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S SSC Independent

CPAs,pa Auditor’s Report

To the Board of Directors
Rural Water District No. 2
Douglas County, Kansas

Adverse and Unmodified Opinions

We have audited the accompanying fund summary statement of regulatory basis receipts, expenditures,
and unencumbered cash of Rural Water District No. 2, Douglas County, Kansas, as of and for the year ended
December 31, 2022, and the related notes to the financial statement.

Adverse Opinion on U.S Generally Accepted Accounting Principles

In our opinion, because of the significance of the matter discussed in the Basis for Adverse and Unmodified
Opinions section of our report, the accompanying financial statement referred to above does not present
fairly, in conformity with accounting principles generally accepted in the United States of America, the
financial position of Rural Water District No. 2, Douglas County, Kansas as of December 31, 2022, or changes
in financial position and cash flows thereof for the year then ended.

Unmodified Opinion on Regulatory Basis of Accounting

In our opinion, the accompanying financial statement referred to above presents fairly, in all material
respects, the aggregate cash and unencumbered cash balance of Rural Water District No. 2, Douglas County,
Kansas as of December 31, 2022, and the aggregate receipts and expenditures for the year then ended in
accordance with the financial reporting provisions of the Kansas Municipal Audit and Accounting Guide
described in Note 2.

Basis for Adverse and Unmodified Opinions

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the Kansas Municipal Audit and Accounting Guide. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statement
section of our report. We are required to be independent of Rural Water District No. 2, Douglas County,
Kansas, and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements
relating to our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our adverse and unmodified audit opinions.

Matter Giving Rise to Adverse Opinion on U.S. Generally Accepted Accounting Principles

As discussed in Note 1 of the financial statement, the financial statement is prepared by Rural Water District
No. 2, Douglas County, Kansas 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 2 and accounting principles generally accepted in the
United States of America, although not reasonably determinable, are presumed to be material.
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Responsibilities of Management 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 2; 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 financials statement
that is free from material misstatement, whether due to fraud or error.

In preparing the financial statement, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about Rural Water District No. 2, Douglas
County, Kansas’ ability to continue as a going concern for twelve months beyond the financial statement
date, including any currently known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities of the Audit of the Financial Statement

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

In performing an audit in accordance with GAAS, we:
e exercise professional judgment and maintain professional skepticism throughout the audit.

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

e obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Rural Water District No. 2, Douglas County, Kansas’ internal control.
Accordingly, no such opinion is expressed.

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

e conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Rural Water District No. 2, Douglas County, Kansas’ ability to
continue as a going concern for a reasonable period of time.

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

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the summary statement of regulatory
basis receipts, expenditures, and unencumbered cash (basic financial statement) as a whole. The schedule
of regulatory basis receipts and expenditures is presented for further 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 whole, on the basis of
accounting described in Note 2.

SSe G?A‘S‘ PA .

SSC CPAs, P.A.
Topeka, Kansas

February 15, 2024



RURAL WATER DISTRICT NO. 2, DOUGLAS COUNTY, KANSAS
SUMMARY STATEMENT OF RECEIPTS, EXPENDITURES, AND UNENCUMBERED CASH (REGULATORY BASIS)
FOR THE YEAR ENDED DECEMBER 31, 2022

STATEMENT 1

Add
Beginning Ending  Encumbrances
Unencumbered Unencumbered and Accounts Ending
Funds Cash Balance Receipts Expenditures Cash Balance Payable Cash Balance
Business Funds:
Water Utility S 983,130 S 602,726 S 771,285 S 814,571 S 14,760 S 829,331
TOTAL REPORTING ENTITY S 983,130 § 602,726 S 771,285 S 814,571 S 14,760 S 829,331
COMPOSITION OF CASH:
Checking S 58,093
Certificates of deposit 771,238
TOTAL CASH S 829,331

The accompanying notes are an integral part of the financial statement. Page 4



RURAL WATER DISTRICT NO. 2, DOUGLAS COUNTY, KANSAS
NOTES TO THE FINANCIAL STATEMENT

1. REPORTING ENTITY

Rural Water District No. 2 (the District) is a water utility that provides service for domestic, agricultural, and
other purposes to rural customers. The District was organized under Kansas law as a quasi-municipal
corporation. The District is accounted for as an enterprise fund using the cash basis and budget laws of the
State of Kansas. The District’s purpose is to acquire water and water rights, to build and acquire pipelines
and other facilities, and to operate the same for the purpose of furnishing water to owners and occupants of
land located within the District.

There are no related municipal entities which should be accounted for in the District’s financial statement.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Regulatory Basis of Accounting and Departure from Accounting Principles Generally Accepted in the United
States of America. The Kansas Municipal Audit and Accounting Guide (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 of 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.

The following types of funds comprise the financial activities of the District for the year 2022:

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

3. 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 an institution has been designated as an official depository, and the banks
provide an acceptable rate of return on funds. In addition, K.S.A. 9-1402 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.S.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.

Page 5



RURAL WATER DISTRICT NO. 2, DOUGLAS COUNTY, KANSAS
NOTES TO THE FINANCIAL STATEMENT

Concentration of credit risk. State statutes place no limit on the amount the District may invest in any one
issuer as long as the investments 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 does
not have any “peak periods” designated.

At December 31, 2022, the District’s carrying amount of deposits was $829,331 and the bank balance was
$850,568. The bank balance was held by four banks resulting in a concentration of credit risk. Of the bank
balances, $780,661 were covered by federal depository insurance, $69,907 was collateralized with securities
held by the pledging financial institutions’ agents in the District’s name.

4. WATER CONTRACTS

The District has an agreement with the City of Lawrence to treat and deliver water to the District. A small
amount of water is purchased from Douglas County Rural Water District No. 5.

5. BENEFIT UNIT DEPOSITS

Customers joining the water district are required to pay a deposit for a benefit unit prior to connecting to a
rural water line or transferring a benefit unit. In 2022, there were five new benefit units added to the District
totaling $58,500.

6. RISK MANAGEMENT

The District is exposed to various risk of loss related to torts; theft of, damage to, or destruction of assets,
errors and omissions; injuries to employees’ health and life, and natural disasters. The District manages
these risks of loss through the purchase of various insurance policies.

7. ECONOMIC DEPENDENCY

The District acquires substantially all of its water from the State of Kansas. The City of Lawrence processes
and transports water to the District. There are no other significant suppliers of water available to the District.

All water sales are made to residents in the area of the District. Accordingly, the District’s operations are
dependent upon the economic condition of the area. The impact of the potential risk cannot be determined.

8. RELATED PARTY TRANSACTIONS
All board members and employees of the District are benefit unit owners and customers.
The District has contracted with a company owned by the District’s employees to set meters, repair water

lines and perform excavating and other maintenance. The amount paid to the company during 2022 was
$168,482.
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RURAL WATER DISTRICT NO. 2, DOUGLAS COUNTY, KANSAS
NOTES TO THE FINANCIAL STATEMENT

9. SUBSEQUENT EVENTS

Management has evaluated subsequent events through February 15, 2024, the date which the financial
statements was available to be issued.

Page 7



REGULATORY-REQUIRED
SUPPLEMENTARY INFORMATION



RURAL WATER DISTRICT NO. 2, DOUGLAS COUNTY, KANSAS
SCHEDULE OF RECEIPTS AND EXPENDITURES (REGULATORY BASIS)
FOR THE YEAR ENDED DECEMBER 31, 2022

SCHEDULE 2
Current year
Actual
Receipts
Water sales 467,493
New construction 49,819
Benefit unit receipts 58,500
Service review 1,375
Lease income 18,000
Insurance dividends 2,844
Interest income 4,695
Total Receipts 602,726
Expenditures
Water purchased 139,923
Water analysis 741
Salaries, wages and related taxes 173,206
Repairs and maintenance 27,587
Materials and supplies 14,827
Utilities and telephone 18,804
Truck expense and mileage 8,646
Offices supplies 18,538
Insurance 19,172
Taxes, licenses and fees 675
Continuing education 5,918
Professional services 16,515
Board expenses 1,087
Bank charges 7,361
Capital outlay 318,285
Total Expenditures 771,285
Receipts Over (Under) Expenditures (168,559)
Unencumbered cash, beginning 983,130
Unencumbered cash, ending 814,571
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