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HAYES ENGINEERING, INC.

Texas Registered Engineering Firm F-1465 www.hayesengineering.net
2126 ALPINE ST. LONGVIEW, TX 75601-3401
V 903.758.2010 F 903.758.2099

January 19, 2017
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Public Utility Commission of Texas ":;r«f f) D)
Attention: Filing Clerk o e 1
William B. Travis Bldg. no = -
1701 N. Congress Avenue Rz = gj
7" Floor = W
Austin, TX 78701-3326 2 R
pres
RE:  Sharon W.S.C.

Application to Amend Water CCN'(10476)
PWS ID# 2500020

Upshur County, Texas.
Docket #44816 — Staff 21 Through 2-2

Dear Sirs:

n

Please find enclosed the RFI #2 that was received January 2, 2016 by email from Debbie Tamayo. Attached is Sharon
WSC audited financial Statements for year 2015. Also attached is a capital improvements plan that entails a budget and a
plan for the proposed service area. A map is attached to show where the proposed facility lines are planned.

Please advise if you need more information.

Sincerely,

HAYES ENGINEERING, INC.
by o=

Joey @ﬁoﬂ N

Project Designer

REGISTERED ENGINEERS IN ARKANSAS, LOUISIANA AND TEXAS

Y2



Staff Question 2-1 -

Response:

Staff Question 2-2 -

Response:

Docket No. 44816

Sharon Water Supply Corporation CCN Application

Please provide Sharon WSC’s audited financial statements for calendar year
2015.

Sharon WSC's audited financial statements for calendar year 2015 is attachéd.

Pursuant to pursuant to 16 Tex. Admin. Code § 24.105(a)(6) provide a capital
improvements plan (CIP plan), including a budget and estimated time line
for construction of all facilities necessary to provide full service to the
entire proposed service area (23,500+ acres). The CIP plan should be
keyed to maps showing where such facilities will be located to provide
service to the requested area at a cost of $16.67 per linear foot
(Applicant’s response to Staff’s 1™ request for information, item 14 of this
docket).

A capital improvements plan has been prepared along with a keyed map
showing where the improvements for the proposed service area will be
located at. The CIP and the map are attached.
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| provide these answers under Oath and signature.

( ~ -
Sharon W.S.C. (Print Name): \/'»\‘\‘”\55"'“ > Toae

. .
Title: (\'\v N (c\\ (V\‘-‘;\"\(Uﬁ o
o v
[(i.-;\iw‘ ‘e, ’\{G-ik 4

Signature

Date: PG —i7 x

LS%cribed and Sworn to before me by the said lé}/féfﬁﬁ %J&on this [é’”’ day of

Q[&![éﬁ/ﬁ# ,20/8.

My commissicn expires on th

Notary Public Signature:

) day of é’gjﬁ/'[ ,20/9.

B %ﬁ/}ﬂ% [SEAL]

« CYNTHIAALFREDA JONES
NOTARY PUBLIC
STATE OF TEXAS

My Comm. Expires 04-29-2018
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Sharon WSC
CCN Amendment Improvements (Phase | & H)
Opinion of Probable Construction Cost

Description Qty. UM UnitCost Total Cost
Phase | (FM 2869, CR 3597, & 4000 LF of CR 3588)
1 . Furnish and install 4" water main (materials only, fabor by 13000 LF $6  $78,000
WSC)
2 . Furnish and install 6" water main (materials only, labor by 20700 LF $9 $186,300
WSC)
Subtotal = $264.300
Phase Il (CR 3588. CR 4586/Stay Rd, CR 3990}
1. Furnish and install 2" water main (materials only, labor by 10700 LF- $3  $32,100
WSC)
2 . Furnish and install 4" water main (materials only, labor by 35000 LF $6 $210,000
WSC)
Subtotal = $242,100

Schedule and Funding NMechanism

7

Phase | - 2017 Texas Department of Agricuiture CDBG STEP - Up to $265,000 construction cost -

complete by July 2019
Phase || - 2019 Texas Department of Agriculture COBG STEP - Up to $265,000 construct(omceg‘&_.‘; W,
Y

complete by July 2021 S TS *\;,
- ‘n' ‘
Engineer Certification: 1:'** K % '**p,’

............................

Kyle A S@ph&ws ,',0 106333 ------ Q—f
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Hayes Engineering, Inc "l|o<<~ <./_CEN5€? \;QL
Owner Cértification: - - W 6‘;9/0 A BN
Ty wite7

‘ ‘J(
e l,., S Yy ,"'/:x,.../

Vénessa Slone, General Manager
Sharon WSC

Notary:

State of Texas ’

County of (’4202224

This mstrurr}ent was acknowledged before me on (f (date) by ¢ §L9 gE (name of representative),
WNERBH

£ ¢ (title of representative) of@hﬁ)ﬁﬂ,t/ Mf?’féﬁ(name of entity)

ignature of Notary) (Seal of Notary)

CYNTHIAALFREDA JONES
NOTARY PUBLIC

STATE OF TEXAS
My Comm. Expires 04-29-2018
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Curtis
B‘a._@%?m., PC

Cerlitied Public Accountants Consyltants

February 22, 2018

)

Sharon Water Supply Corporation
6175 N. State Hwy. 37
Winnsboro, TX 75494

»

We are pleased to confirm our understanding of the services we are to provide for Sharon Water Supply:
Corporation for the year ended December 31, 2015

We will audit the financial statements of Sharon Water Supply Corporation, which comprise the balance sheet as
of December 31, 2015, and the related statements of operations, members’ equity, and cash flows for the year
then ended, and the related notes to the financial statements (the financial statements).

Audit Objective

The objective of our audit is the expression of an opinion about whether your financial statements are fairly
presented, in all material respects, in conformity with U.S. generally accepted accounting principles. Qur audit wili
be conducted in accordance with auditing standards generally accepted 1n the United States of America and will
include tests of your accounting records and other procedures we consider necessary to enable us to express
such an opinion We will issue a written report upon completion of our audit of Sharon Water Supply Corporation’s
financial statements. Our report will be addressed to the Board of Directors of Sharon Water Supply Corporation’
We cannot provide assurance that an unmodified opinion wili be expressed. Circumstances may arise in which it
is necessary for us to modify our opinion or add an emphasis-of-matter or other-matter paragraph. If our opinion is
other than unmodified, we will discuss the reasons with you in advance if, for any reason, we are unable to
complete the audit or are unable to form or have not formed an opinion, we may decline to express an opinion or
withdraw from this engagement.

Audit Procedures

Our procedures will include tests of documentary evidence supporting lhe transactions recorded In the accounts,
tests of the physical existence of inventories (if necessary), and direct confirmation of certain assets and liabilities
by correspondence with selected customers, creditors, and financial institutions. We may also request wrtten
representations from your attorneys as part of the engagement. At the canclusion of our audit, we will require
certain written representations from you about the financial statements and related matters.

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements; therefore, our audit wilt involve judgment about the number of transactions to be examined and the
areas to be tested. 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 statemments. We will plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement, whether from (1) errors, (2) fraudulent
financial reporting, (3} musappropriation of assets, or (4) violations of laws or governmental regulations that are
attributable to the Company or to acts by management or employees acting on behalf of the Company.

Because of the inherent limitations of an audit, combined with the inherent imitations of internal control, and
because we wil} not perform a detailed examination of all ransactions, there is a risk that material misstatements
may exist and not be detected by us, even though the audit is properly planned and performed in accordance with
US. generally accepted auditing standards. In addition, an audit is not designed to detect immaterial
misstatements or violations of laws or governmental regulations that do not have a direct and material effect on
the financial statements. However, we will inform the appropriate level of management of any matenal errors;
fraudulent financial reporting, or misappropriation’ of assets that comes to our attention. We will also inform the
appropriate level of management of any violations of laws or governmental regulations that come to our attention,
unless clearly inconsequential. Our responsibility as auditors 1s limited to the period covered by our audit and
does not extend to any later pericds for which we are not engaged as auditors

P.O. Box 5486 ¢ Longview, Texas 75608 ¢ 503.768.0734 + Fax: 903.758.0756 ¢ www.cbandco.com
2403 Judson Road + Longview, Texas 75605



Sharon Water Supply Corporation
Page 2

Our audit will iInclude obtaining an understanding of the Company and its environment, including internal controt,
sufficient to assess the risks of material misstatement of the financial statements and to design the nature, timing,
and extent of further audit procedures. An audit is not designed to provide assurance on internal control or to
identify deficiencies in internal control. However, dunng the audit, we will communicate to you and those charged
with governance internal control related matters thal are required to be communicated under professional
standards.

We may from time to time, and depending on the circumstances, use third-party service providers in seiving your
account. We may share canfidential information about you with these service providers, but remain committed to
maintaining the confidentiality and secunty of your information. Accordingly, we maintain internal policies,
procedures, and safeguards to protect the confidentiality of your personal information. 1n addition, we will secure
confidentiality agreements with ali service providers to maintain the confidentiality of your information and we will
take reasonable precautions to determine that they have appropnate procedures in place to prevent the
unauthorized release of your confidential information to others In the event that we are unable to secure an
appropriate confidentiality agreement, you will be asked to provide your consent prior to the shanng of your
confidential information with the third-party service provider. Furthermore, we wifl remain responsible for the work
provided by any such third-party service providers.

Other Services

We will assist in preparing the financial statements of Sharon Water Supply Corporation in corformity with US
generally accepted accounting principles based on information provided by you.

We will perform the services in accordance with applicable professional standards, including the Statements on
Standards for Tax Services issued by the Amercan Institute of Certified Public Accountants. The other services
are limited to the financial statement and tax services previously defined. We, i our sole professional judgment,
reserve the nght to refuse to perform any procedure or take any action that could be construed as assuming
management fesponsibilities. We will advise management with regard to tax posttions taken in the preparation of
the tax return, but management must make all decisions with regard to those matters,

Management Responsibilities

You are responsible for establishing and maintamning intemnal controls, including monitoring ongoing achvities; for
the selection and application of accounting principles, and for the preparation and fair presentation of the financial
statements in conformity with U.S. generally accepted accounting principles. You are also responsible for making
all financial records and related information available to us and for the accuracy and completeness of that
information. You are also responsible for providing us with (1) access to all information of which you are aware
that is relevant to the preparation and fair presentation of the financial statements, (2) additional information that
we may request for the purpose of the audit, and (3) unrestricted access to persons within the company from
whom we determine it necessary to obtain audit evidence.

Your responsibilities include adjusting the financial statements to correct material misstatements and confirming
to us In the management representation letter that the effects of any uncorrected misstatements aggregated by us
during the current engagement and pertaining to the latest period presented are immaterial, both individually and
in the aggregate, {o the financial statements taken as a whole

You are responsible for the design and implementation of programs and controls to prevent and detect fraud, and
for informing us about all known or suspected fraud affecting the Company involving {1} management, (2)
employees who have significant roles in internal control, and (3) others where the fraud could have a matenat
effect on the financial statements. Your responsibilities include informing us of your knowledge of any allegations
of fraud or suspected fraud affecting the Company received in communications from employees, former
employees, regulators, or others. In addition, you are responsible for identifying and ensunng that the Company
comphes with applicable taws and regulations. You are responsible for the preparation of the supplementary
information in conformity with U.S. generally accepted accounting principles You agree lo inctude our report on
the supplementary information i any document that contains, and indicates that we have reported on, the
supplementary information. You also agree to include the audited financial statements with any presentation of
the supplementary information that includes our report thereon.

You agree to assume all management fesponsibilities for the tax services, financial statement preparation
services, and any other nonattest services we provide, oversee the services by designating an individual,




_ Ly OrseN THIELEN & Co., LTD.

Certified Public Accountants & Consultants

SYSTEM REVIEW REPORT

November 26, 2013

To the Sharehelders of
Curtis Blakely & Co., P.C.
and the Peer Review Committee of the Texas Soclety of CPA’s

We have reviewed the system of quality control for the accounting and auditing practice of Curtis
Blakely & Co., P.C. {the firm) in effect for the year ended August 31, 2013. Our peer review was
conducted in accordance with the Standards for Performing and Reporting on Peer Reviews
established by the Peer Review Board of the American Institute of Certified Public Accountants. As
part of our peer review, we considered reviews by regulatory entities, if applicable, in determining
the nature and extent of our procedures. The firm is responsible for designing a system of quality
control and complying with it to provide the firm with reasonable assurance of performing and

-~ reporting in conformity with applicable professional standards in all material respects. Our
responsibifity is to express an opinion on the design of the system of quality control and the firm's
compliance therewith based on our review. The nature, objectives, scope, limitations of, and the
procedures performed in a System Review are described in the standards at
www.aicpa.org/prsummary.

As required by the standards, engagements selected for review ifcluded engagements performed
under Government Auditing Standards, audits of employee benefit plans, and examinations of
service organizations [Service Organization Control (SOC) 1 engagements].

in our opinion, the system of quality control for the accounting and auditing- practice of Curtis
Blakely & Co., P.C. in effect for the year ended August 31, 2013, has been suitably designed and
complied with to provide the firm with reasonable assurance of performing and reporting in
conformity with applicable professlonal standards in all material respects. Firms can receive a
vating of pass, pass with deficiency(ies) or fail. Curtis Blakely & Co., P.C. has received a peer

review rating of pass.
Olpeny Ihidlen + (., L3,

Qlsen Thielen & Co., Ltd.

2675 Long Lake Road, St. Paul, Minnesota 55113-1117 651 483 4521 FAX 651 483 2467
300 Prairie Center Drive, Ste. 300, Minnespolis, Minnesota 55344-7908 952 941 9242 FAX 952 941 0577




Sharon Water Supply Corporation
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preferably from senior management, with suitable skill, knowledge, or experience, evaluate the adequacy and
results of the sefvices, and accept responsibihty for them.

Engagement Administration, Fees, and Other

We understand that your employees will prepare all cash, accounts receivable, and other confirmations we
request and will locate any documents selected by us for testing.

Charles A. Albert, CPA, CFE is the engagement partner and 1s responsible for supervising the engagement and
signing the report or authorizing another individual to sign it. We expect to begin our audit in January 2015.

We estimate that our fees for the audit will be $7.500 You will also be billed for travel and other out-of-pocket
costs such as report production, word processing, postage, etc The fee estimate I1s based on anticipated
cooperation from your personnel and the assumption that unexpected circumstances wilt not be encountered
during the engagement. If significant additional time is necessary, we will keep you informed of any problems we
encounter and our fees will be adjusted accordingly. Our nvoices for these fees will be rendered each month as
work progresses and are payable on presentation.

We appreciate the opporiunity to be of service to you and believe this lelter accurately summarizes the significant
terms of our engagement. If you have any guestions, please let us know. If you agree with the terms of our
engagement as described in this letter, please sign the enclosed copy and return it to us.

Very fruly yours,
Cuteo Baka, ¢ G, PC.
CURTIS BLAKELY &GO., P.C

RESPONSE
This letter correctly sets forth the understanding of Sharon Water Supply Corporation.

Management signature f" Y ,iéo"?\/

Title: GL\_?\;‘IQJ\ W\ nuu‘_i U~

Date: 3

Governance signature: %41 ZMT ”{
Title: //",&»qﬂm..//é

Date: g 1

-1
o

T \PermanentClieni\Sharun Water Supply* AudittAgreements\SWSC 2013 ARB-CL-1_1{2-15) Audit Lag L {r does




SHARON WATER SUPPLY CORPORATION
WINNSBORO, TEXAS

FINANCIAL STATEMENTS

As of December 31, 2015 and 2014
With Independent Auditor’s Report
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Certiled Public Accounlants < !; Consultonts

Indspendent Auditor's Report

The Board of Directors
Sharon Water Supply Corporation
Winnsboro, Texas 75454

Report on the Financlal Statements

We have audited the accompanying financlal statements of Sharon Water Supply Corporation {a Texas
corporation), which comprise the balance shests as of Decemher 31, 2015 and 2014, and the related
stataments of operations, members’ equity, and cash flows for the years then ended, and lhe related notes to
the financial statements.

Management's Rasponsibllity for the Financlat Statements

Maniagemant Is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles g lly pted in the United States of America; this Includes the
design, Implementation, and maint of Internal cont 1 to the preparation and falr presentation ¢
of financlal statements that are free from materlal mlsstahman!. whether due to fraud or srror.

Auditor's Responsibitity

Our responsibility Is to express an opinion on these financial statements based on our audits. We conducted
our audits In accordance with auditing standards generally accepted In the United States of America, Thosa
standards require that we plan and perform the audits to obtaln ahle about whether the
financlal statements are free from matertal misstatement.

An audlt [nvoives performing procedures to obtain audit evidence about the amounts and disclosures in the
financlal statsments, The procedures selscted depend on the auditor's judgment, Including the assessment
of the risks of materlal misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor consldess Internal control relsvant to the entity's preparation and fair
presentation of the financlal statements In order to design audit procedures that are appropriate In the
circumstances, but not for the purpose of expressing an opinlon on the effectiveness of the entity’s Intemal
control. Accordingly, we express no such opinlon, An audit also includes evaluating the appropriatenass of
accounting policles used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation ofthe financial statements.

We belisve that the audit evidence we have obtained Is sufficlent and appropriate to provide a basis for our
qualified audit opinion.

Opinion

1n our opinjon, the financlal statements referred to above present fairly, in all materlal respects, the financil
posltion of Sharon Water Supply Corporation as of Dacember 31, 2016 and 2014, and the results of s
operations and (ts cash flows for the years then ended In accordance with accounting principles generally
accepted In the United States of America.

P.0. Box 5486 ¢ Longvisw, Texas 75608 ¢ $03.758.0734 ¢ Fax: 903.758.0756 ¢ www. chandeo.com
2403 Judson Road ¢ Longview, Texas 75605




Coarrection of Errors

As discussed in Note § to the financial statements, certain errors resulting in understatement of unbliled
revenue, accounts payabls and ald-to-construction as of December 31, 2013 were discovered by management
of the Company during the current year. Accordingly, amounts reporied for unbilled revenue receivable,
accounts payable, and aid-to-construction equity have been restated in the 2014 financial statements now
presented and an adjustment has hesn made to retained earnings as of December 31, 2013, to correct the
error. Our opinion Is not medified with respect to that matter.

Cuiteo Blaket, ¢ Co, P.C.
Longview, Te:al:&l

March 14, 2016



SHARON WATER SUPPLY CORPORATION

BALANCE SHEETS
December 31
Assets
2018 2014
Curront Assets: =
Cash and cash equivalants $ 365,670 $ 272,753
Cartificates of deposit N 209,345 207,739
Accounts recelvable -
(net of allowance for doubtful accounts
of $802 for 2016 and 2014) 194,969 184,369
[nventory 180,992 208,228
Prepaids 25,779 17,630
Total Current Assels 966,755 890,719
Proparty, Plant, and Equipment:
Building and improvements 194,750 194,750
Furniture and equipment 672,620 622,022
Watar distribution system . 7,577,114 7,402,618
Construction in progress 1,153,398 1,012,565
Land 98,097 62,409
Total Property, Plant, and Equipment 9,695,979 9,294,364
Less: Accumulated depreciation (4,914,297) (4.555.877)
Net Property, Plant, and Equipment 4,781,682 4,738,487
Total Assets & 5,748437 $ 5629208

{The accompanying notes are an integral part of these financial statements.)



SHARON WATER SUPPLY CORPORATION
BALANCE SHEETS
December 31

Liabllities and Members' Equity

2018 2014
Current Lizbilities:
Current portion of long-term debt $ 83,783 86,264
Accounts payable 22,797 15,301
Accrued expenses 70,810 47,421
Deferred revenue 1,500 <0-
Total Current Linbilities 178,890 148,888
Long-Term Debt, Less Current Portlon 1,404,869 1,414,667
Nembers® Equity:
Membership investment 325,500 318,600
Contributions in aid of construction 478,125 475,601
Retained earnings 3,361,053 3,271,352
Total Members' Equity 4,164,678 4,065,563
Total Liabilities and Members’ Equity $§_ 5748437 5,629,206

(The accompanylng notes are an integral part of these financiai statements.}



SHARON WATER SUPPLY CORPORATION
STATEMENTS OF OPERATIONS
For the Years Ended December 31

* 2015 2014
Revenue: s
Water revenue $ 1,512,891 $ 1,416,800
Penalties 32,47 32,087
Installation and other revenue 69,028 53,632
Miscellansous 27,345 20,468
Total Reverite 1,631,681 1,531,987
Operating Expenses:
Advertising 4,507 2415
Bad debts 2,260 1,912
Chemicals 19,773 27,783
Contract labor 146,994 - 99,462
Degpreciation 348,366 335,499
Dues and fees 10,495 12,478
Engineering expense 4,602 0-
Insurance expense 168,089 152,974
interest expense 54,065 48,615
Miscellaneous expense 17,616 14,700
Office expense 47,398 44,028
Professlonal fees 8,900 11,852
Repalrs and maintenance 108,979 . 216,201
Retirement expense | 30,170 28,693
Salaries and wages ° 458,713 446,685
Seminars and training 2,288 8,492
Supplies and tools 18,000 4,274
Utilities 127,504 124,837
Total Operating Expenses 1,548,818 1,580,881
Income (Loss) from Operations 82,863 (48,894)
Other Income and Expense:
Gain on sale of assets 5,000 21,000
Interest Income 1,838 1,393
Total Other Income : ~ 6838 22,393
3 (26,501)

Net Income (Loss)‘ $ 89,701

(The accompanyiﬁ‘g notes are an Integral part of these financial statements.}



SHARON WATER SUPPLY CORPORATION
STATEMENTS OF MEMBERS' EQUITY

For the Years Ended December 31

Balance, January 1, 2014
Restatement

Balance, January 1, 2014 Restated
Contributed Capital

Amoriization of Contributed Capital
Memberships (Net)

Net Income

Balance, December 31, 2014
Contributed Capital

Amortization of Contributed Capital
Memberships (Net)

Nat Income

Balance, December 31, 2015

$

$

Contributions Total
Membership in Ald of Retained Members*
t tructl Earnings _Equity
314175 $ 0- § 3720281 $ 4,034,456
486,670 (422,428) 63,242
314,175 485,670 3,297,853 4,007,698
19,079 19,079
(29,148) {29,148)
4,425 4,425
(26,501) (26,501)
316,600 475,601 3,271,352 4,065,553
32,708 32,708
(30,184} {30,184)
8,300 6,900
89,701 89,701
3265500 §$ 478,425 $ 3,361,063 § 4164678

{The accompanyling notes are an integral part of these financlal statements.)




SHARON WATER SUPPLY CORPORATION
STATEMENTS OF CASH FLOWS
For the Years Ended December 31

2015 2014
Cash Flows from Operating Activities: ,
Net income (loss) $ 89,701 S (26,501)
Adjustments to recoticlle net Income (loss) to
net cash provided by operating actlvities:
Depreciation -~ 348,366 335,500
Gain on sale of assets {5,000) (24,000)
Interest reinvested in cortificates of deposit {1,606) (1,432)
Chango In assets and liabilitles: ’
Accounts receivable (10,600) 7172
Inventory 27,236 (62,076)
Prepaid expenses 8,149) (6,323)
Accounts payable 7496 {8,237)
Accrued expenses 23,389 8,374
Deferred rovenue 1,500 -0-
Net Cash Provided by Operating Activities 472,333 226,777
Cash Flows from Investing Activities:
Capital expenditures (421,745) (1,215,645)
Proceeds from sale of assets 5,000 21,000
Nest Cash Used in Investing Activities {416,745) (1,195.645)
Cash Flows from Financing Activities:
Long-term debt borrowings 73,985 1,085,994
Long-term debt repayments (86,264) (96,113}
Change In membership deposits . 6,500 L4425
Contributions in aid to construction 32,708 19,079
Net Cash Provided by Financing Activities 27,323 1,023,385
Net Increase in Cash and Cash Equivalents 82,917 54,517
Cash and Cash Equivalents at Beginning of Year 272,163 218,236
Cash and Cash Equivalents at End of Year $ 355,670 $ 272,753

{The accompanyling notes are an integral part of these financial statements.)
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SHARON WATER SUPPLY CORPORATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2015

Note 1 — Summary of Significant Accounting Policles:

Basis of Presentation
The Corporation’s principal activity is the sale of water in rural communities of Northeast Texas.

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amotints reported in the financial statements
and accompanying notes, Actual results could differ from these estimates. Among other things, estimates
are used in accounting for depreciation and bad debts.

Certain reclassifications of prior years data have been made to conform with the cumant year's
classifications.

Revenue Recognition

Revenues and expenses are recorded when services are rendered and expetises are Incurred. Customers are
billed monthly as water usage Is measured.

We collect taxes for various taxing authoritles on certain types of revenue producing transactions. 1t Is our
position that i Is acting strictly as an agent for the taxing authority, whereby, the tax is collected and remitted
to the taxing entity. Using the net method to account for these taxes, we do hot record the taxes as a revenue
or expense.

Property, Plant, and Equipment

Fixed assets ave recorded at historical cost. Depreclation of fixed assets is computed under the straight-line
method, By this method the original cost for each fixed asset or group of fixed assets is expensed over the
estimated useful life of the assets which ars as follows:

Buitdings 10-20 Years
Distribution System and Welis 15-50 Years
Furniture and Equipment 5-10 Years

Depreclation for 2015 was $348,366, net of $30,184 amortizatlon of ald to construction and for 2014 was
$335,499, net of $29,148 amortization,

Property, plant, and equipment are reviewed for impairment whenever events or circumstances indicate their
canying value may not be recoverable. When such events or circumstances arise, an estimate of the future
undiscounted cash flows produced by the asset, or the appropriate grouping of assets, is compared to the
assel’s carrylng value to determine if any impalrment exists pursuant to the requirements of FASC Topic 360
- Property, Plant & Equipment. If the asset s detsrmined to be impalred, the impairment loss is measured
based on the excess of ifs carrylng value over its falr value,

Asset Retirement Obligations

FASG Topic 420 - Asset Retirement and Environmental Obligations requires that companies having a legal
obligation to remove and dispose of assets, recognize the falr value of a liabllity for asset retirement
obligations In the period in which the obligations are incurred and capitatize that amount as part of the book
value of the long-lived assel. We have no legal obligation to remove any assets.
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Note 1- Summary of Significant Accounting Policles: {continued)

Fair Value Msasurements

In accordance wlth FASC Toplc 820 - Fair Valuo Measur ts and Discl e falr value at the
price that would be recelved to sell an asset or paid to transfer a lability In an orderly transaction between
market participants In the market in which the reporting entity transacts. We apply a hierarchy that pricritizes
the informatlon used to develop assumptions used In determining falr value. The hierarchy contalns thres
levels of Inputs: Level 1 — quoted prices in active markets for [dentical assets or fabilitizs; Level 2 —
observable inputs, such as, quoted market prices of similar assets or liabilitles in active markets or for
identical assets or liabillties in markets that are not active; and Leve! 3 ~ unobservable [nputs obtained from
our own data. FASC Toplc 820 applles whenever other standards require or permit assets or labilities to be
measured at falr value; however, it does not sxpand the use of falr value In any new circumstances. FASC
Toplc 820 doss not apply to lower of cost or market determinations for inventory and does not eliminate the
practicabllity exceptions to falr value measurements.

Wae have not chosen to use fair valua measurements unless reguired to do so by applicabla accounting
standards.

+ ©

Income Taxes

The Corporation is exempt from federal income tax under LR.C. Section 501(¢){12). This exemption applies
only to years in which receipts from members, for the purpose of meeting losaes and expenses, are at least
85 parcent of total Income. For the years ended December 31, 2015 and 2014, members fumished more than
85 percent of total receipts. The Corporation is required to file an Annual Information Retum, Form 930. We
are not taxable at the state level.

“Accounting for Uncertainty in Income Taxes” contained in FASC Topic 740 - Income Taxes, requires the use
of a two-step approach for recognizing and measuring tax benefits faken ‘or expected to be taken in a tax
return and disclosures regarding uncertaintles In income tax positions, The first step is recognition: we
determine whether it is more likely than not that a tax position will be sustained upon examination, including .
resolution of any ralated appeals or litigation processes, based on the technical merits of the position, In
evaluating whether a tax position has mat the more-likely-than-not recognitlon threshold, we prasume that
the position will be examined by the appropriata taxing authority that has full knowledge of all relevant
Information. The second step Is measuremeiit: a tax position that meets the more-likely-than-not recognition
threshold Is measured to determine the amount of benefit to recognize In the financial statements. The tax
position is measured at the largest amount of benefit that is greater than §0 percent likely of being realized
upon ultimate settlement. Différences between tax positions taken In a tax return and amounts recognized In
the financial statements will generaily result in one or mors of the following: an Increase in a lability for
Income taxes payable, a reduction of an income tax refund recelvable, a reduction In a deferred tax asset, or
an Increase in a deferred tax labillty. Ws have not identifled any uncertain tax positions requiring
recognition in our financial statements and we believe that the positions taken would not require settiement
at an amount less than full recognition, We file Information returns in the U.S, foderal jurisdiction. We are
generally no longer subject ta U.S, federal income tax examinations by tax authorities for years hefore 2012,

Patronage Capltal Assignable .

Our By-faws provide that all profits arising from the operations shall be annuaily paid out to the persons who
have, during the past year, transacted business with such Corporation, in direct proportion to the amount of
business transacted, provided that no such dividend shall ever he paid while any indebtedness of ours
remalins unpaid.
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Neote 1 - Summary of Signlificant Accounting Policies: (continued)
Cash and Cash Equivalents

For purposes of the Statoments of Cach Flows, the Corporation considers all demand deposis and
certificates of deposit with original maturities of three months or less to be cash equivalents.

Contributions jn Aid of Construction

Amounts recelved to partially or fully cover the cost of line extensions or other plant additions are recorded
as equity. These amounts are amortized over the life of the plant constructed.

Contributions for 2015 and 2014 were $32,708 and $19,079, sespectively.

Accounts Receivable

Water and other trade raceivables ara reported in the balance sheet at outstanding principal less any
allowances for doubtiul accounts. These receivables are short-terrn and interest is not accrued. Water
raceivables are written off after the customer has been disconnected. Other trade receivables are written off
at the time they are deemed uncollectible, An allowance for water and other trade receivables Is recorded
when deemed appropriate based on a ravisw of aged receivables and expected recoveries. Accrued unbilied
revenues are included in accounts receivable.

The concentrated geographical area in which the Corporation operates potentially subjects its trade
recelvables to credit risk,

inventory

Inventory Is stated at the fower of averags cost or net realizable value.

Nots 2 — Pension Plan:

The Gorporation has a defined contribution pension plan for all employess that are at Isast 21 years of age,
have a minimum of 1 year of service and work at least 1000 hours per year. The Corporatlon contributes
7 percent of eligible salaries and employees can contribute between zero and 15 percent. The Corporation’s
cost for ths plan was $30,170 and $28,693 for 2015 and 2014, respectively.

Note 3 - Long-Term Debt:
2015 2014

City National Bank promissory note due $6,852.34

monthly, including 5% Interest through February 3,

2020; secured by Corporation's distibution system,

wolls and improvements $ 289,447 $ 361563
City Nationat Bank promissory note due $737.69

monthly, including 4.25% Interest through August 26,

2021; secured by purchased land of .438 acrs tract 44,493 51,294

City Natlonal Bank promissory note due $8458.46
monthly, including 6.5% interest through January 7,
2019; secured by Bohcat Excavator 28,746 36,396
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NOTES TO FINANCIAL STATEMENTS
December 31, 2015

Note 3 -~ Long-Term Debt: {continued)

2015 201
City National Bank {ine-of-credit, payment-interest only

including variable interest rate through May 14, 2016;

secured by Corporation’s distribution system, welisand . ¢
improvements, See note helow for additional information. 1,125 968 1.051.678
Sub-Total ' 1,488,652 1,500,931
Less: Current Maturities 83,783 86,264
Total Long-Term Debt $.1,404,869 $.1.414,667

The maturitles of long-term debt (excluding the line-of-credit) for each of the five years succeeding the
balance sheet date are as follows:

December 31, 2016 $ 83,783

2017 93,337
2018 96,513
2019 74,553
2020 8,411

During the year ended becembar 31, 2015 and 2014, $54,065 and $48,615, respectively, was disbursed for
interest.

We have entered into a loan and secutity agresment with City National Bank on Novembar 14, 2013 for a line-
of-credit up to $2,200,000. City National Bank has agreed to renew the agreement annually, or until we
complete our improvements. In accordance with ASC 470-10, the information avallable demonstrated the
intent and abllity to reflnance certain short-term obligations on' a long-tenn baslis. Therefore, we have
reclassified the current portion of the relatad debt to long-term at December 31, 2015 and 2014, respectively,

Note 4 - Concentration of Credit Risk:

Financlal instruments that subject us to concentrations of credit risk consist primarily of temperary cash
investments and trade receivables. Our policy Is to place temporary cash Investments with major federally
insured financial Institutions, to Ilmit the amount of credit exposure to any one financial institution, and to
monitor counter parties’® credit ratings.

We maintain investment accounts with major financlal institutions, The accounts contain cash and
certificates of deposit. Cash and cestificates of deposit halances with financlal institutions are Insured up to
$250,000 by the Federal Deposit Insurance Corporation, At December 31, 2015, we had no deposits in
checking accounts which exceeded federally insured limits.

Concentrations of credit sisk with respect fo accounts receivable are limited due to the large number of
customers. Management believes the risk of nonpay t of other its recolvable to be low based on
the nature of the receivables.

Note 5 — Restatement — Correction of Errors:

During 2015, management discovered financlal statement errors that caused an understatement of unbilled
‘revenue receivable, accounts payable, and ald-to-construction. Accordingly, amounts were adjusted to
restate January 1, 2014 retained earnings and the 2014 financial statements. The effocts on the 2014 financial
stat were as foli

¥
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Note 5 — Restatement - Correction of Errors: (continued}
Decrease January 1, 2014 retained earnings

Increase January 1, 2014 aid-to-construction

Decrease 2014 net loss

tncrease December 31, 2014 assots

Increase December 31, 2014 liabilities

Note 6 — Subsequent Events:

$ 422,428
485,570
10,068
76,227
13,048

Management has slected subsequent events throngh March 14, 2016, the date which the financlal statements

were avaliable to be issued.




SHARON WATER SUPPLY CORPORATION
6175 N. State Hwy. 37
Winnsboro, TX 75494
903-342-3535

February 22, 2016

Curtis Blakely & Co., P.C.
Certified Public Accountants
P O Box 5486

Longview, TX 75608

This representation letter is provided in connection with your audit of the financial statements of Sharon Water
Supply Corporation, which comprise the balance sheet as of December 31, 2015, and the related statements of
income, retained earnings, and cash flows for the year then ended, and the related notes to the financial
statements, for the purpose of expressing an opinion as to whether the financial statements are presented fairy,
in all material respects, in accordance with accounting principles generally accepted in the United States (U.S.
GAAP)

Certain representations in this letler are described as being limited to matters that are matenal. ltems are
considered material, regardless of size, if they involve an omission or misstatement of accounting information that,
in fight of surrounding circumstances. makes it probable that the judgment of a reasonable person relying on the
information would be changed or influenced by the omission or misstatement. An omission or misstatement that is
monetarly small in amount could be considered material as a result of qualitative factors.

We confirm, to the best of our knowledge and belief, as of February 22, 2016, the following representations made
to you during your audit. N

Financial Statements

1) We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter dated February 22,
2016, inctuding our responsibility for the preparation and fair presentation of the financial statements.

2) The financial statements referred to above are farly presented in conformity with U S, GAAP.

3) We acknowledge our responsibilty for the design, implementalion, and mamtenance of internal control
relevant to the preparation and far presentation of financial statements that are free from material
misstatement, whether due to fraud or efror

4) We acknowledge our responsibility for the design, implementation, and maintenance of internal control to
prevent and detect fraud

§) Significant assumptions we used in making accounting estimates, mcluding those measured at fair value, are
reasonable.

6) Related party relationships and transactions have been appropriately accounted for and disclosed i
accordance with U.S. GAAP,

7) All events subsequent 1o the date of the financial statements and for which U.S GAAP requires adjusiment or
disclosure have been adjusted or disclosed.

8)' The effects of all known actual or possible litigation, claims, and assessments have been accounted for and
disclosed in accordance with U.S. QAAP.

9) Material concentrations have been properly disclosed in accordance with U.S. GAAP.

10) Guarantees, whether written or oral, uhder which the Company is contingently iiable, have been properly
recorded or disclosed In accordance with U.S GAAP.




Curtis Blakely & Co., P C.
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Information Provided
11) We have provided you with:

a) Access to all information. of which we are aware, that is relevant to the preparation and fair presentation
of the financial statements, such as records, documentation, and other matters.

b) Additional information that you have requested from us for the purpose of the audit.

¢) Unrestricted access to persons within the Company from whom you determined it necessary to obtain
audit evidence.

12) All material transactions have been recorded in the accounting records and are reflected in the financial
statements

13) We have disclosed to you the resulls of our assessment of the risk that the financial statements may be
materally misstated as a result of fraud.

14) We have ne knowledge of any fraud or suspected fraud that affects the Company and involves,
a} Management.
b} Employees who have significant roles in internal control, or
¢) Others where the fraud could have a maternal effect on the financial statements,

15) We have no knowledge of any allegations of fraud or suspected fraud affecting the Company’s financial
statements communicated by employees, former employees, analysts, regulators, or others

18} We have no knowledge of any instances of noncompliance or suspected noncompliance with laws and
regulations whose effects should be considered when preparing financial stalements.

17} We have disclosed to you all known actual or possible htigation, claims, and assessments whose effects
should be considered when preparing the financial statements.

18) We have disclosed to you the identity of the Company's related partes and all the related party relationships
and transactions of which we are aware.

18) The Company has satisfactory title to afl owned assets, and there are no hiens or encumbrances on such
assels nor has any asset been pledged as collateral except as disclosed in the notes 1o the financial

statements.
. Vi /,/
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