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Independent Auditor’s Report 

Board of Directors 
Rand Communities Water District 
Johannesburg, California 

Report on the Financial Statements 

We were engaged to audit accompanying financial statements of the Rand Communities Water District 
(District) as of and for the year ended June 30, 2018, and the related notes to the financial statements, 
which collectively comprise the District’s basic financial statements as listed in the table of contents. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements 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 an opinion on these financial statements based on conducting the audit in 
accordance with auditing standards generally accepted in the United States of America. Because of the 
matters described in the Basis for Disclaimer of Opinion paragraph, however, we were not able to obtain 
sufficient appropriate evidence to provide a basis for an audit opinion.   

Basis for Disclaimer of Opinion 

We were not engaged as auditors of the District until after June 30, 2018, and therefore, did not observe 
the counting of physical inventories at the beginning or end of the year. We were unable to satisfy 
ourselves by other auditing procedures concerning the inventory held at June 30, 2018, which is stated in 
the statement of net position at $23,293. We were also not given substantial evidence for our audit 
procedures concerning customer deposits or compensated absences held at June 30, 2018, which are 
stated in the statement of net position at $15,132, and $5,039, respectively. Lastly, detailed support could 
not be provided for various expense items for our additional audit procedures concerning expenses at June 
30, 2018, which is stated in the statement of revenues, expenses, and changes in net position at $329,766. 
As a result of these matters, we were unable to determine whether any adjustments might have been found 
necessary in respect of recorded or unrecorded inventories, customer deposits, compensated absences, and 
expenses, and the elements making up the District’s basic financial statements.  

Disclaimer of Opinion 

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we 
have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 
Accordingly, we do not express an opinion on these financial statements.  
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Independent Auditor’s Report, continued 

Other Matters 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated December 8, 
2019, on our consideration of the District’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 internal control 
over financial reporting or on compliance. That report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the District’s internal control over 
financial reporting and compliance. This report can be found on pages 21 through 23. 

 
 
 
 
Fedak & Brown LLP 
Cypress, California 
December 8, 2019 
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The following Management’s Discussion and Analysis (MD&A) of activities and financial performance 
of the Rand Communities Water District (District) provides an introduction to the financial statements of 
the District for the fiscal year ended June 30, 2018.  We encourage readers to consider the information 
presented here in conjunction with the basic financial statements and related notes, which follow this 
section. 

Financial Highlights 

 In fiscal year 2018, the District’s net position decreased 7.41% or $70,439 to $879,935. 

 In fiscal year 2018, the District’s total revenues decreased 22.02% or $80,979 to $286,771. 

 In fiscal year 2018, the District’s total expenses increased 19.95% or $59,400 to $357,210.   

Required Financial Statements 

This annual report consists of a series of financial statements. The Statement of Net Position, Statement of 
Revenues, Expenses and Changes in Net Position, and Statement of Cash Flows provide information 
about the activities and performance of the District using accounting methods similar to those used by 
private sector companies. 

The Statement of Net Position includes all of the District’s investments in resources (assets) and the 
obligations to creditors (liabilities).  It also provides the basis for computing a rate of return, evaluating 
the capital structure of the District and assessing the liquidity and financial flexibility of the District.  All 
of the year’s revenue and expenses are accounted for in the Statement of Revenues, Expenses and 
Changes in Net Position.  This statement measures the success of the District’s operations over the past 
year and can be used to determine if the District has successfully recovered all of its costs through its 
rates and other charges. This statement can also be used to evaluate profitability and credit worthiness. 
The final required financial statement is the Statement of Cash Flows, which provides information about 
the District’s cash receipts and cash payments during the reporting period. The Statement of Cash Flows 
reports cash receipts, cash payments, and net changes in cash resulting from operations, investing, non-
capital financing, and capital and related financing activities, as well as providing answers to such 
questions as where did cash come from, what was cash used for, and what was the change in cash balance 
during the reporting period. 

Financial Analysis of the District 

One of the most important questions asked about the District’s finances is, “Is the District better off or 
worse off as a result of this year’s activities?” The Statement of Net Position and the Statement of 
Revenues, Expenses, and Changes in Net Position report information about the District in a way that 
helps answer this question. These statements include all assets and liabilities, using the accrual basis of 
accounting, which is similar to the accounting used by most private sector companies. All of the current 
year’s revenues and expenses are taken into account regardless of when the cash is received or paid. 

These two statements report the District’s net position and changes in them. One can think of the 
District’s net position (the difference between assets and liabilities), as one way to measure the District’s 
financial health, or financial position. Over time, increases or decreases in the District’s net position is 
one indicator of whether its financial health is improving or deteriorating. However, one will need to 
consider other non-financial factors such as changes in economic conditions, population growth, zoning, 
and new or changed government legislation, such as changes in Federal and State water quality standards. 
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Notes to the Basic Financial Statements 

The notes provide additional information that is essential to a full understanding of the data provided in 
the basic financial statements. The notes to the basic financial statements can be found on pages 11 
through 20. 

Statement of Net Position 

As noted earlier, net position may serve over time as a useful indicator of a government’s financial 
position. In the case of the District, assets of the District exceeded liabilities by $879,935 as of June 30, 
2018. 

A portion of the District’s net position reflects the District’s investment in capital assets (net of 
accumulated depreciation) less any related debt used to acquire those assets that is still outstanding 
(83.46% as of June 30, 2018). The District uses these capital assets to provide services to customers 
within the District’s service area; consequently, these assets are not available for future spending.  (See 
Note 6 for further discussion) 

At the end of fiscal year 2018, the District showed a positive balance in its unrestricted net position of 
$145,567.  

2018 2017 Change

Assets:
Current assets $ 252,264        299,921        (47,657)        
Capital assets, net 734,368        670,782        63,586          

Total assets 986,632        970,703        15,929          

Liabilities:
Current liabilities 106,697        20,329          86,368          

Total liabilities 106,697        20,329          86,368          

Net position:
Net investment in capital assets 734,368        670,782        63,586          
Unrestricted 145,567        279,592        (134,025)       

Total net position $ 879,935        950,374        (70,439)        

Condensed Statements of Net Position
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2018 2017 Change

Revenues:
Operating revenues $ 253,813        271,120        (17,307)        
Non-operating revenues 32,958          96,630          (63,672)        

Total revenues 286,771        367,750        (80,979)        

Expenses:
Operating expenses 329,766        268,222        61,544          
Depreciation 27,444          29,588          (2,144)          

Total expenses 357,210        297,810        59,400          

Changes in net position (70,439)        69,940          (140,379)       

Net position, beginning
  of year 950,374        880,434        69,940          

Net position, end of year $ 879,935        950,374        (70,439)        

Condensed Statements of Revenues, Expenses and Changes in Net Position

 

The statement of revenues, expenses, and changes in net position shows how the District’s net position 
changed during the fiscal year.   

A closer examination of the sources of changes in net position reveals that: 

In fiscal year 2018, the District’s net position decreased 7.41% or $70,439 to $879,935 from continuing 
operations. See note 6 for further discussion.  

In fiscal year 2018, the District’s operating revenues decreased 6.38% or $17,307 to $253,813, due 
primarily to decreases in water sales of $9,086 and other charges of $8,221. The District’s non-operating 
revenues decreased 65.89% or $63,672 to $32,958, due primarily to decreases in grant revenue of $50,524 
and property taxes of $17,946.  

In fiscal year 2018, the District’s operating expenses increased 22.95% or 61,544 to $329,776, due 
primarily to increases in administrative and general expenses of $29,946 and pumping of $26,947.  
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Capital Asset Administration 

At the end of fiscal year 2018, the District’s investment in capital assets amounted to $734,368 (net of 
accumulated depreciation).  This investment in capital assets includes land, water transmission and 
distribution systems, buildings and structures, equipment, and vehicles.  Major capital asset additions 
during the year include additions to general plant and pumping plant. 

Changes in capital assets for 2018 were as follows: 

Balance Additions/ Deletions/ Balance
2017 Transfers Transfers 2018

Capital assets:
Non-depreciable assets $ 505,394        75,878          -                  581,272        
Depreciable assets 1,185,901     17,849          (7,702)          1,196,048     
Accumulated depreciation (1,020,513)    (27,444)        5,005           (1,042,952)    

Total capital assets, net $ 670,782        66,283          (2,697)          734,368        
 

Changes in capital assets for 2017 were as follows:  

Balance Additions/ Deletions/ Balance
2016 Transfers Transfers 2017

Capital assets:
Non-depreciable assets $ 454,870        50,524          -                  505,394        
Depreciable assets 1,199,358     -                  (13,457)        1,185,901     
Accumulated depreciation (1,004,382)    (29,588)        13,457          (1,020,513)    

Total capital assets, net $ 649,846        20,936          -                  670,782        
 

Conditions Affecting Current Financial Position 

Management is unaware of any conditions which could have a significant impact on the District’s current 
financial position, net position or operating results in terms of past, present, and future. 

Requests for Information 

This financial report is designed to provide the District’s funding sources, customers, stakeholders, and 
other interested parties with an overview of the District’s financial operations and financial condition. 
Should the reader have questions regarding the information included in this report or wish to request 
additional financial information, please contact the District’s General Manager at 501 Comstock Avenue, 
Johannesburg, California 93528.  
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2018

Current assets:
Cash and cash equivalents (note 2) $ 162,200        
Accounts receivable – water sales, net (note 3) 62,708          
Property taxes receivable 53                
Inventory 23,293          
Prepaid Expenses 4,010           

Total current assets 252,264        

Non-current assets:
Capital assets – non-depreciable assets (note 4) 581,272        
Capital assets – depreciable assets, net (note 4) 153,096        

Total non-current assets 734,368        

Total assets 986,632        

Current liabilities:
Accounts payable 82,649          
Accrued wages 3,877           
Customer and deposits 15,132          
Compensated absences (note 5) 5,039           

Total current liabilities 106,697        

Total liabilities 106,697        

Net position: (note 6)
Net investment in capital assets 734,368        
Unrestricted 145,567        

Total net position $ 879,935        

-                 
See accompanying notes to the basic financial statements
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2018

Operating revenues:
Water Sales $ 253,481        
Other charges 332              

Total operating revenues 253,813        

Operating expenses:
Pumping 105,652        
Transmission and Distribution 42,297          
Administrative and General 181,817        

Total operating expenses 329,766        

Operating income before depreciation
  and amortization (75,953)        
    Depreciation (27,444)        

Operating loss (103,397)       

Non-operating revenue
Property taxes 27,457          
Interest earnings 3,132           
Sale of Assets 2,369           

Total non-operating revenues, net 32,958          

Changes in net position (70,439)        

Net position, beginning of year 950,374        

Net position, end of year $ 879,935        

-              
See accompanying notes to the basic financial statements
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2018

Cash flows from operating activities:
Cash receipts from customers for water sales $ 212,362        
Cash paid to employees for salaries and wages (187,544)       
Cash paid to vendors and suppliers for materials
  and services (68,329)        

Net cash used by operating activities (43,511)        

Cash flows from non-capital financing activities:
Proceeds from property taxes 27,404          

Net cash provided by non-capital financing 
  activities 27,404          

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets (91,030)        
Receipt from sale of fixed assets 2,369           

Net cash used in capital and related financing 
  activities (88,661)        

Cash flows from investing activities:
Interest earnings 3,132           

Net cash provided by investing activities 3,132           

Net decrease in cash and cash equivalents (101,636)       

Cash and cash equivalents, beginning of year 263,836        

Cash and cash equivalents, end of year $ 162,200        

Reconciliation of cash and cash equivalents to 
  statements of net position:

Cash and cash equivalents $ 162,200        

Total cash and cash equivalents $ 162,200        

-              
Continued on next page

See accompanying notes to the basic financial statements
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2018
Reconciliation of operating loss to net cash
  provided by operating activities:

Operating loss $ (103,397)       

Adjustments to reconcile operating loss to net
  cash provided by operating activities:

Depreciation 27,444          
Change in assets and liabilities:

Decrease in assets:
Accounts receivable – water sales and services, net (42,851)        
Materials and supplies inventory (10,096)        
Prepaid and other assets (979)             

Increase in liabilities:
Accounts payable and accrued expenses 82,520          
Accrued wages and related payables 572              
Compensated absences 1,876           
Customer advances and deposits 1,400           

Total adjustments 59,886          

Net cash used by operating activities $ (43,511)        

See accompanying notes to the basic financial statements
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(1) Reporting Entity and Summary of Significant Accounting Policies 

A. Organization and Operations of the Reporting Entity 

The Rand Communities Water District (District) was formed on April 8, 1969, and provides potable water 
and water services within a 200,900-acre service area amongst the towns: Randsburg, Johannesburg, Red 
Mountain, and Atolia. The District is governed by a five-member Board of Directors who serve four-year 
terms.  

B. Basis of Accounting and Measurement Focus 

The District reports its activities as an enterprise fund, which is used to account for operations that are 
financed and operated in a manner similar to a private business enterprise, where the intent of the District 
is that the costs of providing water to its service area on a continuing basis be financed or recovered 
primarily through user charges (water sales), capital grants, and similar funding.  Revenues and expenses 
are recognized on the full accrual basis of accounting.  Revenues are recognized in the accounting period 
in which they are earned and expenses are recognized in the period incurred, regardless of when the 
related cash flows take place. 

Operating revenues and expenses, such as water sales and water purchases, result from exchange 
transactions associated with the principal activity of the District. Exchange transactions are those in which 
each party receives and gives up essentially equal values. Management, administration, and depreciation 
expenses are also considered operating expenses.  Other revenues and expenses not included in the above 
categories are reported as non-operating revenues and expenses. 

C. Financial Reporting 

The District’s basic financial statements have been prepared in conformity with accounting principles 
generally accepted in the United States of America (GAAP), as applied to enterprise funds.  The 
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for 
establishing governmental accounting and financial reporting principles.  The District solely operates as a 
special-purpose government which means it is only engaged in business-type activities; accordingly, 
activities are reported in the District’s proprietary fund. 

The District has adopted the following GASB pronouncements in the current year: 

In November 2016, the GASB issued Statement No. 83 – Certain Asset Retirement Obligations.  This 
Statement (1) addresses accounting and financial reporting for certain asset retirement obligations 
(AROs), (2) establishes criteria for determining the timing and pattern of recognition of a liability and a 
corresponding deferred outflow of resources for AROs, (3) requires that recognition occur when the 
liability is both incurred and reasonably estimable, (4) requires the measurement of an ARO to be based 
on the best estimate of the current value of outlays expected to be incurred, (5) requires the current value 
of a government’s AROs to be adjusted for the effects of general inflation or deflation at least annually, 
and (6) requires disclosure of information about the nature of a government’s AROs, the methods and 
assumptions used for the estimates of the liabilities, and the estimated remaining useful life of the 
associated tangible capital assets.  

In April 2018, the GASB issued Statement No. 88 – Certain Disclosures Related to Debt Including Direct 
Borrowings and Direct Placements. The primary objective of this Statement is to improve the information 
that is disclosed in notes to government financial statements related to debt, including direct borrowings 
and direct placements. It also clarifies which liabilities governments should include when disclosing 
information related to debt. 
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(1) Reporting Entity and Summary of Significant Accounting Policies, continued 

C.  Financial Reporting, continued 

This Statement defines debt for purposes of disclosure in notes to financial statements as a liability that 
arises from a contractual obligation to pay cash (or other assets that may be used in lieu of cash) in one or 
more payments to settle an amount that is fixed at the date the contractual obligation is established. 

This Statement requires that additional essential information related to debt be disclosed in notes to 
financial statements, including unused lines of credit; assets pledged as collateral for the debt; and terms 
specified in debt agreements related to significant events of default with finance-related consequences, 
significant termination events with finance-related consequences, and significant subjective acceleration 
clauses. 

For notes to financial statements related to debt, this Statement also requires that existing and additional 
information be provided for direct borrowings and direct placements of debt separately from other debt. 

D. Assets, Liabilities, and Net Position 

1. Use of Estimates 

The preparation of the basic financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts 
of assets, deferred outflows of resources, liabilities, and deferred inflows of resources; and disclosures 
of contingent assets, deferred outflows of resources, liabilities, and deferred inflows of resources at 
the date of the financial statements and the reported changes in net position during the reporting 
period.  Actual results could differ from those estimates. 

2. Cash and Cash Equivalents 

Substantially all of the District’s cash is invested in interest bearing accounts.  The District considers 
all highly liquid investments with a maturity of three months or less at the time of purchase to be cash 
equivalents. 

3. Accounts Receivable and Allowance for Uncollectible Accounts 

The District extends credit to customers in the normal course of operations. When management 
deems customer accounts uncollectible, the District uses the allowance method for the reservation and 
write-off of those accounts. 

4. Property Taxes and Assessments 

The County of Kern and the County of San Bernardino Assessor’s Offices assess all real and personal 
property within the Counties each year. The County of Kern and the County of San Bernardino Tax 
Collector’s Offices bill and collect the District’s share of property taxes and assessments.  In 1993, 
the Counties adopted the alternative method of secured property tax apportionment available under 
Chapter 3, Part 8, Division 1 (commencing section 4701) of the Revenue and Taxation Code of the 
State (also known as the “Teeter Plan”).  This alternative method provides for funding each taxing 
entity included in the Teeter Plan with its total secured property taxes during the year the taxes are 
levied, including any amount uncollected at fiscal year- end.  Under this plan, the Counties assume an 
obligation under a debenture or similar demand obligation to advance funds to cover expected 
delinquencies, and by such financing, Aromas Water District receives the full amount of secured 
property taxes levied each year and, therefore, no longer experiences delinquent taxes.  Property tax 
in California is levied in accordance with Article 13A of the State Constitution at one percent (1%) of 
countywide assessed valuations. 
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(1) Reporting Entity and Summary of Significant Accounting Policies, continued 

D. Assets, Liabilities, and Net Position, continued 

4. Property Taxes and Assessments, continued 

Property taxes receivable at year-end are related to property taxes collected by the County of Kern 
and the County of San Bernardino, which have not been credited to the District’s cash balance as of 
June 30.  The property tax calendar is as follows:  

Lien date March 1 
Levy date July 1 
Due dates November 1 and March 1 
Collection dates December 10 and April 10 

5. Inventory 

Inventory consists primarily of water meters, and pipes and pipefittings for repair and maintenance to 
the District’s water transmission and distribution system.  Inventory is valued at cost using a first-in, 
first-out cost method. Inventory items are charged to expense at the time that individual items are 
withdrawn from inventory or consumed. 

6. Prepaid Expenses 

Certain payments to vendors reflect costs or deposits applicable to future accounting periods and are 
recorded as prepaid items in the basic financial statements. 

7. Capital Assets 

Capital assets acquired and/or constructed are capitalized at historical cost. District policy has set the 
capitalization threshold for reporting capital assets at $5,000. Donated assets are recorded at estimated 
fair market value at the date of donation. Upon retirement or other disposition of capital assets, the 
cost and related accumulated depreciation are removed from the respective balances and any gains or 
losses are recognized. Depreciation is recorded on a straight-line basis over the estimated useful lives 
of the assets as follows: 

 Pumping plant and transmission lines – 30 years 
 Buildings – 30 years 
 Improvements – 30 years 
 Equipment – 5 years 

8. Compensated Absences 

The District’s policy is to permit employees to accumulate earned vacation.  Upon termination of 
employment, employees are paid all unused vacation, up to 200 hours.  
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(1) Reporting Entity and Summary of Significant Accounting Policies, continued 

D. Assets, Liabilities, and Net Position, continued 

9. Net Position 

The District follows the financial reporting requirements of the GASB and reports net position under 
the following classifications: 

 Net Investment in Capital Assets Component of Net Position – consists of capital assets, net 
of accumulated depreciation, and reduced by any debt outstanding against the acquisition, 
construction, or improvement of those assets.  Deferred outflows of resources and deferred 
inflows of resources that are attributable to the acquisition, construction, or improvement of 
those assets or related debt, are included in this component of net position. 

 Restricted Component of Net Position – consists of assets that have restrictions placed upon 
their use by external constraints imposed either by creditors (debt covenants), grantors, 
contributors, or laws and regulations of other governments or constraints imposed by law 
through enabling legislation. 

 Unrestricted Component of Net Position – is the net amount of the assets and liabilities that 
are not included in the determination of the net investment in capital assets or restricted 
components of net position. 

(2) Cash and Cash Equivalents 

Cash and investments as of June 30 are classified in the accompanying financial statements as follows: 

2018

Cash and cash equivalents $ 162,200

Total $ 162,200        
 

Cash and investments as of June 30 consist of the following: 

2018

Cash on hand $ 390
Deposits with bank 161,810

Total $ 162,200        
 

Custodial Credit Risk 

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial 
institution, a government will not be able to recover its deposits or will not be able to recover collateral 
securities that are in the possession of an outside party. 

The California Government Code and the District’s investment policy do not contain legal or policy 
requirements that would limit the exposure to custodial credit risk for deposits or investments, other than 
the following provision for deposits: The California Government Code requires that a financial institution 
secure deposits made by state or local governmental units by pledging securities in an undivided collateral 
pool held by a depository regulated under state law (unless so waived by the governmental unit).  The 
market value of the pledged securities in the collateral pool must equal at least 110% of the total amount 
deposited by the public agencies.  
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(2) Cash and Investments, continued 

Custodial Credit Risk, continued 

As of June 30, 2018, the District’s bank balances, up to $250,000 are federally insured and the remaining 
balance is collateralized in accordance with the Code; however, the collateralized securities are not held 
in the District’s name. 

Interest Rate Risk 

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an 
investment.  Generally, the longer the maturity of an investment the greater the sensitivity of its fair value 
to changes in market interest rates.  One of the ways that the District can manage its exposure to interest 
rate risk is by purchasing a combination of shorter term and longer term investments and by timing cash 
flows from maturities so that a portion of the portfolio matures or comes close to maturity evenly over 
time as necessary to provide for cash flow requirements and liquidity needed for operations. 

As of June 30, 2018, the District maintained no investments subject to market interest rate risk 
fluctuations. 

Credit Risk 

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the 
investment.  This is measured by the assignment of a rating by a nationally recognized statistical rating 
organization.   

(3) Accounts Receivable 

The balance at June 30 consists of the following: 

2018

Accounts receivable - water sales $ 80,708          
Allowance for uncollectible accounts (18,000)        

$ 62,708          
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(4) Capital Assets 

Changes in capital assets for 2018 were as follows:

Balance Additions/ Deletions/ Balance
2017 Transfers Transfers 2018

Non-depreciable assets:
Land $ 8,029           -                  -                  8,029           
Construction-in-process 497,365        75,878          -                  573,243        

   Total non-depreciable assets 505,394        75,878          -                  581,272        

Depreciable assets:
General Plant 128,421        9,500           (7,702)          130,219        
Transmission and Distribution 918,312                          - -                  918,312        
Pumping Plant 122,584        8,349           -                  130,933        
Park Equipment 2,695                             - -                  2,695           
Source of Supply-Wells and Buildings 1,785                             - -                  1,785           
Intangible Assets 12,104                            - -                  12,104          

Total depreciable assets 1,185,901     17,849          (7,702)          1,196,048     

Accumulated depreciation:
General Plant (122,269)       (2,121)          5,005           (119,385)       
Transmission and Distribution (775,981)       (20,945)        -                  (796,926)       
Pumping Plant (105,679)       (4,378)          -                  (110,057)       
Park Equipment (2,695)          -                  -                  (2,695)          
Source of Supply-Wells and Buildings (1,785)          -                  -                  (1,785)          
Intangible Assets (12,104)        -                  -                  (12,104)        

Total accumulated depreciation (1,020,513)    (27,444)        5,005           (1,042,952)    

Total depreciable assets, net 165,388        (9,595)          (2,697)          153,096        

Total capital assets, net $ 670,782        734,368        

 

Major capital assets additions during the year include additions to the District’s general plant and 
pumping plant. 

(5) Compensated Absences 

The changes in compensated absences balance in 2018 were as follows: 

Balance Balance 
2017 Additions Deletions 2018

$ 3,163           5,375           (3,499)          5,039           
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(6) Net Position 

Calculation of net position as of June 30 were as follows: 

2018

Net investment in capital assets:
Capital assets, net $ 734,368        

Total net investment in capital assets 734,368        

Unrestricted:
Non-spendable unrestricted net position:

Inventory 23,293          
Prepaid expenses 4,010           

  Total non-spendable unrestricted net position 27,303          

Spendable net position:
Unrestricted 118,264        

  Total spendable unrestricted net position 118,264        

Total unrestricted 145,567        

Total net position $ 879,935        
 

 (7) Governmental Accounting Standards Board Statements Issued, Not Yet Effective 

The Governmental Accounting Standards Board (GASB) has issued several pronouncements prior to the 
issue date, that has effective dates that may impact future financial presentations. 

Governmental Accounting Standards Board Statement No. 84 

In January 2017, the GASB issued Statement No. 84 – Fiduciary Activities.  The objective of this 
Statement is to improve guidance regarding the identification of fiduciary activities for accounting and 
financial reporting purposes and how those activities should be reported.  

This Statement establishes criteria for identifying fiduciary activities of all state and local governments. 
The focus of the criteria generally is on (1) whether a government is controlling the assets of the fiduciary 
activity and (2) the beneficiaries with whom a fiduciary relationship exists. Separate criteria are included 
to identify fiduciary component units and postemployment benefit arrangements that are fiduciary 
activities. 

This Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and other 
employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) custodial 
funds. Custodial funds generally should report fiduciary activities that are not held in a trust or equivalent 
arrangement that meets specific criteria. 

The requirements of this Statement are effective for reporting periods beginning after December 15, 2018. 
Earlier application is encouraged. 
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(7) Governmental Accounting Standards Board Statements Issued, Not Yet Effective, 
continued 

Governmental Accounting Standards Board Statement No. 87 

In June 2017, the GASB issued Statement No. 87 – Leases.  The objective of this Statement is to better 
meet the information needs of financial statement users by improving accounting and financial reporting 
for leases by governments. This Statement increases the usefulness of governments’ financial statements 
by requiring recognition of certain lease assets and liabilities for leases that previously were classified as 
operating leases and recognized as inflows of resources or outflows of resources based on the payment 
provisions of the contract. It establishes a single model for lease accounting based on the foundational 
principle that leases are financings of the right to use an underlying asset. Under this Statement, a lessee is 
required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is required to 
recognize a lease receivable and a deferred inflow of resources, thereby enhancing the relevance and 
consistency of information about governments’ leasing activities. 

The requirements of this Statement are effective for reporting periods beginning after December 15, 2019. 
Earlier application is encouraged. 

Governmental Accounting Standards Board Statement No. 89 

In June 2018, the GASB issued Statement No. 89 – Accounting for Interest Cost incurred Before the End 
of a Construction Period. The objectives of this Statement are (1) to enhance the relevance and 
comparability of information about capital assets and the cost of borrowing for a reporting period and (2) 
to simplify accounting for interest cost incurred before the end of a construction period. 

This Statement establishes accounting requirements for interest cost incurred before the end of a 
construction period. Such interest cost includes all interest that previously was accounted for in 
accordance with the requirements of paragraphs 5–22 of Statement No. 62, Codification of Accounting 
and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA 
Pronouncements, which are superseded by this Statement. This Statement requires that interest cost 
incurred before the end of a construction period be recognized as an expense in the period in which the 
cost is incurred for financial statements prepared using the economic resources measurement focus. As a 
result, interest cost incurred before the end of a construction period will not be included in the historical 
cost of a capital asset reported in a business-type activity or enterprise fund. 

This Statement also reiterates that in financial statements prepared using the current financial resources 
measurement focus, interest cost incurred before the end of a construction period should be recognized as 
an expenditure on a basis consistent with governmental fund accounting principles. 

The requirements of this Statement are effective for reporting periods beginning after December 15, 2019. 
Earlier application is encouraged. The requirements of this Statement should be applied prospectively. 

Governmental Accounting Standards Board Statement No. 90 

In August 2018, the GASB issued Statement No. 90 – Majority Equity Interests—an amendment of GASB 
Statements No. 14 and No. 61. The primary objectives of this Statement are to improve the consistency 
and comparability of reporting a government’s majority equity interest in a legally separate organization 
and to improve the relevance of financial statement information for certain component units. It defines a 
majority equity interest and specifies that a majority equity interest in a legally separate organization 
should be reported as an investment if a government’s holding of the equity interest meets the definition 
of an investment. A majority equity interest that meets the definition of an investment should be measured 
using the equity method, unless it is held by a special-purpose government engaged only in fiduciary 
activities, a fiduciary fund, or an endowment (including permanent and term endowments) or permanent 
fund. Those governments and funds should measure the majority equity interest at fair value. 
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(7) Governmental Accounting Standards Board Statements Issued, Not Yet Effective, 
continued 

Governmental Accounting Standards Board Statement No. 90, continued 

For all other holdings of a majority equity interest in a legally separate organization, a government should 
report the legally separate organization as a component unit, and the government or fund that holds the 
equity interest should report an asset related to the majority equity interest using the equity method. This 
Statement establishes that ownership of a majority equity interest in a legally separate organization results 
in the government being financially accountable for the legally separate organization and, therefore, the 
government should report that organization as a component unit. 

This Statement also requires that a component unit in which a government has a 100 percent equity 
interest account for its assets, deferred outflows of resources, liabilities, and deferred inflows of resources 
at acquisition value at the date the government acquired a 100 percent equity interest in the component 
unit. Transactions presented in flows statements of the component unit in that circumstance should 
include only transactions that occurred subsequent to the acquisition. 

The requirements of this Statement are effective for reporting periods beginning after December 15, 2018. 
Earlier application is encouraged. The requirements should be applied retroactively, except for the 
provisions related to (1) reporting a majority equity interest in a component unit and (2) reporting a 
component unit if the government acquires a 100 percent equity interest. Those provisions should be 
applied on a prospective basis. 

Governmental Accounting Standards Board Statement No. 91 

In May 2019, the GASB issued Statement No. 91 – Conduit Debt Obligations. The primary objectives of 
this Statement are to provide a single method of reporting conduit debt obligations by issuers and 
eliminate diversity in practice associated with (1) commitments extended by issuers, (2) arrangements 
associated with conduit debt obligations, and (3) related note disclosures. This Statement achieves those 
objectives by clarifying the existing definition of a conduit debt obligation; establishing that a conduit 
debt obligation is not a liability of the issuer; establishing standards for accounting and financial reporting 
of additional commitments and voluntary commitments extended by issuers and arrangements associated 
with conduit debt obligations; and improving required note disclosures. 

This Statement also addresses arrangements—often characterized as leases—that are associated with 
conduit debt obligations. In those arrangements, capital assets are constructed or acquired with the 
proceeds of a conduit debt obligation and used by third-party obligors in the course of their activities. 
Payments from third-party obligors are intended to cover and coincide with debt service payments. 
During those arrangements, issuers retain the titles to the capital assets. Those titles may or may not pass 
to the obligors at the end of the arrangements. 

This Statement requires issuers to disclose general information about their conduit debt obligations, 
organized by type of commitment, including the aggregate outstanding principal amount of the issuers’ 
conduit debt obligations and a description of each type of commitment. Issuers that recognize liabilities 
related to supporting the debt service of conduit debt obligations also should disclose information about 
the amount recognized and how the liabilities changed during the reporting period. 

The requirements of this Statement are effective for reporting periods beginning after December 15, 2020. 
Earlier application is encouraged. 
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(8) Commitments and Contingencies 

Litigation 

In the ordinary course of operations, the District is subject to claims and litigation from outside parties. 
After consultation with legal counsel, the District believes the ultimate outcome of such matters, if any, 
will not materially affect its financial condition. 

(9) Subsequent Events 

Events occurring after June 30, 2018, have been evaluated for possible adjustment to the financial 
statements or disclosure as of December 8, 2019, which is the date the financial statements were available 
to be issued. 
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Independent Auditor’s Report on Internal Controls over Financial Reporting 
And on Compliance and Other Matters Based on the Audit of Financial Statements  

Performed in Accordance with Government Auditing Standards 

Board of Directors 
Rand Communities Water District 
Johannesburg, California 

We have audited, in accordance with the auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States, the financial statements of the Rand Communities 
Water District (District), as of and for the year June 30, 2018, and the related notes to the financial 
statements, which collectively comprise the District’s basic financial statements, and have issued our 
report thereon dated December 8, 2019. 

Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the District’s internal 
control over financial reporting (internal control) to determine the audit procedures that are appropriate in 
the circumstances for the purpose of expressing our opinion on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of the District’s internal control. Accordingly, we 
do not express an opinion on the effectiveness of the District’s internal control. 

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. During our audit we did identify deficiencies in internal control 
that we consider to be material weaknesses.  

Employee Turnover  

During the audit of the June 30, 2018, financial statements, we noted that the District experienced 
significant employee turnover that included the District’s General Manager and Office/Financial 
Manager. Current staff’s unfamiliarity with the District’s processes, financial transactions and in some 
cases, lack of documentation related to the 2018 fiscal year, limited our ability to obtain sufficient audit 
evidence. In addition, we were unable to identify an individual with the skills, experience, and knowledge 
required to assume responsibility for the District’s June 30, 2018, financial statements, as required by 
Generally Accepted Auditing Standards (GAAS). We believe this to be a material weakness within the 
District internal control structure.   
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Independent Auditor’s Report on Internal Controls over Financial Reporting 
And on Compliance and Other Matters Based on an Audit of Financial Statements  

Performed in Accordance with Government Auditing Standards, continued 

Recording Accounting Transactions and Accounting System  

During our audit of the June 30, 2018, financial statements, we noted the District did not maintain a 
centralized accounting system to process and track the District’s financial transactions.  The District 
maintained Microsoft Excel spreadsheets to internally track certain accounting transactions including 
water sales billing and cash balances and relied on an outside accountant (current payroll processor) to 
maintain the District’s other accounting balances.  Discussions with District staff indicated that the third-
party accountant inputs financial transactions into QuickBooks, based on the activity noted in the monthly 
bank statements.  We believe that these processes lack the basic tenants of internal control required to 
mitigate the possibility of misstatement within the District’s financial statements due to error or fraud.  
Further, there appeared to be no period ending review by management to assure balances were properly 
reconciled to the supporting documentation at year-end.  We believe this to be a material weakness within 
the District’s internal control structure. 

Segregation of Duties 

During the audit, we noted that the District employed one individual responsible for initiating and 
maintaining all accounting and financial transactions. These duties included cash handling, billing, 
initiation, recording, and reconciliation of transactions within the District’s accounting system.  We 
believe that the District is exposed to the increased risk of undetected error or fraud within the financial 
records.  Segregation of duties allows for the separation of tasks which provides the ability to cross-check 
the work of another and thus, enhancing controls within the District’s processes.   

Lack of Documentation 

During our audit, we noted that the District was unable to provide documentation to support various 
transactions requested by the auditor as part of the June 30, 2018, audit.  Among the items included detail 
of inventory held at June 30, 2018, customer deposits detail, supporting documentation and calculations 
for compensated absences, and detailed support for various expense items.   As a result, we were not able 
to complete our audit with regard to inventory, deposits, compensated absences, and additional 
procedures related to expense testing.  We believe this to be a material weakness within the District’s 
internal control structure.  

Preparation and Review of Bank Reconciliations 

During our audit of the 2018 financial statements, we noted that the District did not prepare bank account 
reconciliations from July 01, 2017 through May 30, 2018.  As a result, the District issued checks in 
excess of available funds in the general checking account.  The existence stale dated (un-cashed checks) 
at the time prevented the general checking account from being overdrawn.    The timely preparation of 
bank reconciliations and review by management are a basic tenet of internal control over cash and cash 
equivalents and may assist in detecting unusual transactions, fraud, or accounting errors within the 
District’s records. 

Inventory 

During our audit, we noted that the District did not conduct a physical inventory count for the year ended 
June 30, 2018, and were unable to provide accurate documentation to support the balance at June 30, 
2018. As a result, the District’s inventory balance may be misstated at June 30, 2018.  Inventory count 
can help prevent theft and help the District keep track of materials and supplies needed to assist in 
operations.  
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Independent Auditor’s Report on Internal Controls over Financial Reporting 
And on Compliance and Other Matters Based on an Audit of Financial Statements  

Performed in Accordance with Government Auditing Standards, continued 

Customer Deposits 

During our audit and as mentioned previously, we noted that the District was unable to provide detailed 
records of customer deposits. As a result, the District’s customer deposits account may be misstated as of 
June 30, 2018. We believe this to be a significant matter.  

Compensated Absences 

During our audit and as mentioned previously, we noted that the District was unable to provide support 
for the amount of employee vacation and sick time hours taken and did not record employee vacation and 
sick time hours earned per District employee records. As a result, compensated absences may be 
misstated as of June 30, 2018. We believe this to be a material weakness.   

Expenses- Reimbursements 

During our audit of the District’s expense accounts, we determined that extended procedures would be 
required to establish the propriety of certain reimbursement expense transactions. We requested 
supporting documentation for these transactions but were informed by the District that the supporting 
documentation could not be located.  As a result, we were unable to perform our extended procedures. We 
believe this to be a material weakness within the District’s control structure.  

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the District’s financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts. However, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The 
results of our tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the District’s internal 
control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the District’s internal control and compliance. 
Accordingly, this communication is not suitable for any other purpose. 

 
 
 
 
Fedak & Brown LLP 
Cypress, California 
December 8, 2019 


