TRANSACTIONS CLASSES/ACCOUNTS

LONG TERM DEBT

The reporting entity’s long-term debt is segregated between the amounts to be repaid from
governmental activities and amounts to be repaid from business-type activities.

Governmental Activities — Long Term Debt

The Town entered into a capital equipment lease purchase agreement on June 15, 2010 with
Welch State Bank for a 1990 GMC pumper fire truck in the amount of $35,200. Monthly
payments of $501 began July 15, 2010 and include interest of 5.18% the final lease payment
is due on December 15, 2016. As of June 30, 2015 the lease to maturity is as follows:

Year Ended
June 30 Principal Interest Total
2016 $ 5,400 ) 609 5 6,009
2017 9,218 334 9,552
Totals $ 14618 b 943 $__15.361

Business-Type Activities
As of June 30, 2015, the long-term debt payable from proprietary fund resources consisted of
the following:

The Authority issued a promissory note dated July 21, 1995, for the purpose of construction, installation and
enlargement of the water distribution system. The note bears and interest rate of 4.5% per annum with
monthly installments of $1,881, including interest, until July 2035. The balance at june 30, 2015 was
$282,281.27. The note is secured by the water distribution system.

The Authority issued a promissory note dated July 23, 1986, for the purpose of construction, installation and
enlargement of the sewer system. The note bears and interest rate of 5% per annum with monthly
installments of $876, including interest, until July 2026. The balance at June 30, 2015 was $81,412.48. The
note is secured by the water distribution system.

The Authority issued a promissory note in the amount of $126,400 dated June 25, 2007, for the purpose of
purchasing land for the sewer system. The note bears and interest rate of 5.75% per annum with monthly
installments of $1,050, including interest, until July 25, 2022. The balance at June 30, 2015 was $67,060.25.
The note is secured by the land.

The Authority issued a promissory note to Welch State Bank on June 27, 2011 in the amount of $25,800
bearing interest at a rate of 4.21% per annum with monthly installments of $477.65, including interest, until
July 2017. The balance at June 30, 2015 was $5,598.83. The note is secured by the New Holland tractor.

The notes payable to be repaid by the Authority at June 30, 2015 are as follows:

Long Term Debt $436,352.83
Less: Current Portion 31.143.60

Total Long Term Debt,
Less current portion $405.209.23
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NOTE 3: DETAILED NOTES ON TRANSACTIONS CLASSES/ACCOUNTS (cont.d)
LONG TERM DEBT (CONT.D)

The Authority’s maturities of long term debt are as follows:

Year Ended

June 30 Principal
2016 $ 31,144
2017 26,272
2018 27,636
2019 29,073
2020 30,586
Thereafter 291,642

Totals $ 436,353

CHANGES IN LONG TERM DEBT
The following is a summary of changes in long-term debt for the year ended June 30, 2015:

Balance Balance Amount Due
June 30, 2014 Proceeds Payments June 30,2015 Within One Year
Governmental Activities:

Capital Lease Payable § 21,619 $ 000 §__ 7001 § 14618 $ 3260

Business-Type Activities:

Notes Payable $ 465998 8 000 § 29645 § 436353 §. 29775

LOAN COVENANT

The loan covenant with Rural Development requires the Authority to impose and collect such
rates and charges that will provide an amount sufficient for the payment of the operation and

maintenance of the system, the annual installment payments on the note and the maintenance
of the various funds. Computation of the compliance with this covenant is as follows:

Income (loss) from operations $ (38,010)
Depreciation 114,257
Other revenue {expense) 21,278
Annual installment payments on notes (33.084)
Available funds over loan covenant requirements § 64441



Town of Welch
Craig County, Oklahoma
Notes to the Financial Statements
June 30, 2015

NOTE 3: DETAILED NOTES ON TRANSACTIONS CLASSES/ACCOUNTS (cont.d)
LOAN COVENANT (CONT.D)

Terms of the water distribution system and sewer loans require establishment of a debt reserve
fund. Monthly deposits of 10% of the regular installments of principal and interest are to be
made until the balance of such funds equals one year of principal and interest payments.
Compliance with loan covenants is as follows:

Water Debt Service Reserve Fund

Cash $ 33,271
Loan resolution requirements (22.572)
Available funds over requirements $ 10699
Sewer Debt Service Reserve Fund

Cash $ 11,762
Loan resolution requirements (10.512)
Available funds over requirements $§ 1250

NOTE 4: OTHER INFORMATION

BUDGET POLICY

The Town operates under the Oklahoma Estimates of Needs (Title 68) budget law. A budget is legally
adopted by the Board of Trustees for the General Fund of the Town. The Budget is prepared using the cash
basis and budget laws of the State of Oklahoma. The financial statements are prepared using the modified
accrual basis of accounting that complies with generally accepted accounting principles in the United States
of America. There are timing differences related to encumbrances between the financial statements
presentation and the budget that are reconciled on page 27 of this report. The Board of Trustees can legally
amend the budget once it has been approved by filing a supplemental appropriation with the county excise
board, state auditor and inspector and town clerk. Budget transfers between funds have to be approved by
the Board of Trustees. There were no supplemental appropriations made during the fiscal year. All
appropriations lapse at year-end. The level of control at which expenditures may not legally exceed
appropriations is a the fund level for each legally adopted fiscal operating budget.

RISK MANAGEMENT

The Town is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; injuries to employees; or acts of God. The Town purchases commercial insurance to
cover these risks, including general and auto liability, property damage, and public officials liability. Settled
claims resulting from these risks have not exceeded the commercial insurance coverage in any of the past
three fiscal years.

COMMITMENTS AND CONTINGENCIES
As of June 30, 2015 — there were no commitments or contingencies to be disclosed.
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NOTE 4: OTHER INFORMATION
PROPRIETARY FUND RATES AND CHARGES

In Town Water Rates and Charges

Minimum monthly charge on first 1,000 gallon $ 15.00
Price per thousand gallons for next 4,000 gallons 3.50
Price per thousand gallons on gallons over 5,000 4.00
Qut of Town Water Rates and Charges

Minimurn monthly charge on first 1,000 gallon A 17.00
Price per thousand gallons for next 4,000 gallons 3.50
Price per thousand gallons on gallons over 5,000 4.00
Sewer Rates and Charges

Minimum monthly charge on first 1,000 gallon $ 10.50
Price per thousand gallons for next 4,000 gallons 1.90
Price per thousand gallons on gallons over 5,000 2.00

SUBSEQUENT EVENTS
Management has evaluated subsequent events up to and including September 9, 2015, which is the date the
financial statements were available for issuance, and no additional disclosures are required.



Town of Welch
Craig County, Oklahoma
Schedule of Findings and Responses — Current Year
For the Year Ended June 30, 2015

Finding 2015-1: Segregation of Duties

Criteria or Specific Requirement — Effective internal controls require a separation of duties (ie,
collection of accounts receivable should be separated from the reconciliation of bank statements) so
that assets are adequately safeguarded and to prevent and detect fraud.

Condition — On individual is responsible for billing, collections, maintenance of accounts
receivable, deposits, reconciliation of bank accounts and posting to the general ledger with limited
oversight from management.

Context — Duties listed above should be completed by more than one person with a member of
management reviewing the work that has been completed.

Effect — The Town is susceptible to misappropriation of assets and possible fraudulent activities that
may not be discovered in the normal course of business.

Cause ~ Lake of sufficient resources to hire additional staff for segregation of duties.

Recommendation — Management should hire additional staff or take a more active role in reviewing
the work of the bookkeeper hired to perform the accounting duties.

Response — Management agrees that they are susceptible to misappropriation of assets or fraud, but
at this time does not feel the benefits gained would outweigh the additional expenses and thus
would not be cost effective. Management has also hired an outside accounting firm to assist in the
preparation of cash reconciliation and financial statements.
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Town of Welch
Craig County, Oklahoma
Schedule of Findings and Responses — Prior Year
For the Year Ended June 30, 2015

Finding 2014-1: Segrepation of Duties

Condition — The finding was a material weakness stating that segregation of certain accounting
duties is limited due to the limited number of staff, as such, alternative methods of maintaining the
“check and balance” feature of segregated accounting procedures may require alternative solutions
to meet those needs.

Recommendation — The auditor recommended that the Town should develop policies and
procedures for all significant municipal operational, financial or employee matters.

Current Status — The Town has not yet developed policies and procedures for all significant
municipal operational, financial or employee matters. Also see current years finding 2015-1.



