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KRIEGEL/GRAY/SHAW & CO., P.C.

CERTIFIED PUBLIC ACCOUNTANTS
TRADITIONAL YET PROGRESSIVE SERVICE SINCE 1962

INDEPENDENT AUDITORS’ REPORT

Mr. Wayne Johnson, State Auditor and
The Board of Directors

Alto Lakes Water and Sanitation District
Alto, New Mexico

Report on Financial Statements

We have audited the accompanying financial statements of the business-type activities of Alto Lakes Water and
Sanitation District, as of and for the year ended June 30, 2017, 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 misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the business-type activities the Alto Lakes Water and Sanitation District, as of June 30, 2017, and the
respective changes in financial position and cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis on pages 5 through 9 be presented to supplement the basic financial statements. Such information, although not
a part of the basic financial statements, is required by the Governmental Accounting Standards Board who considers it
to be an essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the District’s financial statements. The other
schedules required by 2.2.2.NMAC are presented for purposes of additional analysis and are not a required part of the
basic financial statements.

The other schedules required by 2.2.2 NMAC are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with the auditing standards generally accepted in the United States of America. In
our opinion, the other schedules required by 2.2.2 NMAC are fairly stated, in all material respects, in relation to the
basic financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 8, 2017 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 the 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.

ket [y e €0, €

Kriegel/Gray/Shaw & Co., P.C.
Las Cruces, New Mexico

December 8, 2017
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ALTO LAKES WATER AND SANITATION DISTRICT
MANAGEMENT'’S DISCUSSION AND ANALYSIS
JUNE 30, 2017

Introduction

This discussion and analysis of the Alto Lakes Water and Sanitation District's (the “District”) financial performance
provides an overview of the District's financial activities for the fiscal year ending June 30, 2017. The MD&A
should be read in conjunction with the basic financial statements and the accompanying notes to those financial

statements.

FINANCIAL HIGHLIGHTS

The District completed its eighth full fiscal year of operating the water and wastewater systems on June 30, 2017.
The District Board and Management are pleased to report significant progress on many fronts since acquiring the
assets of the Alto Lakes Water Corporation on April 1, 2008:

Net Income from Operations, which is used to fund system improvements, debt service, interest costs
and replacement reserves, is $174,795 for the year ended June 30, 2017.

Cash totaled $409,480 at June 30, 2017, which includes Reserves & accrued System Upgrade Fees.

Debt, carrying rates between 1/2% and 2% for 20 years, decreased $234.390, totaling $3,802,997 in
outstanding debt.

In December 2012, the District conducted an advisory referendum to get customers’ opinion on
continuing system upgrades. By overwhelming majority customers responded to continue upgrades as
fast as possible by approving an $8.00 monthly System Upgrade Fee for infrastructure improvements.

OPERATIONAL HIGHLIGHTS

The District's water supply is in excellent shape with sustainable production exceeding twice our peak
sustained usage. The District has sufficient water rights to meet the needs of District customers through
build-out; however, we have become concerned by the increasing demands from the Village of Ruidoso
on ground water resources in Eagle Creek. The Board retained a hydrology consultant who has
developed extensive water resource modeling capabilities for the District’s well fields. The District is
working closely with its hydrologist and water rights counsel to take proactive steps to insure that the
District’s water supply is not compromised by the Village’s well drilling program in Eagle Creek.

District is currently updating the System Master Plan, which includes conservation plans, water system,
wastewater system, and solid waste collections and disposal. Once updated Master Plan will be a 40
year plan that will guide District course into the future.

The District’s water continues to meet all Federal and State primary drinking water standards.
The wastewater treatment plant, which serves the Club house and town homes, continues to operate

normally. The District applied for and received a new operating permit which requires the facility to be
upgraded. District is moving forward with required upgrades with completion scheduled for next year.
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° Our small staff of four system operators not only keeps the system running but has been productive in
upgrading the system. Pressure Regulating Valves (PRV’s) are critical to maintaining consistent household
water pressure; especially within a system that includes so many changes in elevation. When the District
acquired the water system in the spring of 2008, only 4 of the 21 PRV’s were fully operational. District Staff
has repaired or replaced 16 of the system PRV’s. They have also installed numerous additional valves which
allow us to limit water outages to fewer customers when system repairs are required. Staff has also
overseen 3 major water system upgrades.

° District assumed solid waste operations December 1, 2012 to better control costs and provide desired level
of service to customers. District recently renewed operational permit for Collection Center, and continues
to look for ways to improve service.

The District Board and Management is dedicated to the completion of current and projected system upgrade projects to
facilitate improved service to our customers, and to do so within the confines of our fiduciary responsibility of public
funds.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District's basic financial statements. The
District's basic financial statements contain two components: 1) financial statements, and 2) notes to those financial
statements. This annual financial report also contains other supplementary information in addition to the basic
financial statements.

The District for financial statement reporting purposes is considered a business like entity and accounted for similar to
an enterprise fund. As such, it does not include in its financial statements financial information for individual general
ledger funds that are used for internal accounting purposes.

The District distinguishes operating revenues and expenses from non-operating revenues and expenses. Operating
revenues and expenses generally result from providing services in connection with the District's principal ongoing
operations which are the provision of water and sewer services to customers within the District's service area. The
principal operating revenues result from exchange transactions in which each party receives and gives up essentially
equal values.
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FINANCIAL ANALYSIS OF THE DISTRICT AS AWHOLE

Condensed Statement of Net Position

2017 2016
Assets
Current and other assets $2,577,501 $2,233,873
Capital assets (net of depreciation) 7,567,484 7,764,125
Total assets 10,144,985 9,997,998
Liabilities
Current liabilities 396,842 377,970
Long-term liabilities 3,600,627 3,824,276
Total liabilities 3,997,469 4,202,246
Net Position
Net investment in capital assets 3,764,487 3,726,738
Unrestricted 2,383,029 2,069,014
Total net position $6,147,516 $5,795,752
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CAPITAL ASSETS AND LONG-TERM LIABILITIES

During fiscal year 2017, the District completed projects to include a Distribution B Upgrade, the continuing projects of
Scada, Wastewater PER, Amend Water, Master Plan, and Asset Mgt, plus ongoing Pump & Meter Replacements.

Condensed Statement of Revenues, Expenses and Changes in Net Position

2017 2016
Revenues
Program Rewvenues:

Charges for senices $1,701,003 $1,828,002
General Revenue:

Miscellaneous income 0 0
Total revenue 1,701,003 1,828,002
Expenses
Personnel senices 599,287 585,463
Utilities and fuel 174,976 146,415
Other operating expenses 342,159 314,618
Depreciation expense 409,786 369,625
Total expenses 1,526,208 1,416,121
Operating income 174,795 411,881
Non-operating revenues (expenses)

System upgrade fee 227,814 0
Interest income 12,777 9,289
Interest expense (63,622) (70,831)
Grant revenue 0 840,095
Total nonoperating revenues (expenses) 176,969 778,553
Change in net position 351,764 1,190,434
Net position — beginning of year 5,795,752 4,605,318
Net position — End of year $6,147,516 $5,795,752

The District increased revenue during fiscal year 2017 by adjusting the rate structure, effective September 1, 2016,
based on Cost of Living Index increases.

Expenses increased during fiscal year 2017 due to salary increases with related benefit costs, increased electric rates for
well pumps, operational supplies and increased repairs and maintenance on aging equipment.
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REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Alto Lakes Water and Sanitation District’s
finances. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Alto Lakes Water and Sanitation District, 214 Lake Shore Drive, Alto, New
Mexico 88312.
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Business-Type

Activities
ASSETS
Current Assets:
Cash and cash equivalents $409,480
Investments 1,975,581
Accounts receivable - customers - metered water and trash (net of allowance of $39,894) 192,440
Total current assets 2,577,501
Capital Assets:
Land 511,235
Construction in process 94,696
Infrastructure - water system 8,040,556
Buildings and improvements 688,564
Furniture, equipment, and vehicles 527,188
Accumulated for depreciation (2,294,755)
Total capital assets, net 7,567,484
Total assets $10,144,985
LIABILITIES AND NET POSITION
Current Liabilities:
Accounts payable $104,587
Accrued salaries 12,457
Other accrued payroll liabilities 12,467
Accrued interest payable 9,173
Gross receipts tax payable 8,330
Customer pre-payments 11,042
Current portion of long-term debt 238,245
Current portion of accrued compensation 541
Total current liabilities 396,842
Noncurrent Liabilities:
Accrued compensated absences 35,875
Notes payable - NMFA 3,548,925
Note payable - Deer Park Valley assessment 15,827
Total noncurrent liabilities 3,600,627
Total liabilities 3,997,469
Deferred inflows of resources - pension plan 0
Net Position:
Net investment in capital assets 3,764,487
Restricted - construction project 0
Restricted - debt service 0
Unrestricted 2,383,029
Total net position 6,147,516
Total liabilities, deferred inflows of resources, and net position $10,144,985

The Notes to Financial Statements are an integral part of these statements.
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STATE OF NEW MEXICO

FOR THE FISCAL YEAR ENDED JUNE 30, 2017

Business-Type

Activities
OPERATING REVENUES
Water services and fees $745,067
Irrigation water revenue 440,775
Wastewater revenue 98,698
Fire protection fees 98,974
Solid waste revenue 265,973
Other charges for services 51,516
Total operating revenues 1,701,003
OPERATING EXPENSES
Personnel services 599,287
Utilities and fuel 174,976
Other operation expense 342,159
Depreciation 409,786
Total operating expenses 1,526,208
Operating income (loss) 174,795
NON-OPERATING REVENUE AND (EXPENSES)
System upgrade fees 227,814
Interest revenue 12,777
Interest expense (63,622)
Total non-operating revenue and (expenses) 176,969
Change in net position 351,764
Total net position, beginning of year 5,795,752
Total net position, end of year $6,147,516

The Notes to Financial Statements are an integral part of these statements.
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Business-Type

Activities
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers $1,712,043
Payments to suppliers and contractors (485,115)
Payments to and benefits provided for employees (594,553)
Net cash provided by operating activities 632,375
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Net property taxes received 0
Net cash provided by noncapital financing activities 0
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES
System upgrade fees 227,814
Principal and interest payments (60,006)
Loan proceeds (238,300)
Purchase of capital assets (213,146)
Disposal of capital assets 0
Net cash used by capital financing activities (283,638)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest income 12,777
Purchase of investments (511,829)
Net cash provided by investing activities (499,052)
Net increase in cash and cash equivalents (150,315)
Cash and cash equivalents - beginning of year 559,794
Cash and cash equivalents - end of year $409,479
RECONCILIATION OF OPERATING LOSS TO NET CASH (USED)
BY OPERATING ACTIVITIES
Operating Income (loss) $174,795
Adjustments to reconcile operating income to net cash provided by operating activities:
Depreciation expense 409,786
Bad debt expense 0
Change in assets and liabilities:
(Increase) in accounts receivable 17,887
(Increase) in gross receipts tax payable (4,167)
Increase in accrued comp 447
Increase in accounts payable 32,020
Increase in accrued payroll liabilities 4,287
Decrease in cost prepayments (2,680)
Total adjustments 457,580
Net cash provided (used) by operating activities $632,375

The Notes to Financial Statements are an integral part of these statements.
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ALTO LAKES WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of the Alto Lakes Water and Sanitation District (the “District”), is
presented to assist in understanding the District’s financial statements. The financial statements and notes are
representations of the District’s management, who is responsible for their integrity and objectivity.

The District was created in 2005 under the authority of the Water and Sanitation District Act of New Mexico, NMSA
1978, Sections 73-21-1 through 73-21-5. The District operates under a Board of Directors consisting of five elected
members. The purpose of the District is to provide water, wastewater, and other services in the subdivisions of Alto
Lakes and adjacent areas of Lincoln County, New Mexico.

On April 1, 2008, the District purchased all the assets of the Alto Lakes Water Corporation, including a water and
wastewater utility, wastewater treatment plant, land and other assets for $2,505,265. Effective April 1, 2008 the
District began operating the water and wastewater utility.

The following is a summary of the District’s accounting policies.

Reporting Entity

In evaluating how to define the government for financial reporting purposes, management has considered all potential
component units. The decision to include any potential component units in the reporting entity was made by applying
the criteria set forth in GAAP. The basic, but not the only, criterion for including or excluding a potential component
unit with the reporting entity is the governing body’s ability to exercise oversight responsibility. The most significant
manifestation of this ability is financial interdependency. Other manifestations of the ability to exercise oversight
responsibility include, but are not limited to, the selection of governing authority, the designation of management, the
ability to significantly influence operations, and accountability for fiscal matters. A second criterion used in
evaluating potential component units is the scope of public service. Application of this criterion involves considering
whether the activity benefits the government and/or its citizens, or whether the activity is conducted within the
geographic boundaries of the government and is generally available to its citizens. A third criterion used to evaluate
potential component units for inclusion or exclusion from the reporting entity is the existence of special financing
relationships, regardless of whether the government is able to exercise oversight responsibilities. Based upon the
application of these criteria, the District has no component units.

Measurement Focus. Basis of Accounting and Financial Statement Presentation

The proprietary financial statements are reported using the economic resources measurement focus and uses the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred, regardless of when the related cash flows take place.

Nonexchange transactions, in which the District gives (or receives) value without directly receiving (or giving) equal
value in exchange, include property taxes, grants, entitlements, and donations. On an accrual basis, revenue from
property taxes is recognized in the fiscal year for which the taxes are levied. Revenue from grants, entitlements, and
donations is recognized in the fiscal year in which all eligibility requirements have been satisfied.

The net position of the District is segregated into invested in capital assets, restricted and unrestricted components.
The statements of revenues, expenses and changes in net position present increases (e.g., revenues) and decreases
(e.g., expenses) in total net position. When both restricted and unrestricted resources are available for use, is the
District’s policy to use restricted resources first, and then unrestricted resources as needed.

13-
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Program revenues include fees, fines, and charges paid by the recipients of good and services offered by the programs
and grants and contributions that are restricted to meeting the operational or capital requirements of a particular
program. Revenues that are not classified as program revenues, including all taxes, are presented as general revenues.

Fund Financial Statements — The District reports as a special purpose government and therefore has only one
proprietary fund.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions associated with
the principal activity of the fund. Exchange transactions are those in which each party receives and gives up
essentially equal values. Nonoperating revenues, such as subsidies and investment earnings, result from nonexchange
transactions or ancillary activities.

The District reports the following major enterprise fund:
Water, Wastewater and Solid Waste Fund — The fund accounts for the activities of the District’s water, wastewater
and solid waste utilities, which provide service to the residents of the subdivisions of Alto Lakes and adjacent areas of

Lincoln County, New Mexico.

Cash and Cash Equivalents and Restricted Cash

Cash and cash equivalents are considered to be cash on hand, demand deposits, and other short-term investments with
original maturities of three months or less from the date of acquisition.

State statutes authorize the District to invest in interest bearing accounts with local financial institutions, direct
obligations of the U.S. Treasury or New Mexico political subdivision, and the State Treasurer’s Investment Pool.

New Mexico Statutes require that financial institutions with public monies on deposit pledge collateral, to the owner
of such public monies, in an amount not less than 50% of the uninsured public monies held on deposit. Collateral
pledged is held in safekeeping by other financial institutions, with safekeeping receipts held by the District. The
pledged securities remain in the name of the financial institution.

Investments

The District maintains various certificates of deposit (CD’S) at local banking institutions. The CD’s have varying
maturity dates all of which are at least one year or greater.

Receivables
All trade and property tax receivables are shown net of an allowance for uncollectibles. The allowance for doubtful
accounts is based on management’s assessment of the collectability of specific customer accounts, the aging of the

accounts receivable, historical experience, and other currently available evidence. At June 30, 2017 the allowance for
doubtful accounts was $39,894.

-14-
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Capital Assets

All purchased capital assets are valued at cost where historical records are available and at an estimated cost where no
historical records exist. Donated capital assets are valued at their estimated fair market value on the date received. The
cost of normal maintenance and repairs that do not add to the value of the assets or materially extend asset lives are
not capitalized.

Capital assets, which include property, plant, equipment, software, and infrastructure assets, are reported in the
applicable columns in the government-wide financial statements.

The District defines capital assets as assets with an initial individual cost of more than $5,000 and an estimated useful
life in excess of one year.

Major outlays for capital assets and improvements are capitalized as constructed. Interest incurred during the
construction phase is reflected in the capitalized value of the asset constructed, net of interest earned on the invested
proceeds over the same period.

Capital assets are depreciated using the straight line method over the following estimated useful lives:

Business-type Activities

Buildings and improvements 5-40
Office furniture, equipment and software 3-10
Water and sewer system 10

Vehicles 5-10
Equipment 5-10

Compensated Absences

The District permits its employees to accumulate a limited amount of earned but unused vacation, which will be paid
if not used, upon termination. Accumulated sick leave benefits vest with each employee in accordance with District
policy and will be paid at 50% of the employee’s pay rate, if not used, upon termination. All vacation pay and
applicable accumulated sick leave is accrued when incurred in the government-wide financial statements.

Long-Term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements, long-term
debt and other long-term obligations are reported as liabilities in the applicable government activities, business-type
activities, or proprietary fund type statement of net position.

Analysis for Impairment

Management reviews long-lived assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Impairment is determined based upon a comparison of future
cash flows to the recorded value of the assets. Impairment losses are measured based upon the fair value of the
impaired assets. No such impairment losses were recorded during the year ended June 30, 2017.

-15-
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Accordingly, actual results may differ from those estimates.

Components or Net Position

Components of net position include the following:

¢ Net Investment in Capital Assets — Consists of capital assets, net of accumulated depreciation and reduced by
outstanding balances of debt issued to finance the acquisition, improvement, or construction of those assets.

e Restricted Net Position — Consists of assets and deferred outflows less related liabilities and deferred inflows
reported in the statement of net position that are subject to restraints on their use.

e Unrestricted Net Position — Consists of assets and deferred outflows less related liabilities and deferred
inflows reported in the statement of net position that are not subject to restraints on their use.

Subseguent Events

Management has evaluated subsequent events through December 8, 2017, the date which the financial statements
were available to be issued.

-16-
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NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

By its nature as a government unit, the District is subject to various laws and contractual regulations. An analysis of
the District’s compliance with significant laws and regulations and demonstration of its stewardship over District
resources follows:

Budgets and Budgetary Accounting

Special Districts follow procedures that are promulgated by the Department of Finance and Administration, Local
Government Division. Those procedures are as follows:

1.

Prior to July 1, the District Treasurer submits to the Board of Directors a proposed operating budget for the
fiscal year commencing July 1. The operating budget includes proposed expenditures and the means of
financing them. The budget is prepared on a basis consistent with accounting principles generally accepted in
the United States of America.

After the Board of Directors approves the proposed budget, it is then submitted to the Local Government
Division for review and certification.

Upon certification the budget becomes a legally binding document which does not allow total expenditures in
any fund to exceed the amount budgeted. Appropriations lapse at year-end.

The Board of Directors is authorized to make budget revisions with the Local Government Division’s
approval.

Formal budgetary integration is employed as a management control device during the year.

-17-
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NOTE 3. CASH AND DEPOSITS WITH FINANCIAL INSTITUTIONS AND INVESTMENTS

New Mexico State Statutes authorize the District to deposit cash with a bank, savings and loan association, or credit
union whose deposits are insured by an agency of the United States. All cash deposits that exceed the Federal Deposit
Insurance Corporation (FDIC) amount of $250,000, are required to be collateralized with eligible securities, as
described by New Mexico State Statutes, in amounts equal to at least 50% of the deposits.

The District maintains cash in five financial institutions, City Bank, Compass Bank, First National Bank, Pioneer
Bank and Washington Federal, all located in Ruidoso, New Mexico. Collateral is held in safekeeping at the Federal
Home Loan Bank of Dallas (“Bank™) in the form of designated securities.

Custodial Credit Risk-Deposits-Custodial credit risk is the risk that in the event of a bank failure, the District’s
deposits may not be returned to it. The District’s policy for custodial risk requires all deposits in excess of $100,000 to
be 102% collateralized by approved bank collateral as described in the District’s investment policy.

As of June 30, 2017, the District’s bank balance was exposed to custodial credit risk as follows:

City Washington

Bank Federal
Total deposits $2,013,738 $373,412
FDIC cowverage (500,000) (250,000)
Total uninsured public funds 1,513,738 123,412
Collateralized by securities held by the pledging institution (2,059,279) (218,847)
Funds (over) collateralized ($545,541) ($95,435)

18-
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JUNE 30, 2017

NOTE 4. RECEIVABLES

Accounts receivable at June 30, 2017 consisted of the following:

Water and
Wastewater
Water and wastewater $189,019
Fire protection fees 43,315
Total 232,334
Less Allowance for doubtful accounts (39,894)
$192,440
NOTE 5. CAPITAL ASSETS
Capital asset activity for the year ended June 30, 2017 was as follows:
Balance Balance
June 30,2016 Reclassification Additions Transfers  June 30, 2017
Capital assets, not depreciated:
Land and rights of way $511,235 $0 $0 $0 $511,235
Construction in process 100,609 7,367 108,842 (122,122) 94,696
Total capital assets, not depreciated 611,844 7,367 108,842 (122,122) 605,931
Capital assets, depreciated:
Buildings and improvements 688,564 0 0 0 688,564
Office furniture and equipment 123,885 0 0 0 123,885
Water and sewer systems 7,887,570 (7,367) 38,231 122,122 8,040,556
Vehicles 127,891 0 58,097 0 185,988
Equipment 209,339 0 7,976 0 217,315
Total capital assets, depreciated 9,037,249 (7,367) 104,304 122,122 9,256,308
Total accumulated depreciation (1,884,968) 0 (409,787) 0 (2,294,755)
Net book value $7,764,125 $0 ($196,641) $0 $7,567,484

Depreciation Expense-Depreciation expense was $409,787 and was charged to the water activity for the year ended
June 30, 2017.
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ALTO LAKES WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 6. ACCRUED COMPENSATED ABSENCES

The District’s leave policy allows employees to accumulate sick leave and vacation leave. Vacation leave accrues
monthly and is available to use after an employee’s anniversary date. All vacation leave earned in the prior year must
be used prior to the employee’s next anniversary date. Upon termination, any accumulated vacation will be paid to the
employee. Fifty percent of the accumulated sick leave is paid upon termination. As of June 30, 2017 employees had
approximately 1,036 hours of accumulated vacation leave, totaling $23,599, and approximately 894 hours of
accumulated sick leave, totaling $12,817 (50% portion).

NOTE 7. LONG- TERM DEBT

Changes in long-term debt during the year ended June 30, 2017, were as follows:

Balance Balance Due Within
June 30, 2016 Increase Decrease June 30, 2017 One Year
Business-type Activities:
New Mexico Finance Authority
WTB-0181 $271,680 $0 ($17,797) 253,883 $17,842
WTB-0301 542,595 0 (29,510) 513,085 29,583
DWRLF 3,203,585 0 (185,249) 3,018,336 188,954
DPV Assessment 19,527 0 (1,834) 17,693 1,866
Compensated absences 35,969 32,214 (31,767) 36,416 541
$4,073,356 $32,214 ($266,157) $3,839,413 $238,786

New Mexico Finance Authority Loan

On March 31, 2008, the District entered into a $4,090,500 drinking water revolving fund loan agreement with the
New Mexico Finance Authority to finance the purchase of the water and wastewater utility and for future capital
improvements. As of June 30, 2017, $4,090,500 has been borrowed under the agreement. The loan bears interest at
2% and is payable in forty semi- annual installments of principal and interest pursuant to the final loan agreement
payment schedule, beginning November 2, 2011 and ending May 2, 2031. The loan is secured by the revenues of the
utility system and contains several loan covenants. The loan balance at June 30, 2017 was $3,018,336.

On September 1, 2010, Deer Park Valley started charging an assessment fee for paving work done. As of June 30.
2016, the District is paying the fee for two lots in Deer Park Valley. The assessment fee is payable in installments of
$671 per lot for the next 15 years starting April 2011. Installments are payable in two installments per year, in April
and October over the term of the loan. The loan bears interest at 2.375%. The loan balance at June 30, 2017 was
$17,693.
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ALTO LAKES WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 7. LONG- TERM DEBT (CONTINUED)

On June 17, 2011, the District entered into a loan/grant agreement with the New Mexico Finance Authority to finance
the costs of rezoning 24% of their existing water distribution system to meet national standards. Under the agreement,
the District will borrow $360,002 and will accept a grant in the amount of $1,440,006. As of June 30, 2017, $360,002
has been borrowed under the agreement. The loan is payable in twenty annual installments of principal pursuant to the
debt service schedule, beginning June 1, 2012 and ending June 1, 2031, without interest and with an administrative
fee equal to 0.25% per annum of the unpaid principal balance of the loan amount. The loan is secured by the revenues
of the utility system. The loan balance at June 30, 2017 was $253,883.

On January 9, 2015, the District entered into a loan/grant agreement with the New Mexico Finance Authority to
finance the costs of the design and construction of upgrades to the existing water distribution system Phase B to meet
national standards. Under the agreement, the District will borrow $600,800 and will accept a grant in the amount of
$901,200. As of June 30, 2017, $600,800 has been borrowed under the agreement. The loan is payable in twenty
annual installments of principal pursuant to the debt service schedule, beginning June 1, 2015 and ending June 1,
2034, without interest and with an administrative fee equal to 0.25% per annum of the unpaid principal balance of the
loan amount. The loan is secured by the revenues of the utility system. The loan balance at June 30, 2017 was
$513,085.

Loan principal and interest payments for each of the next five years and thereafter are as follows:

Principal Interest Total

2018 $238,245 $63,102 $301,347
2019 242,230 59,117 301,347
2020 246,299 55,048 301,347
2021 250,448 50,899 301,347
2022 254,681 46,666 301,347
2023 - 2027 1,334,396 166,968 1,501,364
2028 - 2032 1,175,199 50,309 1,225,508
2033 & 2034 61,499 231 61,730

Totals $3,802,997 $492,340 $4,295,337
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ALTO LAKES WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 8. PROFIT SHARING PLAN

In 2008, the District entered into a noncontributory profit sharing plan under Section 401(k) of the Internal Revenue
Code which covers full time employees age 18 and over which have been employed for ninety days. In accordance
with the provisions of the plan, the District’s matching contributions are 100% up to the first 6% of the employee’s
salary. The contributions made to the plan and charged to expenses totaled $25,036 for the year ended June 30, 2017.

NOTE 9. RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. The District maintains insurance policies acquired from
independent insurance carriers covering all structural property, automobiles, crime coverage, personal property and
general liability.
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ALTO LAKES WATER AND SANITATION DISTRICT
SCHEDULE OF COLLATERAL PLEDGED BY DEPOSITORY FOR PUBLIC FUNDS

JUNE 30, 2017

CusIp Fair Value

Name of Depository Description of Pledged Collateral Maturity Number June 30, 2017
City Bank Capitan NM Muni Bond 4/15/2019 140552DA5 $416,958
FHLB Bond 3/18/2020 3133714H6 1,037,660

Bloomfield NM Muni SD Bd. 9/1/2017 094077KL7 502,687

Ruidoso NM Muni SD Bd. 8/1/2023 78338KHO 101,974

Washington Federal FNMA BC2636 11/1/2046 3140EW4W2 218,847
$2,278,126

The Notes to Financial Statements are an integral part of these statements.
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ALTO LAKES WATER AND SANITATION DISTRICT

SCHEDULE OF DEPOSIT ACCOUNTS
JUNE 30, 2017

Cash on City Washington

Bank Account Type/Name Hand Bank Federal Totals
Checking $0 $406,590 $0 $406,590
Checking 0 4,979 0 4,979
Certificate of Deposit 0 152,849 100,220 253,069
Certificate of Deposit 0 152,035 150,440 302,475
Certificate of Deposit 0 105,697 122,752 228,449
Certificate of Deposit 0 221,825 0 221,825
Certificate of Deposit 0 201,650 0 201,650
Certificate of Deposit 0 213,475 0 213,475
Certificate of Deposit 0 303,460 0 303,460
Certificate of Deposit 0 251,178 0 251,178
Total on deposit 0 2,013,738 373,412 2,387,150
Reconciling items 0 (2,745) 0 (2,745)
Reconciled balance $0 $2,010,993 $373,412 2,384,405
Cash and cash equivalents $656 $408,824 $0 $409,480
Investments 0 1,602,169 373,412 1,975,581
$656 $2,010,993 $373,412 $2,385,061

The Notes to Financial Statements are an integral part of these statements.
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KRIEGEL/GRAY/SHAW & CO., P.C.

CERTIFIED PUBLIC ACCOUNTANTS
TRADITIONAL YET PROGRESSIVE SERVICE SINCE 1962

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Independent Auditor’s Report

Mr. Wayne Johnson, State Auditor and
The Board of Directors

Alto Lakes Water and Sanitation District
Alto, New Mexico

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 business-type activities of the Alto Lakes Water and Sanitation
District as of and for the year ended June 30, 2017, and the related notes to the financial statements, which collectively
comprise the District’s basic financial statements of the District, presented as supplemental information, and have
issued our report thereon dated December 8, 2017.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Alto Lakes Water and Sanitation
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 opinions 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 Alto Lakes Water and Sanitation 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. Given these instructions, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.
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Mr. Wayne Johnson, State Auditor and
The Board of Directors

Alto Lakes Water and Sanitation District
Alto, New Mexico

Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Alto Lakes Water and Sanitation District’s financial
statements are free of 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 matter 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 result
of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on compliance. This
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering Alto
Lakes Water and Sanitation District’s internal control and compliance. Accordingly, this communication is not suitable
for any other purpose.

W/ﬁ%/m“@v g.e.

Kriegel/Gray/Shaw & Co., P.C.
Las Cruces, New Mexico

December 8, 2017
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STATE OF NEW MEXICO

ALTO LAKES WATER AND SANITATION DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE FISCAL YEAR ENDED JUNE 30, 2017

CURRENT YEAR FINDINGS:

None.

CURRENT STATUS ON PRIOR YEAR FINDINGS:

None.
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STATE OF NEW MEXICO

ALTO LAKES WATER AND SANITATION DISTRICT
EXIT CONFERENCE
JUNE 30, 2017

EXIT CONFERENCE:

The exit conference was held December 6, 2017 and was attended by the following:

Representing Alto Lakes Water and Sanitation District:
Gary G. Parker, Board Secretary

David A. Edington, District Manager
Rachel Muldowney, Office Manager/Finance Manager

Representing Kriegel/Gray/Shaw & Co., P.C.:

Debbie A. Gray, CPA/Shareholder
Jesus Cortez, Staff Auditor

FINANCIAL STATEMENTS PREPARATION
Preparation of financial statements is the responsibility of management. Although, Alto Lakes Water and Sanitation

District’s personnel provided significant assistance in the preparation; the statements and related footnotes were
prepared by Kriegel/Gray/Shaw & Co., P.C.
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