RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS
AUDIT REPORT DECEMBER 31, 2017

KICKHAEFER & BUESSING, P.A.
CERTIFIED PUBLIC ACCOUNTANTS
MARYSVILLE, KANSAS 66508



RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

FINANCIAL STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2017
TABLE OF CONTENTS

PAGE

ITEM NUMBER

independent Auditors' Report 1-2

FINANCIAL INFORMATION
Statement1  Summary Statement of Regulatory Basis Receipts, Expenditures, and Unencumbered 3
Cash

Notes to the Financial Statement 4-8

REGULATORY-REQUIRED SUPPLEMENTARY INFORMATION

Schedule 1 Schedule of Regulatory Basis Receipts and Expenditures 9-10



Kenneth L Kickhaefer, CPA
P.O. Box 269

1100 Broadway
Marysville, KS 66508
{785) 562-2100

- Rickhaefer & e e o1
. 508 Main Street
BueSSlng, RA. Seneca, KS 66538

B . (785) 336-2400
Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT

Member and Board of Directors
Rural Water District No. 3, Marshall County, Kansas
Beattie, Kansas

We have audited the accompanying fund summary statement of regulatory basis receipts, expenditures,
and unencumbered cash balances of the Rural Water District No. 3, Beattie, Kansas (District}, as of and
for the year ended December 31, 2017 and the related notes to the financial statement.

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in
accordance with the Kansas Municipal Audit and Accounting Guide as described in Note 1; this includes
determining that the regulatory basis of accounting is an acceptable basis for the preparation of the
financial statement in the circumstances. Management is also responsible for the design, implementation
and maintenance of internal control relevant to the preparation and fair presentation of the financial
statement that is free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

QOur responsibility is to express an opinion on the financial statement based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America, and
the Kansas Municipal Audit and Accounting Guide. Those standards require we plan and perform the
audit to obtain reasonable assurance about whether the financial statement is free of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statement. The procedures selected depend on auditor's judgment, including the
assessment of the risks of material misstatement of the financial statement, 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 statement 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 statement.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles

As described in Note 1 of the financial statement, the financial statement is prepared by the District on the
basis of the financial reporting provisions of the Kansas Municipal Audit and Accounting Guide, which is a
basis of accounting other than accounting principles generally accepted in the United States of America.

The effects on the financial statement of the variances between the regulatory basis of accounting
described in Note 1 and accounting principles generally accepted in the United States of America,
although not reasenably determinable, are presumed to be material.



Adverse Opinion on U.S. Generally Accepted Accounting Principles

In our opinion, becauseof the significance of the matter discussed in the “Basis for Adverse Qpinion on
U.S. Generally Accepted Accounting Principles” paragraph, the financial statement referred to above
does not present fairly, in confermity with accounting principles generally accepted in the United States of
America, the financial paosition of the District as of December 31, 2017, or changes in financial position
and cash flows thereof for the year then ended.

Unmadified Opinion on Regulatory Basis of Accounting

In our opinion, the financial statement referred to above presents fairly, in all material respects, the
aggregate cash and unencumbered cash balance of the District as of December 31, 2017, and the
aggregate receipts and expenditures for the year ended in accordance with the financial reporting
provisions of the Kansas Municipal Audit and Accounting Guide described in Note 1.

Other Matters

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the fund summary statement of
regulatory basis receipts, expenditures, and unencumbered cash balances (basic financial statement) as
a whole. The individual fund schedule of regulatory basis receipts and expenditures (Schedule 1) is
presented for analysis and is not a required part of the basic financial statement, however is required to
be presented under the provisions of the Kansas Municipal Audit and Accounting Guide. 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 basic financial statement. The information
has been subjected to the auditing procedures applied in the audit of the basic financial statement and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statement or to the basic
financial statement itself, 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 basic financial statement as a whale, on the basis of accounting described in
Note 1.

Kickhaefer & Buessing, P.A.
Marysville, Kansas
February 14, 2018
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RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Summary Statement of Receipts, Expenditures and Unencumbered Cash
Regulatory Basis
For the Year Ended December 31, 2017

Statement 1

Add
Beginning Prior Year Ending Encumbrances
Unencumbered Cancelled Unencumbered and Accounts Ending
Funds Cash Balance Encumbrances Receipls Expenditures Cash Balance Payable Cash Balance
Business Funds:
Enterprise Fund $ 384,843 § 0 % 393,070 % 306642 % 471,271 % 0% 471,271
Capital Project Funds;
Capital Project 30,270 0 0 0 30,270 0 30,270
Total Reporting Entity $ 415113 § 0 $ 303070 § 308,642 $ 501,541 $ [V 501,541
Compesition of Cash:
United Bank & Trust - Checking 5 27 441
United Bank & Trust - Certificates of Deposit 145,674
Citizens State Bank - Certificates of Deposit 298,110
Petty Cash 46
KDHE Resenve Account 30,270
Total Cash $ 501,541

The Notes to the Financial Statament are an integral part of this Statement.
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RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Notes to the Financial Statement
December 31, 2017

1. Summary of Significant Accounting Policies

A. Financial Reporting Entity

Rural Water District No. 3, Marshall County, Kansas (the District) is a quasi-municipal corporation governed by an
elected seven-member board of directors organized to acquire water and water rights and to build and acquire
pipelines for the purpose of furnishing water to owners and occupants of land located with the District.

The financial statement of the District consists of all the funds of the District and related municipal entities that are
considered to be controlled by or dependent on the District. Control or dependence is determined on the basis of
budget adoption, taxing autherity, funding, and appointment of the respective governing board. The District has
na related municipal entities at this time.

B. Regulatory Basis Fund Types

The accounts of the District are organized and operated on the basis of funds. A fund is an independent fiscal
and accounting entity with a self-balancing set of accounts recording cash and other financial resources, together
with all related liabilities and residual equities or balances and changes therein, which are segregated for the
purpose of carrying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions, or limitations.

The following category of funds comprises the financial activities of the District for the year ended December 31,
2017:

Business Fund - funds financed in whole or jn part by fees charged to users of the goods or services (i.e.
enterprise and internal service fund, etc.)

Capital Project Fund — used to account for the debt proceeds and other financial resources to be used for
acquisition or construction or major capital facilities or equipment.

C. Basis of Accounting

Reguiatory Basis of Accounting and Departure from Accounting Principles Generally Accepted in the United
States of America

The KMAAG regulatory basis of accounting involves the recognition of cash, cash equivalents, marketable
investments, and certain accounts payable and encumbrance obligations to arrive at a net unencumbered cash
and investments balance on a regulatory basis for each fund, and the reporting changes in unencumbered cash
and investments of a fund resulting from the difference in regulatory basis receipts and regulatory basis
expenditures for the fiscal year. All recognized assets and liabilities are measured and reported at cost, unless
they have been permanently impaired and have no future cash value or represent no future obligation against
cash. The KMAAG regulatory basis does not recognize capital assets, long-term debt, accrued receivables and
payables, or any other assets, liabilities or deferred inflows or outflows, other than those mentioned above.

The District has approved a resolution that is in compliance with K.S.A. 75-1120a(c), waiving the requirement for
application of generally accepted accounting principles and allowing the District to use the regulatory basis of
accounting.

D. Income Taxes
The District is recognized by the Internal Revenue Service as a quasi-municipal corporation, under K.S.A. 88a-

616, and is exempt from Federal and state income taxes. Accordingly, this financial statement does not include a
provision for income taxes.



RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Notes to the Financial Statement
December 31, 2017

1. Summary of Significant Accounting Policies {cont.}

E. Use of Estimates

Estimates and assumptions are used by management in preparing the financial statement and accompanying
notes. The actual results may differ significantly from such estimates and assumptions.

F. Reimbursed Expenses

The District records reimbursable expenditures in the fund that makes the disbursement and records
reimbursements as a receipt to the fund that receives the reimbursement.

G. Inventories and Prepaid Expenses

Inventories and prepaid expenses which benefit future periods are recorded as expenditures.

H. Memberships

The District recognizes the cost of purchasing a benefit unit as revenue rather than an addition to District equity.

I. Cash and Cash Equivalents

The District considers all highly liquid debt instruments purchased with a maturity of three months or less to be
cash equivalents. The cash and cash equivalents of the District are comprised of the following:

December 31, 2017
Checking & Petty Cash accounts, United Bank & Trust $ 27,487

J. Encumbrances

The State of Kansas requires the District to recognize an outstanding commitment related to an unperformed
contract for goods or services when the goods or services have not been received by the end of the fiscal year.
The evidence of this type of commitment is generally in the form of an open purchase order to unexecuted
contract. The District did not have any encumbrances as of December 31, 2017.

2. Budgetary Information

Kansas statutes provide an exemption for the District to legally adopt a budget for the fund types used by the
District. The budget established by the District is for management use only. Expenditures are controlled by
internal spending limits monitored by the Board.

3. Compliance With Finance-Related Legal and Contractual Provisions
A. KDHE Loan Requirements #2773

The District has agreed to fix, establish, maintain and collect such rates, fees and charges for the use and
services furnished by the construction of a chlorination and pump station facility sufficient to pay the cost of the
operation and maintenance of the system; pay the principal and interest on the loan as and when the payments
become due; pay all existing revenue obligations; pay all other amounts due at any time under the loan

-5-



RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Notes to the Financial Statement
December 31, 2017

3. Compliance With Finance-Related Legal and Contractual Provisions {cont.)
A. KDHE Loan Requirements #2773 (cont.}

agreement; maintain a debt service coverage ratio of 125%; maintain the loan reserve account at the loan reserve
requirement, prepare and file an annual budget with the Secretary setting forth its estimated system revenues and
operating expenses, and carry and maintain such reasonable amount of all risk insurance on all properties and all
operations of the facility, including general liability insurance in amounts not less than the maximum liability of a
governmental entity for claims arising out of a single occurrence, as provided by the Kansas Tort Claims Act or
other similar future law. The construction was completed in the winter of 2014, with the first payment being made
in August, 2014. The District is in compliance with this loan covenant.

B. Kansas Statutes

There were no statutory compliancy issues identified as of December 31, 2017.

4. Deposits and Investments

K.S.A. 9-1401 establishes the depositories which may be used by the District. The statute requires banks eligible
to hold the District's funds have a main or branch bank in the county in which the District is located, or in an
adjoining county if such institution has been designated as an official depository, and the banks provide an
acceptable rate of return on funds. In addition, K.8.A. 8-1402 requires the banks to pledge securities for deposits
in excess of FDIC coverage. The District has no other policies that would further limit interest rate risk.

K.8.A. 12-1675 limits the District's investment of idle funds to time deposits, open accounts, and certificates of
deposit with allowable financial institutions; U.S. government securities; temporary notes; no-fund warrants;
repurchase agreements; and the Kansas Municipal Investment Pool. The District has no investment policy that
would further limit its investment choices.

Concentration of credit risk. State statutes place no limit on the amount the District may invest in any one issuer
as long as the investmentis are adequately secured under K.S.A. 9-1402 and 9-1405.

Custodial credit risk — deposits. Custodial credit risk is the risk that in the event of a bank failure, the District's
deposits may not be returned to it. State statutes require the District's deposits in financial institutions to be
entirely covered by federal depository insurance or by collateral held under a joint custody receipt issued by a
bank within the State of Kansas, the Federal Reserve Bank of Kansas City, or the Federal Home Loan Bank of
Topeka, except during designated "peak periods” when required coverage is 50%. The District has not
designated any "peak periods”. All deposits were legally secured at December 31, 2017.

At December 31, 2017, the District's carrying amount of deposits including certificates of deposit was $501,541,
and the bank balance was $504,778. The bank balances were held in three banks resulting in a concentration of
credit risk. Of the bank balance, $426,398 was covered by federal depository insurance. All deposits were legally
secured at December 31, 2017.

Debt reserve — At December 31, 2017, reserve accounts established with the State of Kansas had a balance of
$30,270.

Custodial credit risk — investments. For an investment, this is the risk that, in the event of the failure of the issuer
or counterparty, the District will not be able to recover the value of its investments or collateral securities that are
in the possession of an outside party. State statutes require investments to be adequately secured. The District
had no investments (including repurchase agreements) as of December 31, 2017.



RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Notes to the Financial Statement
December 31, 2017

5. Long-term Debt

Changes in long-term liabilities for the District for the year ended December 31, 2017, were as follows:

Dta of Balsrce Baiance
Interest Date of Amiasd of Foral Bepinning Reducnonss End repen)
v Ralas hisue baue Malurdy of Yaur Agatony Paymants o Yeur Pad
KDHE Loans
KS PubNc Waler Supply Loan, Projecl No, 2773 225% 1029142 302.695.01 ozn4e § 267542 8 o s 12831 § 254912 § 5449
Tolal Contractual ndebladness s 267 542 § o3 12631 § 254012 % 5440

Current maturities of long-term debt and interest for the next five years and in five year increments through
maturity are as follows:

2018 2019 2020 2021 2022 2023-2027 2028-2032 2033-2037 Toiul
Principal;
KDHE Loan, Pryject No. 2773 H 12918 S5 13200 % 13508 8 LER- Y- 14.126 § 75570 § 84,515 § 27254 § 254 912
Tolal pnincipal 12918 13.209 13,508 13.813 14,126 75,510 84515 27,254 254,912
Tnleesi:
KDHE Loan, Project No. 2773 5883 5371 5072 4766 4,454 17,328 8383 B1§ 51854
Total interest 58683 531 5.072 4.766 4454 17,328 8,383 816 51.654
Tolal principal and interest s 13580 § 18580 % 18,580 § 185380 % 18530 & 92809 8 92399 3 27870 S 306,568

6. Litigation Contingencies

The District is not involved in any threatened or pending litigation as of December 31, 2017

7. Defined Benefit Pension Plan

Plan Description. The District participates in the Kansas Public Employees Retirement System (KPERS), a cost-
sharing, multiple-employer defined benefit pension plan as provided by K.S.A. 74-4901, et. Seq. Kansas law
establishes and amends benefit provisions. KPERS issues a publicly available financial report that includes
financial statements and required supplementary information. KPERS' financial statements are included in its
Comprehensive Annual Financial Report which can be found on the KPERS website at www kpers.org or by
writing to KPERS (611 S Kansas, Suite 100, Topeka, KS 66603) or by calling 1-888-275-5737.

Contributions. K.S.A. 74-4919 and K.S.A. 74-49,210 establish the KPERS member-employee contribution rates.
KPERS has multiple benefit structures and contribution rates depending on whether the employee is a KPERS 1,
KPERS 2 or KPERS 3 member. KPERS 1 members are active and contribution members hired before July 1,
2009. KPERS 2 members were first employed in a covered position on or after July 1, 2009, and KPERS 3
members were first employed in a covered position on or after January 1, 2015. Effective January 1, 2015,
Kansas law established the KPERS member-employee contribution rate at 6% of covered salary for KPERS 1,
KPERS 2 and KPERS 3 members. Member contributions are withheld by their employer and paid to KPERS
according to the provisions of Section 414(h) of the Internal Revenue Code.

State law provides that the employer contribution rates for KPERS 1, KPERS 2 and KPERS 3 be determined
based on the results of each annual actuarial valuation. Kansas law sets a limitation on annual increases in the
employer contribution rates. The actuarially determined employer contribution rate (not including the 1%
contribution rate with a 0% moratorium from the period of January 1, 2017 through September 30, 2017 for the
Death and Disability Program) and the regulatory contribution rate was 8.46% for the fiscal year ended December
31, 2017. Contributions to the pension plan from the District were $5,015.04 for the year ended December 31,
2017.



RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Notes to the Financial Statement
December 31, 2017

7. Defined Benefit Pension Plan (cont.)

Net Pension Liability

At December 31, 2017, the District’s proportionate share of the collective net pension liability reported by KPERS
was $47,147. The net pension liability was measured as of June 30, 2017, and the total pension liability used to
calculate the net pension liability was determined by an actuarial valuation as of December 31, 2016, which was
rolled forward to June 30, 2017. The District's proportion of the net pension liability was based on the ratio of the
District's contributions to KPERS, relative to the total employer and non-employer contributions of the Local
subgroup within KPERS. Since the KMAAG regulatory basis of accounting does not recognize long-term debt,
this liability is not reported in this financiai statement.

The complete actuarial valuation report including all actuarial assumptions and methods, and the report on the
allocation of the KPERS collective net pension liability to all participating employers are publicly available on the
website at www.Kpers.org or can be obtained as described above.

8. Related Parties

There were no significant related party transactions in the District during 2017,

9. Risk Management

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The District manages these risks of loss
through the purchase of various insurance policies. Seftled claims resulting from these risks have not exceeded
insurance coverage in any of the past three fiscal years.

10. Subsequent Events

Management evaluated the effects on the financial statement of the subsequent events occurring through
February 14, 2018 which is the date of which the financial statement was available to be issued. There were no
material subsequent events that required recognition or additional disclosure in the financial statement.
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RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Enterprise Fund

Schedule of Receipts and Expenditures
Regulatory Basis

For the Year Ended December 31, 2017

Cash Receipts
Water Sales
Supplies
Interest Income
Benefit Units
Reimbursements
Miscellaneous Income

Total Cash Receipts

Expenditures
Salaries
Employee Benefits
Payroll Taxes
Board Expenses
Transportation
Insurance
Interest
Maintenance & Repairs
Mileage
Office Supplies & Postage
Professional Fees: Legal, Accounting,Engineering
Taxes - Other
Lease & Service Charges
Utilities
Other Expenses
Debt Retirement

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, December 31, 2016

Unencumbered Cash, December 31, 2017

Schedule 1
Page 1 of 2

2017

358,670
4,442
2,955
4,320

18,472
4,212

393,070

58,610
12,470
4,477
8,870
19,197
18,554
5,949
86,833
1,444
13,168
13,693
3,839
264
42,243
4,500
12,631

306,642

86,428

384,843

471,271




RURAL WATER DISTRICT NO. 3
BEATTIE, KANSAS

Schedule of Receipts and Expenditures

For the Year Ended December 31, 2017

Cash Receipts
Loan Proceeds

Total Cash Receipts

Expenditures
KDHE Loan Reserve Adjustment

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, December 31, 2016

Unencumbered Cash, December 31, 2017

Capital Project

Regulatory Basis

-10-

Schedule 1
Page 2 of 2

2017

30,270

3 30,270



