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—Procedure performed with respect to the
requirement to submit RUS Form 479 to the
RUS:

1. Agreed amounts reported in Form 479 to
Center County Telecommunications Systems,
Inc.’s records.

The results of our tests indicate that, with
respect to the items tested, Center County
Telecommunications Systems, Inc. complied,
except as noted below, in all material
respects, with the specific RUS loan and
security instrument provisions referred to
below. The specific provisions tested, as well
as any exceptions noted, include the
requirements that:

—The borrower has obtained written
approval of the RUS [and other mortgagees]|
to enter into any contract agreement or
lease with an affiliate as defined in
§1773.33(e)(2)(i) [list all exceptions]; and

—The borrower has submitted its Form 479
to the RUS and the Form 479, Financial
and Statistical Report, as of December 31,
2001, represented by the borrower as
having been submitted to RUS is in
agreement with the Center County
Telecommunications Systems, Inc.’s
audited records in all material respects [list
all exceptions] [or if the audit year end is
other than December 31], appears
reasonable based upon the audit
procedures performed [list all exceptions].

Comments on Other Additional Matters

In connection with our audit of the
financial statements of Center County
Telecommunications Systems, Inc., nothing
came to our attention that caused us to
believe that Center County
Telecommunications Systems, Inc. failed to
comply with respect to:

—The reconciliation of continuing property
records to the controlling general ledger
plant accounts addressed at § 1773.33(c)(1)
[list all exceptions];

—The clearing of the construction accounts
and the accrual of depreciation on
completed construction addressed at
§1773.33(c)(2) [list all exceptionsl];

—The retirement of plant addressed at
§1773.33(c)(3) and (4) [list all exceptions];

—The approval of the sale, lease, or transfer
of capital assets and disposition of
proceeds for the sale of lease of plant,
material, or scrap addressed at
§1773.33(c)(5) [list all exceptions]; The
disclosure of material related party
transactions, in accordance with Statement
of Financial Accounting Standards No. 57,
Related Party Transactions, for the year
ended December 31, 2001, in the financial
statements referenced in the first paragraph
of this report addressed at § 1773.33(f) [list
all exceptions]; and

—The detailed schedule of investments.

Our audit was made for the purpose of
forming an opinion on the basic financial
statements taken as a whole. The detailed
schedule of investments required by
§1773.33(i) and provided below is presented
for purposes of additional analysis and is not
a required part of the basic financial
statements. This information has been
subjected to the auditing procedures applied
in our audit of the basic financial statements
and, in our opinion, is fairly stated in all

material respects in relation to the basic
financial statements taken as a whole.

[The detailed schedule of investments
would be included here. The total of the
investment in each company reported must
agree with the detail investment subsidiary
accounts.]

This report is intended solely for the
information and use of the board of directors,
management, and the RUS and supplemental
lenders and is not intended to be and should
not be used by anyone other than these
specified parties. However, this report is a
matter of public record and its distribution is
not limited.

Certified Public Accountants
[FR Doc. 01-12129 Filed 5-18-01; 8:45 am]
BILLING CODE 3410-15-P
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Policy on Audits of RUS Borrowers;
Generally Accepted Government
Auditing Standards (GAGAS)

AGENCY: Rural Utilities Service, USDA.
ACTION: Direct final rule.

SUMMARY: The Rural Utilities Service
(RUS) is amending its regulations to
include in its audit requirements for
electric and telecommunications
borrowers recent amendments to the
Generally Accepted Government
Auditing Standards (GAGAS) issued by
the Government Accounting Office
(GAOQ) and to make other minor changes
and corrections.

DATES: This rule will become effective
July 5, 2001 unless we receive written
adverse comments or written notice of
intent to submit adverse comments on
or before June 20, 2001. If we receive
such comments or notice, we will
publish a timely document in the
Federal Register withdrawing the rule.
A second public comment period will
not be held. Parties interested in
commenting on this action should do so
at this time.

ADDRESSES: Submit adverse comments
or notice of intent to submit adverse
comments to F. Lamont Heppe, Jr.,
Director, Program Development and
Regulatory Analysis, Rural Utilities
Service, U.S. Department of Agriculture,
1400 Independence Ave., SW., STOP
1522, Washington, DC 20250-1522. RUS
requests a signed original and three
copies of all comments (7 CFR 1700.4).
All comments received will be made
available for public inspection at room
4030, South Building, Washington, DC,

between 8 a.m. and 4 p.m. (7 CFR
1.27(b)).

FOR FURTHER INFORMATION CONTACT.:
Richard Annan, Chief, Technical
Accounting and Auditing Staff, Program
Accounting Services Division, Rural
Utilities Service, U.S. Department of
Agriculture, 1400 Independence Ave.,
SW., STOP 1523, Washington, DC
20250-1523. Telephone: 202-720-5227.
SUPPLEMENTARY INFORMATION:

Executive Order 12866

This rule has been determined to be
not significant for the purposes of
Executive Order 12866 and, therefore,
has not been reviewed by the Office of
Management and Budget (OMB).

Executive Order 12372

This rule is excluded from the scope
of Executive Order 12372,
Intergovernmental Consultation, which
may require consultation with state and
local offices. See the final rule related
notice entitled ‘“Department Programs
and Activities Excluded from Executive
Order 12372,” (50 FR 47034).

Executive Order 12988

This rule has been reviewed under
Executive Order 12988, Civil Justice
Reform. RUS has determined that this
rule meets the applicable standards
provided in section 3 of the Executive
Order. In addition, all State and local
laws and regulations that are in conflict
with this rule will be preempted; no
retroactive effect will be given to this
rule; and, in accordance with section
212(e) of the Department of Agriculture
Reorganization Act of 1994 (7 U.S.C.
6912(e)) administrative appeal
procedures, if any are required, must be
exhausted before an action against the
Department or its agencies.

Regulatory Flexibility Act Certification

The Administrator of RUS has
determined that this rule will not have
significant impact on a substantial
number of small entities defined in the
Regulatory Flexibility Act (5 U.S.C. 601
et seq.). The RUS loan programs provide
borrowers with loans at interest rates
and terms that are more favorable than
those generally available from the
private sector. Borrowers, as a result of
obtaining federal financing, receive
economic benefits that exceed any
direct cost associated with RUS
regulations and requirements.

National Environmental Policy Act
Certification

The Administrator of RUS has
determined that this rule will not
significantly affect the quality of the
human environment as defined by the
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National Environmental Policy Act of
1969 (42 U.S.C. 4321 et seq.). Therefore,
this action does not require an
environmental impact statement or
assessment.

Catalog of Federal Domestic Assistance

The program described by this rule is
listed in the Catalog of Federal Domestic
Assistance programs under Nos. 10.850,
Rural Electrification Loans and Loan
Guarantees, 10.851, Rural Telephone
Loans and Loan Guarantees, and 10.852,
Rural Telephone Bank Loans. This
catalog is available on a subscription
basis from the Superintendent of
Documents, the United States
Government Printing Office,
Washington, DC 20402-9325, telephone
number (202) 512—1800.

Information Collection and
Recordkeeping Requirements

The reporting and recordkeeping
requirements contained in this rule has
been approved by the Office of
Management and Budget (OMB) under
OMB Control Number 0572-0095,
pursuant to the Paperwork Reduction
Act of 1995 (44 U.S.C chapter 35).

Send questions or comments
regarding this burden or any other
aspect of these collections of
information, including suggestions for
reducing the burden, to F. Lamont
Heppe, Jr., Director, Program
Development and Regulatory Analysis,
Rural Utilities Service, USDA, 1400
Independence Ave., SW, Stop 1522,
Washington, DC 20250-1522.

Unfunded Mandates

This rule contains no Federal
mandates (under the regulatory
provision of title IT of the Unfunded
Mandates Reform Act) for State, local,
and tribal governments or the private
sector. Thus, this rule is not subject to
the requirements of sections 202 and
205 of the Unfunded Mandates Reform
Act.

Background

Title 7 part 1773 implements the
standard RUS security instrument
provision requiring RUS electric and
telecommunications borrowers to
prepare and furnish to RUS, at least
once during each 12-month period, a
full and complete report of their
financial condition, operations, and
cash flows, in form and substance
satisfactory to RUS; audited and
certified by an independent Certified
Public Accountant (CPA), satisfactory to
RUS, and accompanied by a report of
such audit, in form and substance
satisfactory to RUS.

This rule amends part 1773 to reflect
two amendments to Generally Accepted
Government Auditing Standards
(GAGAS) adopted in 1999 by the
General Accounting Office (GAO):
Amendment No. 1 to GAGAS, dated
May 13, 1999, and Amendment No. 2 to
GAGAS, dated July 30, 1999.

Amendment No. 1 to GAGAS
established a new field work standard
that requires auditors to document in
the working papers the basis for
assessing control risk at the maximum
level for assertions related to material
accounts balances, transaction classes,
and disclosure components of financial
statements when such assertions are
significantly dependent on
computerized information systems. The
new standard also requires the auditors
to document their consideration that the
planned audit procedures are designed
to achieve audit objectives and to
reduce audit risk to an acceptable level.
These new requirements are achieved
through compliance with §§1773.7(a)
and 1773.7(b).

Amendment No. 2 to GAGAS created
a new fieldwork standard for planning
titled “Auditor Communication” by
moving and expanding an existing
standard from the reporting standards.
This rule revises § 1773.6 to comply
with this new standard. Amendment
No. 2 also changed the term
“irregularities” to “fraud” in regards to
the requirements for reporting on
compliance with laws and regulations
and internal control over financial
reporting. This rule revises § 1773.9 to
incorporate this change in terminology.
Finally, GAGAS requires the auditor to
emphasize in the auditor’s report the
importance of the report on compliance
and on internal control over financial
reporting when this report is issued
separately from the report on the
financial statements. This rule revises
§1773.31, to incorporate this
requirement into the auditor’s report.

On July 17, 1998, RUS issued, as a
final rule, 7 CFR part 1773 (63 FR
38720) which incorporated the 1994
revisions of GAGAS. Those 1994
GAGAS revisions, as well as the 1999
amendments noted above, revised and
updated some of the standard
terminology used to describe the
requirements for performing audits in
conformance with GAGAS. This rule
updates the appropriate sections of this
part to conform to the GAGAS
requirements.

The 1998 revisions to part 1773
combined the separate report on
compliance and report on internal
control into a single report titled
“Reports on Compliance and on Internal
Control Over Financial Reporting”. In

making the changes to substitute the
combined report in the appropriate
sections of part 1773, the references to
the separate report on compliance were
not removed thus leading the reader to
conclude that the separate report on
compliance was still required. This rule
eliminates all the references to the
report on compliance. In addition, the
1998 revision references to the
telephone program were changed to
telecommunications program. Not all of
the references were changed and this
rule will serve to make those additional
corrections. The 1998 revision also
reduced, from 42 months to 36 months,
the period of time required in which the
CPA must undergo the issuance of a
new peer review. Two references to the
42-month requirement in § 1773.5(c)
that were missed in the 1998 final rule
are revised with this rule.

This rule adds, changes, and deletes
definitions to reflect the GAGAS
amendments noted above as well as the
changing structure of the RUS
organization and its policies and
procedures. A definition is added for
Assistant Administrator, Program
Accounting and Regulatory Analysis, to
replace the Director, Program
Accounting Services Division. The
name of the Borrower Accounting
Division was changed to Program
Accounting Services Division in the
1998 rule, but the definition was not
removed from § 1773.2, Definitions. The
definition of ““irregularity” is replaced
with the definition of “fraud” to
conform to the changes made in
Amendment No. 2 to GAGAS. The
definition of the Private Companies
Practice Section (PCPS) is removed. The
peer review program conducted by this
group was combined with the American
Institute of Certified Public
Accountants’ (AICPA) quality review
program in 1995, thus the reference to
the PCPS is removed. The definition of
REA is eliminated, as it is no longer
necessary. The definition of Uniform
System of Accounts for Electric
Borrowers is revised to include the
complete citation of the requirement to
maintain a uniform system of accounts
prescribed by RUS (7 CFR Part 1767,
Accounting Requirements for RUS
Electric Borrowers, Subpart B, Uniform
System of Accounts). This rule amends
§1773.2, to reflect these changes.

Section 1773.1(d)(6) provides that a
report described in the Statement on
Auditing Standards (SAS) No. 35 does
not meet the audit requirement of RUS.
This SAS was superseded and retitled
with the issuance of SAS No. 75.

In previous versions of part 1773 the
sample reports, financial statements,
and management letters were contained
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in four appendices, two for electric
borrowers and two for
telecommunications borrowers.
Beginning with this revision of part
1773, the appendices will no longer be
codified in the Code of Federal
Regulations. The appendices are
attached to this notice for information
only. The appendices are sample
formats to be used as a reference guide
to assist CPAs in completing their
reports. The appendices will be
available in new RUS Bulletin 1773-1,
which will contain all of 7 CFR part
1773 and the appendices. Appendix A
will contain the sample reports,
financial statements and management
letter for electric borrowers while

Appendix B will contain similar
samples for telecommunications
borrowers. Publishing part 1773 in
bulletin form will provide the RUS
audit policy in a user-friendly format. A
single copy of this publication will be
provided to all RUS borrowers and
certified public accountants approved to
perform audits of RUS borrowers and
will be available at http://
www.usda.gov/rus/ruswide.htm.

List of Subjects in 7 CFR Part 1773

Accounting, Electric power, Loan
programs—communications, Loan
programs—energy, Reporting and
recordkeeping requirements, Rural
areas, Telephone.

For the reasons set forth in the
preamble, RUS amends 7 CFR Chapter
XVII as follows:

PART 1773—POLICY ON AUDITS OF
RUS BORROWERS

1. The authority citation for Part 1773
is revised to read as follows:

Authority: 7 U.S.C. 901 et seq., 1921 et
seq., 6941 et seq.

8§81773.1 through 1773.7, 1773.20, 1773.21,
1773.30, and 1773.38 [Amended]

2. For each section listed below
remove the word, phrase, or date
indicated in the remove column, and
replace it with that indicated in the add
column.

Section

Remove

Add

§1773.1(a), two occurrences 81773.2, under definition for

(1),
8§81773.6 (a)(1) and (a)(4); 88§1773.20, (a), (b), and (c)(6);
§1773.21, (a), and (b); §1773.30(b); § 1773.38(b).

RUS.

§1773.1(d); §1773.3(c); 8§81773.4 (),

§1773.8(a)(2) and (c)
§1773.8(a)(2) and (c)
§1773.6(a)(7)

and (g);

nancial reporting.
19X1
19X3
irregularities

telephone ...

report on compliance, report on compli-
ance and on internal controls over fi-

telecommunications.

report on compliance and on internal
control over financial reporting.

20X1.
20X3.
fraud.

3. Section 1773.1(c) and (d)(6) are
revised to read as follows:

§1773.1 General.

* * * * *

(c) This complies with the 1994
revision of Government Auditing
Standards, issued by the Comptroller
General of the United States, United
States General Accounting Office,
including amendments dated May 13,
1999, and July 30, 1999.

(d) * ok %

(6) A report, as described in Statement
on Auditing Standards (SAS) No. 62,
entitled “Special Reports”, or in SAS
No. 75, entitled ‘“Engagements to Apply
Agreed-upon Procedures to Specified
Elements, Accounts, or Items of a
Financial Statement”, does not satisfy
the RUS loan security instrument

requirements.
* * * * *

4. Section 1773.2 is amended by:
A. Removing the definitions for
“BAD”, “Irregularity”’, “PCPS”, and

“REA”

B. Revising the definition for
“Uniform System of Accounts” and

C. Adding new definitions for “AA-
PARA”, “Fraud”, and “RUS Bulletin
1773-1".

The new and revised definitions to
read as follows:

§1773.2 Definitions.

* * * * *

AA-PARA means Assistant
Administrator, Program Accounting and
Regulatory Analysis.

* * * * *

Fraud has the same meaning
prescribed in SAS No. 82 entitled
“Consideration of Fraud in Financial

Statements”.
* * * * *

RUS Bulletin 1773-1, Policy on
Audits of RUS Borrowers, is a
publication prepared by RUS that
contains the RUS regulation 7 CFR part
1773 and exhibits of sample audit
reports, financial statements, and a
management letter used in preparing
audit of RUS borrowers. This bulletin is
available from USDA, Rural Utilities
Service, Program Development and
Regulatory Analysis, 1400
Independence Ave., SW., Stop 1522,
Washington, DC 20250, or available on
the internet at http://www.usda.gov/

rus/.
* * * * *

Uniform System of Accounts means,
for telecommunications borrowers, the
Uniform System of Accounts for
Telecommunications Companies,
prescribed by the Federal
Communications Commission and
published at 47 CFR Part 32, as
supplemented by RUS pursuant to 7
CFR Part 1770, Accounting
Requirements for RUS Telephone
Borrowers, subpart B, Uniform System
of Accounts, and for electric borrowers,

as contained in 7 CFR Part 1767,
Accounting Requirements for RUS
Electric Borrowers, subpart B, Uniform
System of Accounts.

5. Revise §1773.3(b) to read as
follows:

§1773.3 Annual audit.

* * * * *

(b) Each borrower must establish an
annual as of audit date within twelve
months of the date of receipt of the first
advance of funds from grants and
insured and guaranteed loans approved
by RUS and RTB and must prepare
financial statements as of the date
established.

* * * * *

6. Revise § 1773.4(d) to read as
follows:

§1773.4 Borrower responsibilities.
* * * * *

(d) Audit engagement letter. The
borrower must enter into an audit
engagement letter with the CPA that
complies with §1773.6.

* * * * *

§1773.5

7. Amend § 1773.5 by:

A. Removing paragraphs (c)(5) and
(d);

B. Redesignating paragraphs (c)(6) and
(c)(7) to (c)(5) and (c)(6), respectively;

C. In paragraph (c)(4)(iii)(C) and
redesignated (c)(5)(ii), revising the

[amended]
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reference ‘42 months” to read ““36
months”, and

D. In redesignated paragraph (c)(6)(ii),
revising the reference from ‘“Director,
Borrower Accounting Division” to read
““Assistant Administrator, Program
Accounting and Regulatory Analysis’.

8. Amend § 1773.6 by revising the
title and paragraph (a) introductory text
to read as follows:

§1773.6 Auditor communication.

(a) During the planning stages of a
financial statement audit, GAGAS and
AICPA standards require the auditor to
communicate certain information
regarding the nature and extent of
testing and reporting on compliance
with laws and regulations and internal
control over financial reporting. The
communication must include the nature
of any additional testing of compliance
and internal control required by laws
and regulations or otherwise requested,
and whether the auditors are planning
to provide opinions on compliance with
laws and regulations and internal
control over financial reporting. This
communication must take the form of an
audit engagement letter prepared by the
CPA and formally accepted by the board
of directors or an audit committee
representing the board of directors. The
engagement letter must also encompass
those items prescribed in SAS 83,
entitled “Establishing an Understanding
with the Client”. It must also include
the following:

* * * * *

9.1In §1773.7, paragraphs (b) and
(c)(4) are revised to read as follows:

§1773.7 Audit standards.

* * * * *

(b) The audit must include such tests
of the accounting records and such
other auditing procedures that are
sufficient to enable the CPA to express
an opinion on the financial statements
and to issue the required report on
compliance and on internal control over
financial reporting and the management
letter.

(C) * % %

(4) After informing the borrower’s
management, if the scope limitation is
not adequately resolved, the CPA
should immediately contact the AA—
PARA, RUS, U.S. Department of
Agriculture, Washington, DC 20250-
1523. The AA-PARA will endeavor to
resolve the matter with the borrower.

10. In § 1773.8, paragraphs (a)(1) and
the table following paragraph (c) are
revised to read as follows:

§1773.8 Audit date.
(a) * *x %

(1) A borrower may request a change
in the as of audit date by writing to the
AA-PARA at least 60 days prior to the

newly requested as of audit date.
* * * * *

(C] * % %

Previously issued
statements

Statements prepared
as of new audit date

12/31/20X1; 12/31/
20X0 (Statement
need not be re-
issued).

6/30/20X3; 6/30/
20X2.

11. Amend § 1773.9 by revising the
title and paragraphs (a), (b), and (c)
introductory text, to read as follows:

§1773.9 Disclosure of fraud, illegal acts,
and other noncompliance.

(a) In accordance with GAGAS, the
auditor must design the audit to provide
reasonable assurance of detecting fraud
that is material to the financial
statements and material misstatements
resulting from direct and material illegal
acts, and noncompliance with the
provisions of contracts or grant
agreements that could have a direct and
material effect on financial statements
amounts.

(b) If specific information comes to
the auditor’s attention that provides
evidence concerning the existence of
possible illegal acts that could have a
material indirect effect on the financial
statements or material noncompliance
with the provisions of contracts or grant
agreements that could have a material
indirect effect on the financial
statements, auditors should apply audit
procedures specifically directed to
ascertaining whether an illegal act or
noncompliance with provisions of
contract or grant agreements has
occurred.

(c) Pursuant to the terms of its audit
engagement letter with the borrower, the
CPA must immediately report, in
writing, all instances of fraud and all
indications or instances of illegal acts,

whether material or not, to:
* * * * *

12. Revise the title to subpart C to part
1773, to read as follows:

Subpart C—RUS Requirements for the
Submission and Review of the
Auditor’'s Report, Report on
Compliance and on Internal Control
Over Financial Reporting, and
Management Letter

13.In §1773.21, revise the title and
add a new paragraph (e) to read as
follows:

§1773.21 Borrower’s review and
submission of the auditor’s report, report
on compliance and on internal control over
financial reporting, and management letter.
* * * * *

(e) All required submissions to RUS
described in paragraphs (a) through (d)
of this section should be sent to:
Assistant Administrator, Program
Accounting and Regulatory Analysis,
Stop 1523, 1400 Independence Ave.,
SW, Washington, DC 20250-1523.

14. Section 1773.30 paragraph (a) is
revised to read as follows:

§1773.30 General.

(a) The CPA must prepare the
following (examples of which are set
forth in RUS Bulletin 1773-1):

(1) An auditor’s report;

(2) A report on compliance and on
internal control over financial reporting;
and

(3) A management letter.

15. Section 1773.31 is revised to read
as follows:

§1773.31 Auditor’s report.

The CPA must prepare a written
report on comparative balance sheets,
statements of revenue and patronage
capital (or income and retained
earnings, depending upon the structure
of the borrower) and statements of cash
flows. This report must be signed by the
CPA, cover all statements presented,
and refer to the separate report on
compliance and on internal control over
financial reporting issued in
conjunction with the auditor’s report.
The auditor’s report should also state
that the report on compliance and on
internal control over financial reporting
is an integral part of a GAGAS audit,
and in considering the results of the
audit, this report should be read along
with the auditor’s report on the
financial statements.

16. Amend § 1773.32 by revising the
introductory text, paragraphs (a)
through (d), and the “note” at the end
of paragraph (f) to read as follows:

§1773.32 Report on compliance and on
internal control over financial reporting.

As required by GAGAS, the CPA must
prepare a written report describing the
auditors testing of compliance with
applicable laws, regulations, contracts,
and grants, and on internal control over
financial reporting and present the
results of those tests. This report must
be signed by the CPA and must include,
as a minimum:

(a) The scope of the CPA’s testing of
compliance with laws and regulations
and internal control over financial
reporting including whether or not the
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tests performed provided sufficient
evidence to support an opinion on
compliance or internal control over
financial reporting and whether the CPA
is providing such opinions;

(b) If conditions believed to be
material weaknesses considered to be
reportable conditions are disclosed, the
report should identify the material
weaknesses that have come to the CPA’s
attention;

(c) If no reportable instances of non-
compliance and no reportable
conditions were found, the CPA must
issue a report as illustrated in RUS
Bulletin 1773-1.

(d) If material instances of non-
compliance and reportable conditions
are identified, the CPA must issue a
report as illustrated in RUS Bulletin
1773-1.

* * * * *

(f)***

We noted certain immaterial instances of
noncompliance, which we have reported to
the management of (borrower’s name) in a
separate letter dated (month, day, year).

* * * * *

17. Remove Appendices A through D
to part 1773.

Dated: May 8, 2001.
Blaine D. Stockton,
Acting Administrator, Rural Utilities Service.

Appendix A to RUS Bulletin 1773-1—
Sample Auditor’s Report for an Electric
Cooperative

Appendix A includes an example of an
auditor’s report, report on compliance and on
internal control over financial reporting,
financial statements and accompanying
notes, and management letter for an electric
distribution cooperative. The sample
auditor’s report is intended as a guide only
and, while it is recommended that the format
be followed, each auditor’s report should be
prepared to adequately cover the
circumstances. To the extent possible, it
should be used as a guide in preparing
auditors’ reports for other types of electric
borrowers. For power supply borrowers and
for distribution borrowers with production or
transmission plant, the same general format
should be followed. However, the Statement
of Revenue and Patronage Capital must be
expanded to show separate totals for
operations expenses and maintenance
expenses for each class of production plant
and for transmission plant.

Exhibit 1—Sample Auditor’s Report

Certified Public Accountants, 1600 Main
Street, City, State 24105
The Board of Directors, Center County
Electric Energy Association, Inc.:
Independent Auditor’s Report
We have audited the accompanying
balance sheets of Center County Electric
Energy Association, Inc. as of December 31,
20X1 and 20X0, and the related statements of
revenue and patronage capital, and cash

flows for the years then ended. These
financial statements are the responsibility of
Center County Electric Energy Association,
Inc.’s management. Our responsibility is to
express an opinion on these financial
statements based on our audit.

We conducted our audits in accordance
with generally accepted auditing standards
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 of material
misstatement. An audit includes examining,
on a test basis, evidence supporting the
amounts and disclosures in the financial
statements. An audit also includes assessing
the accounting principles used and
significant estimates made by management,
as well as evaluating the overall financial
statement presentation. We believe that our
audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements
referred to above present fairly, in all
material respects, the financial position of
Center County Electric Energy Association,
Inc. as of December 31, 20X1 and 20X0, and
the results of its operations and its cash flows
for the years then ended in conformity with
generally accepted accounting principles.

In accordance with Government Auditing
Standards, we have also issued our report
dated March 2, 2002, on our consideration of
Center County Electric Energy Association,
Inc.’s internal control over financial reporting
and our tests of its compliance with certain
provisions of laws, regulations, contracts,
and grants. That report is an integral part of
an audit performed in accordance with
Government Auditing Standards and should
be read in conjunction with this report in
considering the results of our audit.

Certified Public Accountants
March 2, 20X2

Exhibit 2—Sample Report on Compliance
and on Internal Control Over Financial
Reporting, the CPA Found No Reportable
Instances of Noncompliance and No Material
Weaknesses (No Reportable Conditions
Identified)

Certified Public Accountants, 1600 Main
Street, City, State 24105

The Board of Directors, Center County
Electric Energy Association, Inc.:

We have audited the financial statements
of Center County Electric Energy Association,
Inc. as of and for the years ended December
31, 20X1 and 20XO0, and have issued our
report thereon dated March 2, 20X2. We
conducted our audit in accordance with
generally accepted auditing standards and
the standards applicable to financial audits
contained in Government Auditing
Standards, issued by the Comptroller General
of the United States.

Compliance

As part of obtaining reasonable assurance
about whether Center County Electric Energy
Association, Inc.’s financial statements are
free of material misstatement, we performed
tests of its compliance with certain

provisions of laws, regulations, contracts,
and grants, 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 that are required to be
reported under Government Auditing
Standards. [If the CPA has issued a separate
letter to the management detailing immaterial
instances of noncompliance, modify this
paragraph to include a statement such as the
following: However, we noted certain
immaterial instances of noncompliance
which we have reported to the management
of Center County Electric Energy Association,
Inc. in a separate letter dated March 2, 20X2.]

Internal Control Over Financial Reporting

In planning and performing our audit, we
considered Center County Electric Energy
Association, Inc.’s internal control over
financial reporting in order to determine our
auditing procedures for the purpose of
expressing our opinion on the financial
statements and not to provide assurance on
the internal control over financial reporting.
Our consideration of the internal control over
financial reporting would not necessarily
disclose all matters in the internal control
over financial reporting that might be
material weaknesses. A material weakness is
a condition in which the design or operation
of one or more of the internal control
components does not reduce to a relatively
low level the risk that misstatements in
amounts that would be material in relation to
the financial statements being audited may
occur and not be detected within a timely
period by employees in the normal course of
performing their assigned functions. We
noted no matters involving the internal
control over financial reporting and its
operation that we consider to be material
weaknesses. [If the CPA has issued a separate
letter to management to communicate other
matters involving the design and operation of
the internal control over financial reporting,
modify this paragraph to include a statement
such as the following: However, we noted
other matters involving the internal control
over financial reporting which we have
reported to the management of Center County
Electric Energy Association, Inc. in a separate
letter dated March 2, 20X2.]

This report is intended solely for the
information and use of the audit committee,
management, the Rural Utilities Service, and
supplemental lenders and is not intended to
be and should not be used by anyone other
than these specified parties. However, this
report is a matter of public record and its
distribution is not limited.

Certified Public Accountants
March 2, 20X2

Exhibit 3—Sample Report on Compliance
and on Internal Control over Financial
Reporting, the CPA Found Reportable
Instances of Noncompliance and Reportable
Conditions Identified

Certified Public Accountants, 1600 Main
Street, City, State 24105
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The Board of Directors, Center County
Electric Energy Association, Inc.:

We have audited the financial statements
of Center County Electric Energy Association,
Inc. as of and for the years ended December
31, 20X1 and 20X0, and have issued our
report thereon dated March 2, 20X2. We
conducted our audit in accordance with
generally accepted auditing standards and
the standards applicable to financial audits
contained in Government Auditing
Standards, issued by the Comptroller General
of the United States.

Compliance

As part of obtaining reasonable assurance
about whether Center County Electric Energy
Association, Inc.’s financial statements are
free of material misstatement, we performed
tests of its compliance with certain
provisions of laws, regulations, contracts,
and grants, 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 instances of
noncompliance that are required to be
reported under Government Auditing
Standards. [A description of the findings
should be included in the report.] [If the CPA
has issued a separate letter to the
management detailing immaterial instances
of noncompliance, modify this paragraph to
include a statement such as the following:
We also noted certain immaterial instances of
noncompliance which we have reported to

the management of Center County Electric
Energy Association, Inc. in a separate letter
dated March 2, 20X2.]

Internal Control Over Financial Reporting

In planning and performing our audit, we
considered Center County Electric Energy
Association, Inc.’s internal control over
financial reporting in order to determine our
auditing procedures for the purpose of
expressing our opinion on the financial
statements and not to provide assurance on
the internal control over financial reporting.
However, we noted certain matters involving
the internal control over financial reporting
and its operation that we consider to be
reportable conditions. Reportable conditions
involve matters coming to our attention
relating to significant deficiencies in the
design or operation of the internal control
over financial reporting that, in our
judgment, could adversely affect Center
County Electric Energy Association, Inc.’s
ability to record, process, summarize, and
report financial data consistent with the
assertions of management in the financial
statements. [A description of the reportable
conditions should be included in the report.]

A material weakness is a condition in
which the design or operation of one or more
of the internal control components does not
reduce to a relatively low level the risk that
misstatements in amounts that would be
material in relation to the financial
statements being audited may occur and not
be detected within a timely period by
employees in the normal course of
performing their assigned functions. Our
consideration of the internal control over

financial reporting would not necessarily
disclose all matters in the internal control
that might be reportable conditions and,
accordingly, would not necessarily disclose
all reportable conditions that are also
considered to be material weaknesses.
However, we believe none of the reportable
conditions described above is a material
weakness. [If conditions believed to be
material weaknesses are disclosed, the last
sentence should be deleted and instead the
report should identify which of the
reportable conditions described above are
considered to be material weaknesses.] [If the
CPA has issued a separate letter to
management to communicate other matters
involving the design and operation of the
internal control over financial reporting,
modify this paragraph to include a statement
such as the following: We also noted other
matters involving the internal control over
financial reporting which we have reported
to the management of Genter Gounty Electric
Energy Association, Inc. in a separate letter
dated March 2, 2002.]

This report is intended solely for the
information and use of the audit committee,
management, the Rural Utilities Service, and
supplemental lenders and is not intended to
be and should not be used by anyone other
that these specified parties. However, this
report is a matter of public record and its
distribution is not limited.

Certified Public Accountants
March 2, 2002

Exhibit 4—Sample Financial Statements

CENTER COUNTY ELECTRIC ENERGY ASSOCIATION, INC. BALANCE SHEETS DECEMBER 31, 20X1 AND 20X0 ASSETS

[Notes 1 and 2]

2001 2000
Utility Plant (Note 3):
Electric Plant in Service ............. $48,382,000 | $46,826,000
Construction Work in Progress 2,040,000 1,586,000
Total Utility Plant ..........ccccceeieenens 50,422,000 48,412,000
Accumulated Provision for Depreciation 15,588,000 14,586,000
INEE ULITIEY PIANT ...ttt bbbt bbbt bbbt et b e st s bt b e nb e b e b b e ettt e et e naeennes 34,834,000 33,826,000
Investments (Note 4):
Investments in Associated OrganiZAtIONS ..........cceeiiiiiieiiiiie et e r e e st be e e e stbe e e sbr e e e sanreeessbneeeanneeeanes 4,493,000 4,048,000
(@1 3= TS OP PP OPPPP 1,040,000 1,410,000
TOLAl INVESIMENLS ...oiiiiii ittt ettt ettt e e bt e e e ab e e e e s b e e e ek bt e e s ab bt e e ah b et e e bbe e e eabbee e sabbeeesabbaeenbneeeanes 5,533,000 5,458,000
Current Assets:
Cash and Cash EQUIVAIENES .........ueiiiiiiiiieee ettt e ekt e et e e st e e e aare e e e s nn e e e e nbe e e e anneeeeanneeean 359,000 359,000
Short-Term INVESIMENTS (NOE 4) .....uiiiiiiiiieitie ettt ettt ettt h et be e e b e e she e et e e sabe e beeasbeenaeesaneennes 8,000 8,000
Accounts Receivable, less allowance for doubtful accounts of $11,000 in 2001 and $10,000 in 2000 ............. 183,000 176,000
Y T = SRV Lo ISTU T o] o] 1= PSPPSR 418,000 404,000
PIEPAYIMENES ..ottt ettt e ettt e e e sk ettt e e e o4 aa b ettt e e e 4ok b e et e e e e e e et e e et e e e e e nbn b e et e e e e e nnbneneeeeeeaannne 43,000 43,000
TOLAI CUMTENT @SSELS ...eitiiiitieiti ettt ettt h e b e e bt et et ek e e e st e e nae e et e e e bb e e b e e sbeeeneeenneenbeeans 1,011,000 990,000
Deferred Charges (NOE 5) .....oiiiiiiiiiieiii ittt a e b bt bttt et e et enhe e et e eab e et e e s be e e nne e nane e 28,000 9,000
TOLAI ASSELS ..uuiiiiieeitie it ettt et e ettt et ee ettt e et e es b e e steeeaaeeeaeeeate e ekt e e beeeheeens e e eabe e b e e eRbeeehteenbeeenbe e beeeneeeneeenaeeateaan $41,406,000 | $40,283,000

The accompanying notes are an integral part of these statements.
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CENTER COUNTY ELECTRIC ENERGY ASSOCIATION, INC. BALANCE SHEETS DECEMBER 31, 20X1 AND 20XO0

[Equities and Liabilities] [Note 1]

20X1 20X0
Equities:
Y =T g 0T =T o T o TSRS $60,000 $59,000
Patronage Capital (Note 6) . 16,683,000 15,343,000
Other Equities (NOte 7) ...occovevviviiiiiiciieesee . 268,000 180,000
Net Unrealized Gain on INVESIMENTS (NOLE 4) .......oiiiiiiiiiiiieiie ittt 15,000 8,000
TOLAI EQUITIES ..ttt ittt ettt ettt b et eae e et e bt e b e e bt e et eea bt e b e e h b e e nh et emb e e ebe e e b e e nhneenbeennneenbeeens 17,026,000 15,590,000
Long-term liabilities:
RUS Mortgage Notes, less current portion (NOLE 8) ........cuieeiiuiiiiiiiiieiiiiee ettt e e e e sneeeeanes 16,956,000 17,532,000
CFC Mortgage Notes, less current portion (Note 8) .. . 4,333,000 4,482,000
Post-retirement benefit obligation (NOTE ) ......cccciiiiiiiie i e s e s e e e st e e ssae e e snaeeesnnaeeesnneeeanes 1,004,000 841,000
Total LoNg-term HADIlILIES .......coueiiiiiee ettt e st e e sbb e e e satbeeesnneeeanes 22,293,000 22,855,000
Current Liabilities:
Line of credit NOtE PAYADIE ........c.oiiiiii e 425,000 300,000
Current portion of long-term debt (Note 8) ... 725,000 700,000
Accounts Payable—Purchased Power .......... 245,000 203,000
Accounts Payable—Other ................ . 109,000 91,000
CONSUMET DEPOSIES .vveeiuevieeiiiieeiieeeesteeeestteeesateeessaeeeaasaaee s saeaesssseeesssseeessseeeasseeeansseeeantaeesasseeeasseeeansseeennseeesnnsennn 408,000 413,000
Other Current and ACCIUEA LIADIlITIES .....c.vvvviiiiiiiiiiiiie et e e e e e st e e e e e e s raab e e e e e e s enbbaareeeeeaas 116,000 78,000
Total Current Liabilities .........c.oociiiiiiii 2,028,000 1,785,000
Deferred Credits (Note 10) 59,000 53,000
Total Equities and LIiabilitieS .........ccciiiiiiiieiiiie et s e s e e st e e et e e enae e e snseeeennneeeene $41,406,000 | $40,283,000

The accompanying notes are an integral part of these statements.

CENTER COUNTY ELECTRIC ENERGY ASSOCIATION, INC. STATEMENTS OF REVENUE AND PATRONAGE CAPITAL

[For the years ended December 31, 20X1 and 20X0]

20X1 20X0
OPEIALING REVENUES .....eiiiiiiieeiiiee et ettt e s ee e et e e e s teeessteeeassaeeaasaeee e sseeeasseeeaasteeeamseeeeasseeeasseaesnssaeesnssnessnneneensnnnennes $12,899,000 | $12,042,000
Operating Expenses:
(701 0] =0 1 TSP R ORI 4,408,000 4,095,000
Distribution Operations . 833,000 913,000
DIStHDULION MAINTENANCE ......eiiiiiiee ittt e et e st e s s e e e s st e e sabn e e e ahbe e e e s seeesasbeeennnneeesnnneesannneeanes 1,553,000 1,236,000
CONSUMET ACCOUNS ..eueteeeiiieieeeiteee et e e et e e st e e e sas et e e et bt e e s s e e e e s st e e aas et e e smn et e e bn et e e R e e e e aaE e e e e amr e e e e mee e e e nne e s eannneeennreeenn 575,000 547,000
Consumer Service and Information .. 288,000 306,000
Administrative and General ........ 710,000 653,000
Depreciation and Amortization ... . 2,163,000 2,098,000
(@ =] ST TSSOSO P PSPPSR PSPPI 262,000 258,000
Total OPEratiNg EXPENSES ....eiiiueiieeiiiiie ittt e etiee e st eeasttteeasteeeeasbeeeaasbeeeasbeeesssteeeassaeeeasseeeasseeesnsseessssenesssneeeanes 10,792,000 10,106,000
Operating Margins Before INtErest EXPENSE ......cccuiiiiiiiiiiieiie ettt 2,107,000 1,936,000
INEEIEST EXPEINSE ..ttt ettt et e et oo ekt e ekt e et e e e sas e e e aR R et e e ah e et e e R e e e e e R et e e en R et e e enn e e e e ne e e e e rn e e e reee s 1,137,000 1,151,000
Operating Marging After INtEreSt EXPENSE ......oiiiuiiiiiiiie ittt ettt ettt e e sttt e e s be e e e aabeeeaabbeeeabbeeestseeesanseeeasneeaanes 970,000 785,000
Nonoperating Margins:
INEEIESE INCOMIE ..ttt ekt e et e e a et e e s e e e e st e e ea b et e e ea b et e e s be e e eab b e e e nabn e e e nnnneeennnneennes 50,000 30,000
(@ (=T \ [T aTo] oT=T = ta o N 1 Toto] 4= TSRS 6,000 6,000
Total NONOPEIAtiNG MAITINS ......eiiiiieiieiie ettt et e e et b e e s b bt e e sabt e e e abbeeeebbeeeaabbeeesanreeeasnseeanbneeeanes 56,000 36,000
Generation and Transmission Cooperative Capital Credits .. 361,000 283,000
NEt MAIGINS ...eiiiiiiiieiieeriee et 1,387,000 1,104,000
Patronage Capital at Beginning of Year . 15,343,000 14,345,000
Less: Retirements Of Capital CrEditS ......ooiiuiiiiiiiie ittt et e st e e s ate e e s be e e e ssbeee e sbeeesnbeessnnaeeesneeas 47,000 106,000
Patronage Capital @t ENG Of YEAI .....ciiiiiiiiieiiiie st eie it se ettt s e et esee e saeeseesteeseestesseeneeaseentenneaneesneaneenneaneens $16,683,000 | $15,343,000

The accompanying notes are an integral part of these statements.
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CENTER COUNTY ELECTRIC ENERGY ASSOCIATION, INC. STATEMENTS OF COMPREHENSIVE INCOME FOR THE YEARS

ENDED DECEMBER 31, 20X1 AND 20X0

20X1 20X0
INEE IMIAIGINS ...ttt etttk e bt bbb e btk £ e btk e e b e b e e R s bt e he e A b e e h e bt ek e e b e b e e bkt e n Rt e e bt e e nne e $1,387,000 $1,104,000
Other Comprehensive Income:
Unrealized holding gains (losses) arising during the YA ..........coiiiiiiiiiiiiie e saeee e 7,000 8,000
COMPIENENSIVE INCOME ..oiitieiiiitieie ettt ettt e st e st e s teess e be e st e beess e beeae e sesaeessesseesbeetaenbeereensesreannas $1,394,000 $1,112,000

The accompanying notes are an integral part of these statements.

CENTER COUNTY ELECTRIC ENERGY ASSOCIATION, INC. STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED

DECEMBER 31, 20X1 AND 20X0

20X1 20X0
Cash Flows From Operating Activities:
Cash Received from CONSUMENS ......c.uiiieieiiiiitiatet ettt sttt b bbbt b bt st e bt et bt b et st ebeebe e $12,882,000 $12,017,000
Cash Paid to Suppliers and Employees .... (8,335,000) (7,784,000)
INTErESt RECEIVEA ..o e s 50,000 30,000
[0 T B = T PSSP PRTPP (1,137,000) (1,151,000)
Net Cash Provided by Operating ACHVILIES ........oiiiiiiiiiiiieiiee e e e 3,460,000 3,112,000
Cash Flows From Investing Activities:
Construction and ACQUISITION OF PIANT ........ooiiiiiii et e e (2,010,000) (3,285,000)
Plant Removal Costs (1,378,000) (270,000)
Materials Salvaged from Retirements 217,000 197,000
(Increase) Decrease In:
MALEHIAIS INVENTOIY ....eiiiiiieeie ittt ettt ettt e e st e e s hb e e e eabb e e e e s be e e e nbe e e eanbeeesanbeeesnnreeeanneas (14,000) 10,000
Deferred Charges-Preliminary Surveys and Investigations (19,000) 24,000
Investments in Associated Organizations ..............cccceevueee.. (76,000) (56,000)
Other Investments .........cccccvvviviicniieneennne. 370,000 323,000
Inventory Adjustment-Deferred Credit DECIEASE .........oouiuiieiiiiiieiiiie ittt ettt st e e e e sineeeanes (12,000) (5,000)
Net Cash Used in INVESHING ACHVILIES ........eiiiiiiieiiiie ettt e e sanr e e eeneas (2,922,000) (3,062,000)
Cash Flows From Financing Activities:
Retirements of Patronage Capital CredifS .........cociiiiiiiiiiiieiiie ittt (47,000) (106,000)
Retired Capital Credits-Gain ...........ccccevueeenne 6,000 6,000
Donated Capital ................... 82,000 31,000
RUS LOGN AGVANCES ....eeiiiiiiiiiietie ittt sttt sttt ettt sttt st e sb e e s eae e sbe s e bt e sbe e s sbeesaneanbeesneenreess | beesbeesiseesnnenseenins 1,025,000
Payments on RUS Debt ... (540,000) (502,000)
Payments on CFC Debt ... (160,000) (149,000)
[T o] O =T | TP OUPUP VR PPPOPIN 125,000 (225,000)
Increase/(Decrease) In:
CONSUMET DEPOSIES ....eviiutieiiieitie sttt st ettt ettt ettt b e s bttt eea bt ekt e e he e e nh e e eab e e be e enbeenbeeanbeennneenbeeniee s (5,000) (1,000)
MEMDEISNIPS ISSUBT ...ttt ettt et e e e bt e e e b e e e s bb e e e sabbe e e sabaeesnbbeeeanbneeaanes 1,000 1,000
Net Cash Used in FINANCING ACHVITIES ........cccuiiiiiiiiiii it (538,000) 80,000
Net Increase/(DeCrease) iN CASH ...ttt e e $0 $130,000
Cash—BegiNNING OF YEAI .....ueiiiiiiii ittt e s b e e et e e st e e e s an et e e sbe e e e e be e e eanbeeesnneeens 359,000 229,000
CASN—ENG Of YA ...ttt bbbt bbb bbb e bt e bt s b e b et e ae e bt b et et e bt et e $359,000 $359,000
RECONCILIATION OF NET MARGINS TO NET CASH PROVIDED BY OPERATING ACTIVITIES
20X1 20X0
LTS Q1Y =T 10 USRS $1,387,000 $1,104,000
Adjustments to Reconcile Net Margins to Net Cash Provided by Operating Activities:
Depreciation and AMOITIZATION ..........coiiuereiiieeeiiee st eeseeeeeseeeesteeeasateeeasseeeasbeeeaasbeesssteeesssseesssseeesnseeessnes 2,163,000 2,098,000
G&T and Other Capital Credits (Non-Cash) ........... (362,000) (283,000)
Provision for Uncollectible Accounts Receivable 1,000 (3,000)
Accumulated Provision for Pensions and Benefits ............ccccoviiiiiiiiiiiiii 163,000 150,000
(Increase)/Decrease In:
Customer and Other ACCOUNES RECEIVADIE ..........cooiiiiiiiiiiiiie et (8,000) 13,000
Current and ACCIUEA ASSEIS——OLNEI .......ccoiiiiiiiii ettt ee e e e e e s eibae e e e e s essssrreeseeessnssrnnes | ovbereeeesseniissseeeeens 1,000
Increase/(Decrease) In:
ACCOUNTS PAYADIE ....eiiiiiiie ettt e et e e s bt e e ettt e e st eeesneeeeesseeeeenteeeeanbeeeaneeeenn 60,000 26,000
Deferred ENErgy PrePayMENtS ........oocueeiiiiiieiiiiieiiiie et ettt e s e e s e asbe e e s sbe e e snb e e e sanreeesnnreeenneas 18,000 11,000
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RECONCILIATION OF NET MARGINS TO NET CASH PROVIDED BY OPERATING ACTIVITIES—Continued
20X1 20X0
Current and Accrued LiabilitieS—Other ............ooiiiiiiiiii et 38,000 (5,000)
L] = U Yo [0S 10 T=T o PO TPPT SRR 2,073,000 2,008,000
Net Cash Provided by Operating ACHVItIES ........c.ccueiiiieeieiieeiisieesteseeste e eae e see e ssee e sraesae s e esbesseessesseensesseanees $3,460,000 $3,112,000

The accompanying notes are an integral part of these statements.

CENTER COUNTY ELECTRIC ENERGY ASSOCIATION, INC. NOTES TO FINANCIAL STATEMENTS DECEMBER 31, 20X1 AND

20X0
1. Summary of Significant Accounting Policies:

Include a brief description of the reporting entity’s significant accounting policies in accordance with Accounting Principles Board Opin-
ion No. 22, Disclosure of Accounting Policies.

Disclosure of accounting policies should identify and describe the accounting principles followed by the borrower and the methods of
applying those principles that materially affect the determination of financial position, cash flow, and results of operations.

Disclosures of accounting policies do not have to be duplicated in this section if presented elsewhere as an integral part of the financial

statements.
2. Assets Pledged:

Substantially all assets are pledged as security for long-term debt to RUS and NRUCFC.

3. Electric Plant and Depreciation Rates and Procedures:

Listed below are the major classes of the electric plant as of December 31, 20X1 and 20X0:
20X1 20X0
[T e=TaTo 1 o] (=30 = - U | SR UPRPRRRTR $11,000 $11,000
Distribution Plant ... 45,753,000 44,370,000
(1T T=T = U odE- T | O PR P UOPPUPRPRRRIRt 2,618,000 2,445,000
| [Tea (g [o o F= Lo | T ST=T AV (o7 RSP RRRRSPPR $48,382,000 $46,826,000
CONSLIUCLION WOIK iN PIOGIESS ...eoiiuiiiiiiiiiie ettt ettt ettt ettt et e e be e e e s e e e s bt e e aabb e e e ek be e e et b e e e aabb e e e sabeeeeabseeeanbeeeaanbeeean 2,040,000 1,586,000
TOAI ULIIEY PIANT ..ottt bbbttt ae et b e bt e b bt b e e btk e e bttt e n b e enns $50,422,000 $48,412,000

Provision has been made for depreciation of distribution plant at a straight-line composite rate of 3.00 percent per annum. General Plant depre-

ciation rates have been applied on a straight-line basis as follows:

SN o 0 = aTo [ gl o] fo) V=T 4 41T 01 £ PP PTUUPRRPTI 2.5%
Office FUrNItUre and EQUIPIMENT ..ottt ettt ettt b e et e bt e bt ekt e e bt e sh et ea bt e ea b e e bt e eb b e e bt e eae e e bt e enbeenbeesnbeensneenbeenbneanne 10.0%
TranSPOrtation EQUIPIMENT ......o i ittt ettt ettt e ettt e ettt e e aabe e e s abeeeoasbeeeaabe e e e as bt e e 2k b e e e eabbe e e eabbe e e ah b e e e e kb ee e embeeeeanbeeeeanteeesbneeeannen 14.0%
POWeEr OPErated EQUIPMENT ......iiiuiiiiiiiie ettt ettt ettt hb et e bt e bt e she e e bt e eh bt e b e e ehs e e ab et eh bt e b e e es bt e eheeeh et e b et ea b e e nbeeenbeennneenbeenneas 12.0%
OhEr GENETAI PIANT ... .oiiiiiiiie ittt bbbt b e et e ek bt e bt e s b bt et e e e h bt e b e e sbb e e b e e e it e ekt e e sb e e sbe e st e e sbs e e b e e sbneeane 4.0%
COMMUNICAIONS EQUIPITIENT ...ttt ettt e b e bt e st e ek et e s bt e b et o2 bt e oa et ea bt e eh bt e b e e ehb 4o be e ea bt et e e enbeenbeeenbeenbneenbeenbneanne 6.0%
4. Investments in Associated Organizations:
Investments in associated organizations consisted of the following at December 20X1 and 20X0:
20X1 20X0
National Rural Utilities Cooperative Finance Corporation:
Y=Y gL oo ] T« T T SR $1,000 $1,000
Capital TErmM CertIfICAIES ....o.uiiiiiiiieie ettt e e sttt e e s bt e e e saae e e e abbe e e ebbee e satbeeesanreesaanneeanes 839,000 839,000
(e Lol gF=To =R OF= o] - | USSR PP UPOPRRP 288,000 276,000
Fall RIVEr POWET COOPEIALIVE .....eeiiiiiiiiieiiie ettt e et te et ee ettt e ettt e sttt e e e bt e e e e sbe e e e sbe e e sasbeeeasbeeeaasbeeessbeeesnnbeaesnnnas 3,019,000 2,898,000
L1 ] PP PRSPPI 346,000 34,000
$4,493,000 $ 4,048,000

Center County Electric Energy Association, Inc. has adopted SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securi-
ties.” In accordance with SFAS No. 115, the Association has classified all the Other Investments as available-for-sale. Available-for-sale invest-
ments are stated at fair value with unrealized gains and losses included in members’ equities. The cost of investments sold is based on the

specific identification method.

Long-term and short-term investments classified as available-for-sale were as follows at December 31, 20X1 and 20X0:

20X1
Description
: Gross unreal- | Gross unreal- :
Amortized cost ized gain ized loss Fair value
U.S. Treasury notes, bills and bonds .........cccoovrieiinieniniee e $222,000 $14,000 $1,000 235,000
Other U.S. Government agency SECUMLIES ........cccocvirriierieeeiiiriiesieeee e 380,000 6,000 4,000 382,000
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20X1
Description
: Gross unreal- | Gross unreal- :
Amortized cost ized gain ized loss Fair value
Other debt SECUMLIES .......cooiiiiiiii e 431,000 3,000 3,000 431,000
$1,033,000 $23,000 $8,000 $1,048,000
20X0
Description
. Gross unreal- | Gross unreal- :
Amortized cost ized gain ized loss Fair value
U.S. Treasury notes, bills and bonds ..........ccccceiiiiiiiiiiiiie $397,000 $5,000 $1,000 $401,000
Other U.S. Government agency securities .. 410,000 2,000 412,000
Other debt SECUMTIES .......ooiviiiiiiiii it 604,000 1,000 605,000
$1,411,000 $8,000 $1,000 $1,418,000
At December 31, 20X1, maturities of investments classified as available-for-sale were as follows:
Amortized cost Fair value
Less than One Year ....... $8,000 $8,000
One through Five Years 958,000 961,000
ATLEE FIVE YBAIS ...ttt ettt ettt b bt e b e ab e ekt e e h b oo bt e e aE e e b et oAb e e eb et e a bt e e hb e e ab e e es bt e abeeshbeenbeeenbeenbeeens 67,000 79,000
Lo = LTSS TP PO P PV PPTPRUPOP $1,033,000 $1,048,000
5. Deferred Charges:
Following is a summary of amounts recorded as deferred charges as of December 31, 20X1 and 20X0:
20X1 20X0
Preliminary Surveys and INVESHOALIONS .........ccoiieiiiieiiieeie st esie sttt ste et e e st e s e ste e e e steenaesteeseesaesseesbeesaeseeseennes $28,000 $9,000
6. Patronage Capital:
At December 31, 20X1 and 20X0, patronage capital consisted of:
20X1 20X0
Assignable ............ $1,387,000 $1,104,000
Assigned to date 15,955,000 14,851,000
$17,342,000 $15,955,000
LeSS: RELIEMENTS 10 DALE ...o.eeiiiiiie ittt ettt sttt e ettt e et e e e sttt e e hb e e e e s bb e e e s beeeaasbeeesabbeeesnnneeeannneeanes 659,000 612,000
$16,683,000 $15,343,000

Under the provisions of the Mortgage Agreement, until the equities and margins equal or exceed thirty percent of the total assets of the cooper-
ative, the return to patrons of contributed capital is generally limited to twenty-five percent of the patronage capital or margins received by the
cooperative in the prior calendar year. The equities and margins of the cooperative represent 41 percent of the total assets at balance sheet

date. Capital credit retirements in the amount of $47,000 were paid in 20X1.

7. Other Equities:
At December 31, 20X1 and 20XO0, other equities consisted of:

20X1 20X0
Retired Capital CreditS-GaiN .........cueiiiiere ettt e e e s e e e te et e s teese e teeseesseeseesteaseesseaseeseateensesseensenreannes $181,000 $175,000
[Ble] g1 1=Te IO o] r- | PP PPUUTPRPRTRNt 87,000 5,000

$268,000 $180,000

8. Mortgage Notes:

Long-term debt is primarily represented by mortgage notes payable to the United States of America and to the National Rural Utilities
Cooperative Finance Corporation. Following is a summary of outstanding long-term debt as of December 31, 20X1 and 20X0:

20X1 20X0
RUS, 2% NOteS dU€ MArCHh 31, 2007 ....c.ecoviiitieitieeitie et ettt et ettt e e te e s ta e e te e saeeeaeeeabeeabeesaseesbeesaaeensaesnbeesreesnnens $544,000 $562,000
RUS, 5% Notes due December 31, 2033 ... 16,971,000 17,510,000
$17,515,000 $18,072,000
LESS: CUIMTENTE IMATUITIES .iiiiiiiii e e ittt ee e e e sttt e e e e e et e et e e e e e et e e e e e e e seabaaeeeeeeeaaaasbeeeeeessasbasseeeeeesaasbanseeeesanssrseeess 559,000 540,000
$16,956,000 $17,532,000
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20X1 20X0

CFC, 5.75% Notes due March 31, 2013 ........ooiiiiiiiiiiiee ettt e e bt e e ab e e e e atbe e e atbeeesateeaesabeeeeabseeaanbeeeaanbeeean $166,000 $171,000
CFC, 6.95% NOteS dU@ JULY 31, 2018 ......cocuieiiiiieeiiieetie ettt e ntee sttt e bt e st e e sa e sae et esbb e e b e e sbeeebeesabe et e e snbeenbeesaneeeee 1,453,000 1,499,000
CFC, 7.00% Notes due September 30, 2009 ... 443,000 457,000
CFC, 6.40% Notes due OCIODET 31, 2026 .........cocueiiuiiitieitieitie ittt e e stee et sae e bt e te e e sbeesebeenbeesbeesbeeenbeesaeesnbeeeee 2,437,000 2,515,000
$4,499,000 $4,642,000

LESS: CUIMTENT IMALIUITIES .cuiiiiiiiie e ittt et e e e ettt e e e e e et e et e e e e e et e e e e e e e seabaeeeeeeeeaasasbeeeeeessaabaseeeaeeesaastaaeeeeesansnrseneas 166,000 160,000
$4,333,000 $4,482,000

Unadvanced loan funds of $286,000 and $2,500,000 are available to the cooperative on loan commitments from RUS

and CFC as of

December 31, 20X1. As of December 31, 20X1, annual maturities of long-term debt outstanding for the next five years are as follows:

RUS CFC Total
200 ) & OSSPSR $559,000 $166,000 $725,000
563,000 167,000 730,000
565,000 167,000 732,000
568,000 168,000 736,000
570,000 169,000 739,000

9. Employee Benefits:
Substantially all of the employees of the Association are covered by the ABC Retirement and Security Program, a defined benefit pen-
sion plan.

In addition to pension contributions the Association provides he
until they reach age 65.
The following illustrates the pension and postretirement benefits plans for the year ended December 31, 20X1 and 20X0.

alth care benefits for substantially all retired employees and dependents

Pension benefits Other benefits

20X1 20X0 20X1 20X0

Benefit obligation at December 31 ........cccccovveiiiieieiiee e $1,762,000 $2,080,000 $1,899,000 $1,800,000
Fair value of plan assets at December 31 .........ccccooviiiiiiieniiinieeneeee, 715,000 513,000 0 0
FUNAEA SLALUS ...ttt $(1,047,000) $(1,567,000) $(1,899,000) $(1,800,000)
Prepaid (Accrued) benefit COSt ........ccoviiiiiiiiiii $(243,000) $(365,000) $(1,004,000) $(841,000)
Weighted-average assumptions as of December 31:

DISCOUNT FALE ....viiiiiiiic e 6.75% 5.50% 8.00% 8.00%

Expected return on plan assets .... 6.50% 6.00%

Rate of compensation increase 5.00% 5.50% 6.00% 6.00%

For measurement purposes, a 10 percent annual rate of incre

20X2. The rate was assumed to decrease gradually to 5 percent and remain at that level thereafter.

ase in the per capita cost of covered health benefits was assumed for

Pension benefits Other benefits

20X1 20X0 20X1 20X0
BENEFIt COSE ..uitiiiiiiiiiiei e $253,000 $232,000 $220,000 $220,000
Employer Contribution 160,000 225,000 57,000 55,000
BENEFIS PAID ......cvveiiveiceiseesteeeeeeseee st es et enes st ses et ensesesneasans (7,000) (48,000) (57,000) (55,000)

10. Deferred Credits:
Following is a summary of the amounts recorded as deferred credits as of December 31, 20X1 and 20X0:

20X1 20X0
CUSIOMEr ENEIQY PrEPAYMENTS ....cueiiiiiiiiiieiierteeiiesteeie et e e ssee e sseeeesseeseesaeeseesteeneeaseeneesseeneesseaneesseaneesaeaneenseeseenes $33,000 $15,000
INVENTOTY AGJUSTMENT ...ttt et h ettt e he e e bt e e be e e b e e sbe e e e e sab e e b e e sbneesbeesireebee e 26,000 38,000
$59,000 $53,000

11. Litigation:

The association is a defendant in an action in which the plaintiff claims damages totaling $200,000 for personal injuries sustained. The
action has been dismissed by the District Court, but is on appeal before the State Supreme Court. Management is of the opinion that

no liability will be incurred by the association as a result of this
12. Commitments:

action.

Under its wholesale power agreement, the association is committed to purchase its electric power and energy requirements from Fall
River Power Cooperative, Inc., until December 31, 20X7. The rates paid for such purchases are subject to review annually.
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Exhibit 5—Illustrative Independent Auditor’s
Management Letter for Electric Borrowers

RUS requires that CPAs auditing RUS
borrowers provide a management letter in
accordance with §1773.33. This letter must
be signed by the CPA, bear the same date as
the auditor’s report, and be addressed to the
borrower’s board of directors.

Illustrative Independent Auditors’
Management Letter for Electric Borrowers

March 2, 20X2

Board of Directors

Center County Electric Energy Association,
Inc.

[City, State]

We have audited the financial statements
of Genter County Electric Energy Association,
Inc. for the year ended December 31, 20X1,
and have issued our report thereon dated
March 2, 20X2. We conducted our audit in
accordance with generally accepted auditing
standards, the standards applicable to
financial audits contained in Government
Auditing Standards issued by the
Comptroller General of the United States, and
7 CFR Part 1773, Policy on Audits of Rural
Utilities Service (RUS) Borrowers. Those
standards require that we plan and perform
the audit to obtain reasonable assurance
about whether the financial statements are
free of material misstatement.

In planning and performing our audit of
the financial statements of Center County
Electric Energy Association, Inc. for the year
ended December 31, 20X1, we considered its
internal control over financial reporting in
order to determine our auditing procedures
for the purpose of expressing an opinion on
the financial statements and not to provide
assurance on the internal control over
financial reporting.

Our consideration of the internal control
over financial reporting would not
necessarily disclose all matters in the
internal control over financial reporting that
might be material weaknesses. A material
weakness is a condition in which the design
or operation of one or more of the internal
control components does not reduce to a
relatively low level the risk that
misstatements in amounts that would be
material in relation to the financial
statements being audited may occur and not
be detected within a timely period by
employees in the normal course of
performing their assigned functions. We
noted no matters involving the internal
control over financial reporting that we
consider to be material weaknesses. [If a
material weakness was noted, refer the reader
to the independent auditors’ report on
compliance and on internal control over
financial reporting.]

Section 1773.33 requires comments on
specific aspects of the internal control over
financial reporting, compliance with specific
RUS loan and security instrument provisions,
and other additional matters. We have
grouped our comments accordingly. In
addition to obtaining reasonable assurance
about whether the financial statements are
free from material misstatements, at your
request, we performed tests of specific
aspects of the internal control over financial
reporting, of compliance with specific RUS

loan and security instrument provisions, and
of additional matters. The specific aspects of
the internal control over financial reporting,
compliance with specific RUS loan and
security instrument provisions, and
additional matters tested include, among
other things, the accounting procedures and
records, materials control, compliance with
specific RUS loan and security instrument
provisions set forth in § 1773.33(e)(1), related
party transactions, depreciation rates, a
schedule of deferred debits and credits, and
a schedule of investments upon which we
express an opinion. In addition, our audit of
the financial statements also included the
procedures specified in § 1773.38 through
1773.45. Our objective was not to provide an
opinion on these specific aspects of the
internal control over financial reporting,
compliance with specific RUS loan and
security instrument provisions, or additional
matters, and accordingly, we express no
opinion thereon.

No reports other than our independent
auditors’ report and our independent
auditors’ report on compliance and on
internal control over financial reporting, all
dated March 2, 2002 or summary of
recommendations related to our audit have
been furnished to management.

Our comments on specific aspects of the
internal control over financial reporting,
compliance with specific RUS loan and
security instrument provisions, and other
additional matters as required by § 1773.33
are presented below.

Comments on Certain Specific Aspects of the
Internal Control Over Financial Reporting

We noted no matters regarding Center
County Electric Energy Association, Inc.’s
internal control over financial reporting and
its operation that we consider to be a material
weakness as previously defined with respect
to:

—The accounting procedures and records
[list other comments];

—The process for accumulating and
recording labor, material, and overhead
costs, and the distribution of these costs to
construction, retirement, and maintenance
or other expense accounts [list other
comments]; and

—The materials control [list other
comments].

Comments on Compliance With Specific RUS
Loan and Security Instrument Provisions

At your request, we have performed the
procedures enumerated below with respect to
compliance with certain provisions of laws,
regulations, contracts, and grants. The
procedures we performed are summarized as
follows:

—Procedures performed with respect to the
requirement for a borrower to obtain
written approval of the mortgagee to enter
into any contract for the operation or
maintenance of property, or for the use of
mortgaged property by others for the year
ended December 31, 20X1:

1. Obtained and read a borrower-prepared
schedule of new written contracts entered
into during the year for the operation or
maintenance of its property, or for the use of

its property by others as defined in
§1773.33(e)(1)(1).

2. Reviewed Board of Director minutes to
ascertain whether board-approved written
contracts are included in the borrower-
prepared schedule.

3. Noted the existence of written RUS [and
other mortgagee] approval of each contract
listed by the borrower.

—Procedure performed with respect to the
requirement to submit RUS Form 7 or
Form 12 to the RUS:

1. Agreed amounts reported in Form 7 or
Form 12 to Center County Electric Energy
Association, Inc.’s records.

The results of our tests indicate that, with
respect to the items tested, Center County
Electric Energy Association, Inc. complied,
except as noted below, in all material
respects, with the specific RUS loan and
security instrument provisions referred to
below. The specific provisions tested, as well
as any exceptions noted, include the
requirements that:

—The borrower has obtained written
approval of the RUS [and other mortgagees]|
to enter into any contract for the operation
or maintenance of property, or for the use
of mortgaged property by others as defined
in §1773.33(e)(1)(i) [list all exceptions];
and

—The borrower has submitted its Form 7 or
Form 12 to the RUS and the Form 7 or
Form 12, Financial and Statistical Report,
as of December 31, 20X1, represented by
the borrower as having been submitted to
RUS is in agreement with the Center
County Electric Energy Association, Inc.’s
audited records in all material respects [list
all exceptions] [or if the audit year end is
other than December 31], appears
reasonable based upon the audit
procedures performed [list all exceptions].

Comments on Other Additional Matters

In connection with our audit of the
financial statements of Center County
Electric Energy Association, Inc., nothing
came to our attention that caused us to
believe that Center County Electric Energy
Association, Inc. failed to comply with
respect to:

—The reconciliation of continuing property
records to the controlling general ledger
plant accounts addressed at § 1773.33(c)(1)
[list all exceptions];

—The clearing of the construction accounts
and the accrual of depreciation on
completed construction addressed at
§1773.33(c)(2) [list all exceptionsl];

—The retirement of plant addressed at
§1773.33(c)(3) and (4) [list all exceptions];

—Approval of the sale, lease, or transfer of
capital assets and disposition of proceeds
for the sale or lease of plant, material, or
scrap addressed at § 1773.33(c)(5) [list all
exceptions];

—The disclosure of material related party
transactions, in accordance with Statement
of Financial Accounting Standards No. 57,
Related Party Transactions, for the year
ended December 31, 2001, in the financial
statements referenced in the first paragraph
of this report addressed at § 1773.33(f) [list
all exceptions];
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—The depreciation rates addressed at
§1773.33(g) [list all exceptions];

—The detailed schedule of deferred debits
and deferred credits; and

—The detailed schedule of investments.

Our audit was made for the purpose of
forming an opinion on the basic financial
statements taken as a whole. The detailed
schedule of deferred debits and deferred
credits required by § 1773.33(h) and the
detailed schedule of investments required by
§1773.33(i), and provided below, are
presented for purposes of additional analysis
and are not a required part of the basic
financial statements. This information has
been subjected to the auditing procedures
applied in our audit of the basic financial
statements and, in our opinion, is fairly
stated in all material respects in relation to
the basic financial statements taken as a
whole.

[The detailed schedule of deferred debits
and deferred credits would be included here.
The total amount of deferred debits and
deferred credits as reported in the schedule
must agree with the totals reported on the
Balance Sheet under the specific captions of
“Deferred Debits” and ‘‘Deferred Credits”.
Those items that have been approved, in
writing, by RUS should be clearly indicated.]

[The detailed schedule of investments
would be included here. The total of the
investment in each company reported must
agree with the detail investment subsidiary
account(s).]

This report is intended solely for the
information and use of the board of directors,
management, and the RUS and supplemental
lenders and is not intended to be and should
not be used by anyone other than these
specified parties. However, this report is a
matter of public record and its distribution is
not limited.

Certified Public Accountants

Appendix B to RUS Bulletin 1773-1—
Sample Auditor’s Report for a Class A
or B Commercial Telecommunications
Company

Appendix B includes an example of a
short-form auditor’s report, report on
compliance and on internal control over
financial reporting, financial statements and
accompanying notes for a commercial
telecommunications company. The sample
auditor’s report is intended as a guide only
and, while it is recommended that the format
be followed, each auditor’s report should be
prepared to adequately cover the
circumstances. To the extent possible, it
should be used as a guide in preparing
auditors’ reports for other types of
telecommunications borrowers.

Exhibit 1—Sample Auditor’s Report

Certified Public Accountants, 1600 Main
Street, City, State 24105
The Board of Directors, Center County
Telecommunications Systems, Inc.:
Independent Auditor’s Report
We have audited the accompanying
balance sheets of Center County
Telecommunications Systems, Inc., as of
December 31, 20X1 and 20X0, and the related
statements of revenue and patronage capital,

and cash flows for the years then ended.
These financial statements are the
responsibility of Center County
Telecommunications Systems Inc.’s
management. Our responsibility is to express
an opinion on these financial statements
based on our audit.

We conducted our audit in accordance
with generally accepted auditing standards
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 of material
misstatement. An audit includes examining,
on a test basis, evidence supporting the
amounts and disclosures in the financial
statements. An audit also includes assessing
the accounting principles used and
significant estimates made by management,
as well as evaluating the overall financial
statement presentation. We believe that our
audits provide a reasonable basis for our
audit.

In our opinion, the financial statements
referred to above present fairly, in all
material respects, the financial position of
Center County Telecommunications Systems,
Inc. as of December 31, 20X1 and 20X0, and
the results of its operations and its cash flows
for the years then ended in conformity with
general accepted accounting principles.

In accordance with Government Auditing
Standards, we have also issued our report
dated March 2, 20X2, on our consideration of
Center County Telecommunications Systems,
Inc.’s internal control over financial reporting
and our tests of its compliance with certain
provisions of laws, regulations, contracts,
and grants. That report is an integral part of
an audit performed in accordance with
Government Auditing Standards and should
be read in conjunction with this report in
considering the results of our audit.

Certified Public Accountants
March 2, 20X2

Exhibit 2—Sample Report on Compliance
and on Internal Control Over Financial
Reporting, the CPA Found No Reportable
Instances of Noncompliance and No Material
Weaknesses (No Reportable Conditions
Identified)

Certified Public Accountants, 1600 Main
Street, City, State 24105

The Board of Directors, Center County
Telecommunications Systems, Inc.:

We have audited the financial statements
of Center County Telecommunications
Systems, Inc. as of and for the years ended
December 31, 20X1 and 20X0, and have
issued our report thereon dated March 2,
20X2. We conducted our audit in accordance
with generally accepted auditing standards
and the standards applicable to financial
audits contained in Government Auditing
Standards, issued by the Comptroller General
of the United States.

Compliance

As part of obtaining reasonable assurance
about whether Center County
Telecommunications Systems, Inc.’s
financial statements are free of material

misstatement, we performed tests of its
compliance with certain provisions of laws,
regulations, contracts, and grants,
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 that are required to be
reported under Government Auditing
Standards. [If the CPA has issued a separate
letter to the management detailing immaterial
instances of noncompliance, modify this
paragraph to include a statement such as the
following: However, we noted certain
immaterial instances of noncompliance
which we have reported to the management
of Center County Telecommunications
Systems, Inc. in a separate letter dated March
2, 20X1.]

Internal Control Over Financial Reporting

In planning and performing our audit, we
considered Center County
Telecommunications Systems, Inc.’s internal
control over financial reporting in order to
determine our auditing procedures for the
purpose of expressing our opinion on the
financial statements and not to provide
assurance on the internal control over
financial reporting. Our consideration of the
internal control over financial reporting
would not necessarily disclose all matters in
the internal control over financial reporting
that might be material weaknesses. A
material weakness is a condition in which
the design or operation of one or more of the
internal control components does not reduce
to a relatively low level the risk that
misstatements in amounts that would be
material in relation to the financial
statements being audited may occur and not
be detected within a timely period by
employees in the normal course of
performing their assigned functions. We
noted no matters involving the internal
control over financial reporting and its
operation that we consider to be material
weaknesses. [If the CPA has issued a separate
letter to management to communicate other
matters involving the design and operation of
the internal control over financial reporting,
modify this paragraph to include a statement
such as the following: However, we noted
other matters involving the internal control
over financial reporting which we have
reported to the management of Center County
Telecommunications Systems Inc., in a
separate letter dated March 2, 20X2.]

This report is intended solely for the
information and use of the audit committee,
management, the Rural Utilities Service, and
supplemental lenders and is not intended to
be and should not be used by anyone other
than these specified parties. However, this
report is a matter of public record and its
distribution is not limited.

Certified Public Accountants
March 2, 20X2



27846

Federal Register/Vol.

66, No. 98/Monday, May 21, 2001/Rules and Regulations

Exhibit 3—Sample Report on Compliance
and on Internal Control Over Financial
Reporting, the CPA Found Reportable
Instances of Noncompliance and Reportable
Conditions Were Identified

Certified Public Accountants, 1600 Main
Street, City, State 24105

The Board of Directors, Center County
Telecommunications Systems Inc.

We have audited the financial statements
of Center County Telecommunications
Systems Inc., as of and for the years ended
December 31, 20X1 and 20X0, and have
issued our report thereon dated March 2,
20X2. We conducted our audit in accordance
with generally accepted auditing standards
and the standards applicable to financial
audits contained in Government Auditing
Standards, issued by the Comptroller General
of the United States.

Compliance

As part of obtaining reasonable assurance
about whether Center County
Telecommunications Systems’ financial
statements are free of material misstatement,
we performed tests of its compliance with
certain provisions of laws, regulations,
contracts, and grants, 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 instances of
noncompliance that are required to be
reported under Government Auditing
Standards. [A description of the findings
should be included in the report.] [If the CPA
has issued a separate letter to the

management detailing immaterial instances
of noncompliance, modify this paragraph to
include a statement such as the following:
We also noted certain immaterial instances of
noncompliance which we have reported to
the management of Center County
Telecommunications Systems, Inc. in a
separate letter dated March 2, 20X2.]

Internal Control Over Financial Reporting

In planning and performing our audit, we
considered Center County
Telecommunications Systems, Inc.’s internal
control over financial reporting in order to
determine our auditing procedures for the
purpose of expressing our opinion on the
financial statements and not to provide
assurance on the internal control over
financial reporting. However, we noted
certain matters involving the internal control
over financial reporting and its operation that
we consider to be reportable conditions.
Reportable conditions involve matters
coming to our attention relating to significant
deficiencies in the design or operation of the
internal control over financial reporting that,
in our judgment, could adversely affect
Center County Telecommunications Systems,
Inc.’s ability to record, process, summarize
and report financial data consistent with the
assertions of management in the financial
statements. [A description of the findings
pertaining to reportable conditions should be
included in the report.]

A material weakness is a condition in
which the design or operation of one or more
of the internal control components does not
reduce to a relatively low level the risk that
misstatements in amounts that would be
material in relation to the financial
statements being audited may occur and not
be detected within a timely period by

employees in the normal course of
performing their assigned functions. Our
consideration of the internal control over
financial reporting would not necessarily
disclose all matters in the internal control
that might be reportable conditions and,
accordingly, would not necessarily disclose
all reportable conditions that are also
considered to be material weaknesses.
However, we believe none of the reportable
conditions described above is a material
weakness. [If conditions believed to be
material weaknesses are disclosed, the last
sentence should be deleted and instead the
report should identify which of the
reportable conditions described above are
considered to be material weaknesses.] [If the
CPA has issued a separate letter to
management to communicate other matters
involving the design and operation of the
internal control over financial reporting,
modify this paragraph to include a statement
such as the following: We also noted other
matters involving the internal control over
financial reporting which we have reported
to the management of Center County
Telecommunications Systems, Inc., in a
separate letter dated March 2, 20X2.]

This report is intended solely for the
information and use of the audit committee,
management, the Rural Utilities Service, and
supplemental lenders and is not intended to
be and should not be used by anyone other
than these specified parties. However, this
report is a matter of public record and its
distribution is not limited.

Certified Public Accountants
March 2, 20X2

Exhibit 4—Sample Financial Statement

CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. BALANCE SHEETS DECEMBER 31, 20X1 AND 20X0 ASSETS

[Notes 1 and 2]

20X1 20X0
Current Assets:
Cash—CONSIUCHON FUNOS ....eeiiiiiieieeieie ettt e ste e e te e ste s e teemeesteeseeseeere e tesreenseeseeneesneeneenneeneens $500 $300
CASN—GENEIAI FUNAS .....vviiiiiiiiiiitieee et ce et e e e et e e e e et et a e e e e e e e e eabbeeeeeessansbssaeeeeeesannbbaeeeeeseassrraeess 60,000 32,000
TEMPOIANY INVESIMENTS ......iiiiiieieieiiite ettt e e ettt e e e e e s bbbt e e e e e s e s bbbttt e e e e e s st b e e et e e e aasbab e e e e e e e aannbnnneeeesaannnnes 26,000 24,000
Accounts Receivable, less accumulated provision of $35,000 in 20X1 and $34,000 in 20X0. ........cccccevvenne. 740,000 667,000
MaterialS @Nd SUPPIES .....eiiiiiiiieiit ettt a e b e h bt e hb e e bt e ebe e e b e e san e et e e et e nbeeanne s 250,000 210,000
PrepaymeENntS (NOLE 3) ..ottt et r bbbt e e a et et e ebe e e b e e nan et e nbe e ane s 50,000 31,700
OLNEE CUIMTENT ASSEES .uitiiiiiii ettt et e st e ettt e e e aae e e e aabe e e ek b e e e sab bt e e aabbe e e aabb e e e bbe e e eabbeeeenbbeeesaneeeenaneeeane 25,000 30,000
TOAI CUITENE ASSELS ...vveiiieiiiiiiiie et e e e eectt e e e e et et e e e e e e ee et e e e e e e seeabaaeeeeeeeesasbaeeeeessassssbaaeaeeesennbsaneeeeeaaannes 1,151,500 995,000
Noncurrent Assets:
Investments (Note 4):
MaArKEtahlE SECUNLIES ......vveiiiiiiiiiiieie et e e e et e e e s e et e e e e e e s s bbaeeeeeeessaabaeeeeeeseasanaeeeeeenan 741,500 705,000
Nonregulated 1,550,000 1,450,000
Other deferr@d CRAIGES ......o.eiiiiiiii etk s e e s bt e e s hb et e e b e e e e bb e e e aab s e e e ssbe e e e snneeeenbnneennes 39,000 12,000
TOtAl NONCUITENE ASSELS ....utiiiiieiiie ettt ettt ettt ettt e e a bt e e be et e ettt e e ab e e e e bbe e e sabe e e e asbeeeeasbeeesnnbeeesnnbeeeannnas 2,330,500 2,167,000
Property, Plant and Equipment:
Telecommunications Plant in Service (NOE 5) .....coiiiiiiiiiiiiieiii e e 22,800,000 20,100,000
Telecommunications Plant Under CONSIIUCTION .........coiiuuiiiiiiieiiiiteeie ettt e e seb e e sinr e e e seneeeenes 1,200,000 1,100,000
24,000,000 21,200,000
Accumulated Provision fOr DEPrECIAtION ..........c..iiiiiiiiiiiie ettt e et e e be e e e b e e e ssbe e e sinreeessnneeanes 8,500,000 7,200,000
Total Property, Plant and EQUIPIMENT ........ooiiiiiiiiie it siee et e e e st e e s nee e e s e e e snbeeesnbeeesnnseeesnneas 15,500,000 14,000,000
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CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. BALANCE SHEETS DECEMBER 31, 20X1 AND 20X0 ASSETS—

Continued
[Notes 1 and 2]

20X1

20X0

TOTAI ASSEES . ..uiiiieiieie e e ettt e oo et e e e e e ettt e e e e e e ettt e e e e e e e e ta——eeeee e e e a——e—aeeeeaaata———eeeeeaaatbeeeeeeeaaaateeeeeeesaataareaaaeaaan

$18,982,000

$17,162,000

The accompanying notes are an integral part of these statements.

CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. BALANCE SHEETS DECEMBER 31, 20X1 AND 20XO0 LIABILITIES

AND RETAINED EARNINGS

[Note 2]
20X1 20X0
Current Liabilities:
F Yoot 101 =1z o] SR $320,000 $324,000
CUSEOMET DEPOSITS ..vvveeiutieeiiiieeesitireeatettesteeesssteee s steeesseeeeasaeeeaasseeeasteeeassseeeassseeeassseeessaeeanssaeesnsseeesnneneessnnnennes 33,000 30,000
Current portion Of 1ONG-terM AeDL ... .. ittt e st set e e e saee e e e seneeeanes 579,000 449,000
F ool (=T I I V=T TP T PPV OPUPPTPPORTPOON 500 49,800
Other CUITeNt LIADINLIES ....c..oiiiiiiei et 22,000 15,000
Total Current LiabilitieS ...........oooiiiiiiii 954,500 867,800
Long-term debt:
RUS Mortgage Notes, less current portion (Note 6) .. 8,900,000 8,100,000
Accrued Postretirement DENEFILS (NOTE 7) ....eiiiiiiiiiiee et e e srne e e 664,000 503,000
Total LoNG-term HabilIIES .......ccuiieeiiiiee et e e e e st e e e e e e s beeeannteeeannaeeesnneas 9,564,000 8,603,000
Other Liabilities and Deferred Credits:
Deferred INCOME TaXES (NOE 8) .....oiiiiiiieiie ittt ettt e sbeeseneas 190,000 176,000
(@] =] PPV PRSPPSO 110,000 98,000
Total Other Liabilities and Deferred CreditS ...t 300,000 274,000
Stockholder’s Equities:
Capital Stock—Common $100 par value—5,000 shares authorized; 3,500 outstanding 20X1 and 20X0 ..... 350,000 350,000
Additional Paid-in CAPIAL .......cooriiieiriiiei e 250,000 250,000
[RECI e o LTo l == T g Tl o o T PSP O PP PPRP PP 7,560,500 6,814,800
Accumulated Other Comprehensive INCOME (LOSS) ..iciuviieiiiieiiiiieeitiie ettt ettt e e e e sebe e e sanneeees 3,000 2,400
Total StOCKNOIAEI'S EQUILIES .......vieitieiiiieitie ettt ettt e b sane e 8,163,500 7,417,200
Total EQUItIES @Nd LIGDIlIIES .....veiveiiiieiiiicie ettt e st e et e e e teentesteentesteeneenneaneenneeneens $18,982,000 $17,162,000

The accompanying notes are an integral part of these statements.

CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. STATEMENTS OF INCOME AND RETAINED EARNINGS FOR THE

YEARS ENDED DECEMBER 31, 20X1 AND 20X0

20X1 20X0

Operating Revenues:
[0 Tor= U N =T AT 4 QY=Y VT TSP $1,481,000 $924,000
Network Access Services ........... 3,706,700 3,023,800
Billing and Collection Services ... 306,000 279,000
MISCEIIANEOUS ...ttt e e bttt e ettt e e e st et e e at et e e abe e e e st e e e easb e e e sabbee e esbneeanbbeeeanbneeeanes 206,000 139,000
Less: Uncollectible Revenues (26,000) (22,000)
Total OPErating REVENUES ......cccuiiiiiiiiiiitii ettt ettt h ettt e bt e b e e s bt e et e sab e e be e s beeenbeeseneenees 5,673,700 4,343,800

Operating Expenses:
Plant SPECIfic OPEIAtIONS ......ciiiiieiiiie ettt e e e st e e st e e s teee e s teeeasseeeesseeeeasteeessteeesnnaeeesnseeeensnenennes 976,000 676,000
Plant Nonspecific Operations 222,000 174,000
Depreciation and Amortization ... 1,341,000 855,000
(O10(o] 44 T g @] o 1= =110 ) PP R PSPPI 737,000 544,000
(0] o Jo] = (=R @] o1=] =1 1 o] o L PSP PU PR PPRPRPPI 1,034,000 809,000
(@4 1T G 1= V(=T T TR T PP PP OPPPTRPRIN 26,000 36,000
Total OPEratiNng EXPENSES ....cccveviiiiiieeiitiieeiiieeesteteesteeeeastaeeasteeesssteeeaseeeaasseeesasteeesnsseessseeeesssseennsenessnes 4,336,000 3,094,000
OPEIALING INCOIME ...ttt bbb ettt e b et e bt e s he e et b e e ab e e eb e e e bb e e sae e et e e ba e e b e e nbneeaas 1,337,700 1,249,800

Other Income (Expense):
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CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. STATEMENTS OF INCOME AND RETAINED EARNINGS FOR THE

YEARS ENDED DECEMBER 31, 20X1 AND 20X0—Continued

20X1 20X0

Interest and dividend income 238,000 236,000
Interest expense ..........ccceeueeen. (489,000) (429,000)
INtErest AUMNG CONSITUCLION ...o..ueiiiiiiii ettt ettt ettt e st e e e be e e e e abe e e esbe e e sasbeeesanneeeanbeeeabneeeanes 53,000 28,000

Net Other INCOME aNd EXPENSES .....c.ueiiiiiiiiiiiie ettt ettt s e e e s e e e sab e e e sanbeeeenneas (198,000) (165,000)

INCOME BEFOre INCOME TAXES ...ttt ettt b et b e et she et e s e e sb e e sbe e e sbeesineetee e 1,139,700 1,084,800
INCOIME TAXES ...teeiiiiiee ittt ettt et e e bt e e b et e s bt a4kt e e 1a ket e e ea b et o2k b e e e ek b e e e ea ket e e esee e e e be e e e enbe e e e nneeesnneeean 126,000 81,000
Net Income Before NONregulated INCOME ..........ooiiiiiiiiiiiee ettt e e e e e annn e e nneas 1,013,700 1,003,800
N[l qT=To U] E=1c=To BT gToTo] o o= T TP UPRTTOPPRPTPOI 33,000 27,000
Net INCOME FOF The PEIIOU ... ..ottt et e et e e s bt e e e e sbe e e e nbe e e e nb e e e snnneeesaneas 1,046,700 1,030,800
Retained Earnings at Beginning of Year . 6,814,800 6,053,000
DiIVIAENAS PAIA ...ttt bbbt a ettt et bt sh e btk e bt bt bttt ettt 301,000 269,000
Retained Earnings at ENG Of YEAI .....cccvciiiiiiii ittt ettt e s e sbeereesbeetaebeereeneesraeneas $7,560,500 $6,814,800

The accompanying notes are an integral part of these statements.

CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. STATEMENTS OF COMPREHENSIVE INCOME FOR THE YEARS

ENDED DECEMBER 31, 20X1 AND 20X0

20X1 20X0
INEE INCOME ..ttt ettt h et b e st b e e s b e e s b e b e e s b e bt e e e b e e hs e bt eh ettt eb e e bt e bt e b e et e e b e e bt e nn e e enn s $1,046,700 $1,030,800
Other Comprehensive Income:
Unrealized holding gains (losses) arising during the YEar ..........ccoeiiiiiiiiiiieiee e 600 1,500
COMPIENENSIVE INCOME .....viiiiieiiiticeie ittt ettt ettt et e te et e e ae e tesae e sesaeessesbeessesbeensesseensesseensesaeessesaeeneesaeeneesbeeseenes $1,047,300 $1,032,30

The accompanying notes are an integral part of these statements.

CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED

DECEMBER 31, 20X1 AND 20X0

20X1 20X0

Cash Flows From Operating Activities:
Cash Received from CONSUMENS .........ciieiiiiiiitiitie ettt sttt b bbbt nb bbbt bt n et ene e $5,382,000 $4,276,000
Cash Paid to Suppliers and Employees .... (2,580,400) (2,026,200)
Interest Received ...........ccocevvvieiiiicncnens 238,000 236,000
Interest Paid ........ (489,000) (429,000)
LI D G o ULc [ SO P VRPN (141,500) (94,000)
Net Cash Provided by Operating ACHVITIES .........coiiuiiiiieiieeitieiii ettt sne e e 2,409,100 1,962,800

Cash Flows From Investing Activities:
Construction and ACqUISItION OF PIANT .........oiiiiiiiie et (2,612,000) (2,523,000)
Plant REMOVAI COSES .....eiiuiiiiiiiiieeiie ettt e h e bt e b e bttt e b e e et e sb e st e e sar e e b e e s (229,000) (82,000)

(Increase) Decrease In:

MALETTAIS INVENTOTY ....eeiiiieiei ettt ettt e b e sb ettt e e et e b e e sbe e e beesaneeaee e (40,000) (58,000)
Investments in Marketable Securities .... (37,900) (34,500)
Other Investments ........ccccccevviieeiiiiieenns (100,000) (135,000)
[D1C] (=10 = To B O - T [T PSPPSR UPPPR (27,000) 23,000
NONFEGUIALET INCOMIE .....iiiiiiiti ettt ettt s bttt e s et e e e st e e aeesaneenee e 33,000 27,000
Net Cash Used in INVEStING ACHVILIES ........coiiiiiiiiiiiii e (3,012,900) (2,782,500)

Cash Flows From Financing Activities:
Dividends Paid ..... (301,000) (269,000)
Debt Proceeds .........cccccoeverennne 1,379,000 1,158,000
Payments on LONG-TEIM DEDE .....cc..iiiiiiiiiii ettt (449,000) (444,000)

Increase/(Decrease) In:

Consumer Deposits and AdVAnNCe PayMENTS .......cccciiiiiiiieiiiiieeiiiee et siiee e siree e stree s seeeesseeeeeeseeeeennes 3,000 13,000
Net Cash Provided by FINanCing ACHVItIES ........ccuieiiiiie it eee s 632,000 458,000
Net Increase/(Decrease) in Cash 28,200 (361,700)
(01 ¢ T 1= T o Ta T aTe [ =TT PSPPSR 32,300 394,000
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CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED

DECEMBER 31, 20X1 AND 20X0—Continued

20X1 20X0
CaSh—ENG Of YEAI ...ciiiiiiieee e 60,500 32,300
RECONCILIATION OF NET MARGINS TO NET CASH PROVIDED BY OPERATING ACTIVITIES
20X1 20X0

L= A =T 14T PP RT PR UPT PR $1,046,700 $1,030,800

Less: NONregulated INCOME ........ooiiiiiiiiie ettt ettt et e et e e e bt e e e bb e e e snb e e e sanbeeeanbeeeabneeeanee 33,000 27,000

Net Income from Regulated OPEratiONS ..........couiiiiiiriieiiiieiieitie ettt sttt et se e e sneeneee e 1,013,700 1,003,800

Adjustments to Reconcile Net Margins to Net Cash Provided by Operating Activities:

Depreciation and AMOTIZALION .........c..coiireeeiiieeeiiree et e e e e e e s ne e e e ab e e s anreeesanneeeas 1,341,000 855,000

Provision for Uncollectible Accounts Receivable ...... 1,000 1,000

Accumulated Provision for Pensions and Benefits 161,000 133,000
(Increase)/Decrease In:

Customer and Other Accounts RECEIVADIE .........ocuiiiiiiiiiiiii e (74,000) (69,000)

Current and Accrued Assets—Other 5,000 15,000

PrePAYMENIS ..ot (18,300) 15,000
Increase/(Decrease) In:

ACCOUNES PAYaDIE ...t (4,000) 29,000

Accrued TaXES ...eevvveeereeeeirirreesieeneens (49,300) (13,000)

Other Current and Accrued Liabilities .... 7,000 (2,000)

[D2=] (T4 (o B @4 (T [ PP PPN 26,000 (5,000)

TOtal AQJUSTMENTS ..eiiiiiie ittt et e e et e e st e e e ese e e e sbeeeeebeeeeanbeeeennbeeesnnteeean 959,000 1,395,400

Net Cash Provided by Operating ACHVITIES ......c.uviiiiiieiiiieeiiee e siie e et e e et ee st ee e s e e s staeeessbeeeennteeesnteeeanseeeensnes $2,409,100 $1,962,800

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

CENTER COUNTY TELECOMMUNICATIONS SYSTEMS, INC. NOTES TO FINANCIAL STATEMENTS DECEMBER 31, 20X1 AND

20X0
1. Summary of Significant Accounting Policies:

Include a brief description of the reporting entity’s significant accounting policies in accordance with Accounting Principles Board Opin-

ion No. 22, Disclosure of Accounting Policies.

Disclosure of accounting policies should identify and describe the accounting principles followed by the borrower and the methods of

applying those principles that materially affect the determination of financial position, cash flow, and results of operations.

Disclosures of accounting policies do not have to be duplicated in this section if presented elsewhere as an integral part of the financial

statements.
2. Assets Pledged:

Substantially all assets are pledged as security for long-term debt to RUS.
3. Prepaid Expenses:

Following is a summary of the amounts recorded as prepaid items as of December 31, 20X1 and 20X0:

20X1 20X0
PrEPAIA TAXES ... etiiiieiitie ittt ettt h ettt e b et ht e e h et b bt e bt h ettt h bt bt eh et b e et b e nbeeeare s $10,000 $10,000
Prepaid Insurance .... 3,000 1,700
PrEPaid RENT ...t b et h et h bt b e h e e bbbt sh e bttt e e nr e aane s 37,000 20,000
$50,000 $31,700

4. Investments:
Marketable Debt and Equity Securities:

Center County Telecommunications System, Inc., has adopted SFAS No. 115, “Accounting for Certain Investments in Debt and Equity
Securities.” In accordance with SFAS No. 115, the company has classified all the Other Investments as available-for-sale. Available-
for-sale investments are stated at fair value with unrealized gains and losses included in stockholder’'s equities. The cost of invest-

ments sold is based on the specific identification method.

The cost and fair values of marketable securities available-for-sale at December 31, 20X1 and 20X0 were:

20X1
Description
: Gross unreal- | Gross unreal- :
Amortized cost ized gain ized loss Fair value
U.S. Government Treasury SECUIMIES ........ccveiveeieiiiiieiieeieesieesre s $62,500 $2,900 $900 $64,500
Certificate of Deposit 420,000 | .eveeeiiiieeiiiieene | e 420,000
DEDt SECUIIES ..utiiiiiiiie ittt 280,000 6,000 3,000 283,000
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20X1
Description
Amortized cost Gricz)se% lggi?]al' Gric;zsa lfg;ial' Fair value
$762,500 $8,900 $3,900 $767,500
20X0
Description
Amortized cost Gricz)se% lggi?]al' Gric;zsa lfg;ial' Fair value
U.S. Government Treasury SECUMLIES .......cccverereerieeieriesereeeseeee e eeesreeseens $68,000 $1,200 $200 $69,000
Certificate of Deposit 408,000 | .oooccvvreeeeeeeeciiies | e 408,000
DEDt SECUIMLIES .uteeiiiiiie ittt 249,000 5,000 2,000 252,000
$725,000 $6,200 $2,200 $729,000

At December 31, 20X1, maturities of investments classified as available-for-sale were as follows:

Amortized cost

Fair value

LESS thAN ONE YEAI ..ooeeiiiiiiteiie ettt e e e ettt e e e e e et et a e e e e e e e s eaatbeeeeeeesasbaaeeeeeeesesbaaeaeeeseassraeeess
ONE thIOUGN FIVE YBAIS ....oiiiiiiiiiiiiite ettt ettt e e s e e e s st e e ah b et e e ek b e e e et b e e e aabe e e e smbe e e e abe e e e anreeeeanreeean
ATLEE FIVE YBAIS ..oviiiieii ittt ettt e et e e e e ettt e e e e e s e e taa et e e e e e e sas b e e e eeeeeessaasseeeaeesaaasbaseeeeeeesasbaeeeeeesaasssnaeaaeanan

$25,000 $26,000
681,000 684,000
56,500 57,500
$762,500 $767,500

As of December 31, 20X1 and 20X0, the amount of unrealized gains on available for sale securities included in accumulated other
comprehensive income is shown net of deferred income taxes of $2,000 and $1,600, respectively.

Nonregulated Investments:
Investments in nonregulated activities consist of the following:

20X1 20X0

CUStOMEr PremisSeS EQUIPIMENT ....c..iiuiiiiiieiieiteeieeste et ettt ete st tesaeetesae e sesteessesteestesseessesseessesseaseesseaseesaeeneessenseenns $493,000 $500,000
[©F 28 IV =To 111 o]0 1T o | S USSR 650,000 678,000
(0= 18] =T gl 7= T 111 PRSP RTROPRPR 1,329,000 1,047,000
Other o 28,000 35,000
Total Nonregulated Investments 2,500,000 2,260,000
Less: ACCUMUIALEA DEPIECIALION ......ciiiiiiiirieeiiiie ettt ettt ettt e e sttt e e sttt e e ettt e e eate e e s ssteeeasateeessbeeeaasbeeesasbeeesasseesssneeenne 950,000 810,000
$1,550,000 $1,450,000

Nonregulated property is stated at cost. The company provides for depreciation on a straight-line basis at annual rates which will amor-

tize the depreciable property over its estimated useful life.

Following is a summary of net income from nonregulated investments for the year ending December 31, 20X1 and 20XO0:

20X1 20X0
INCOIMIE ottt ettt et et e ettt e et e ettt e e te e eateeeteeeateeeateeteeesseeeteeeaeeeaseeesteebeeeaeeeeteeeateeesseenteeeaeeenteeeseeeteearaean $400,000 $268,000
[0 0= 7= PP 367,000 241,000
$33,000 $27,000

Income tax expense related to these activities totaled $15,000 in 20X1 and $12,000 in 20X0.

5. Investment in Telecommunications Plant:

Telecommunications Plant in Service and under construction is stated at cost. Listed below are the major classes of the telecommuni-

cations plant as of December 31, 20X1 and 20XO0:

20X1 20X0

= 13T PP SO U RO PTOUR PP OPPROP $185,000 $185,000
Buildings ......cccoeienienns 1,385,000 1,435,000
Central Office EQUIPMENT ..ottt b ettt a bttt e s bt e b e e sbe e e bt e bt et e e ein e e nae e nareeene 9,929,000 8,379,000
OUESIAR PIANT ...ttt b et h et e b e e e h bt e ohe e e bt eebb e e b e e sbe e e be e st et e e s en e e naeesaneenees 10,226,000 9,120,000
Furniture and Office Equipment . 352,000 256,000
Vehicles and Work Equipment 723,000 725,000

$22,800,000 $20,100,000

The company provides for depreciation on a straight-line basis at annual rates which will amortize the depreciable property over its es-
timated useful life. Such provision, as a percentage of the average balance of telecommunications plant in service was 7.2 percent in

20X1 and 7.1 percent in 20XO0.
6. Mortgage Notes:
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Long-term debt is represented by mortgage notes payable to the United States of America. Following is a summary of outstanding

long-term debt as of December 31, 20X1 and 20X0:

20X1 20X0
2% Notes due SeptembEr 30, 20X8 .....c.cccviiueiieiierieieseetestestesseseessesseessesteessesteessesseesesseassesseaneesseaseesseaneesreeseenns $2,495,000 $2,373,000
5% NOES dUE MAICH 31, 20X12 ..iviiiiiiiiiieitie ittt et et et e st et e et e e s teeesaeesaseeteeesbeeabeessseeseeenbeeteeesseesaseanseenses 6,984,000 6,176,000
9,479,000 8,549,000
LESS: CUITENT IMALUMITIES .iieiiiiiee ettt e e e e e sttt e e e e e ettt e e e e ettt e e e e e e e s asta e e e eaeeeasssebeeeaeee s nsbaseeeaeeesasteaeaeaesensnsseeeas 579,000 449,000
$8,900,000 $8,100,000

As of December 31, 20X1, there were no unadvanced funds.

Principal and interest installments on the above notes are due quarterly in equal amounts of $254,000. As of December 31, 20X1, an-

nual maturities of long-term debt outstanding for the next five years are as follows:

$579,000
600,000
612,000
624,000
637,000

The long-term debt agreements contain restrictions on the payment of dividends or redemption of capital stock. The terms of the Mort-
gage Agreement require the maintenance of defined amounts in member’s equity and working capital after payment of dividends.

7. Employee Benefits:

Substantially all of the employees of the Company are covered by the ABC Retirement and Security Program, a multiemployer plan.
In addition to pension contributions the Company provides health care benefits for substantially all retired employees and dependents

until they reach age 65.

The following illustrates the pension and postretirement benefits plans for the year ended December 31, 20X1 and 20X0.

Pension benefits

Other benefits

20X1 20X0 20X1 20X0

Change in benefit obligation:

Benefit obligation beginning of year . $1,871,000 $1,841,000 $1,552,000 $1,464,000

Service COSt ....ooovvveviviieiiiiee e 115,000 145,000 39,000 39,000

Interest Cost ..... 95,000 86,000 104,000 104,000

Actuarial Gain ... (490,000) (157,000)

Benefits Pait ........ccooeiiiiiii e (6,000) (43,000) (58,000) (56,000)

Benefit obligation at end of year ...........cccoceviveveiiieneii e, $1,585,000 $1,872,000 $1,637,000 $1,551,000
Change in plan assets:

Fair value of plan assets beginning of year .........c.ccccocvevevviciernnen, $461,000 $281,000 $0 $0

Actual return on plan aSSetS .........ccccoiiiiiiiiiie i 45,000 21,000

Employer Contribution ...........cccoiiiiiiiiiiiee e 144,000 203,000 58,000 56,000

BENEFItS PAIM ......covveeeeeeeeeeeeeseeeeeee et (6,000) (43,000) (58,000) (56,000)

Fair value of plan assets at end of year .... $644,000 $462,000 $0 $0

Funded Status ........ccceeerveeeneiee e $(941,000) $(1,410,000) $(1,637,000) $(1,551,000)

Unrecognized net actuarial loss (gain) . (97,000) 428,000

Unrecognized prior service cost ....... 627,000 654,000

Unrecognized transition obligation ............ccoioiiiiiiiiieiieerieiienis | crveesieenie e neens | eereeenee e 1,048,000

Prepaid (Accrued) benefit COSE .......cceiirirriinieieiieie e $(411,000) $(328,000) $(664,000) $(503,000)
Weighted-average assumptions as of December 31:

DISCOUNE FALE ....viiiiiiiii it 6.75% 5.50% 8.00% 8.00%

Expected return on plan assets .........cccccveiiieiiiiniiiiiene e 6.50% 6.00% | .occoiiiiiieis | e

Rate of compensation iNCrease ............ccocveieeiiiiiniiiiiiene e 5.00% 5.50% 6.00% 6.00%
Components of net periodic benefit cost:

SEIVICE COSL vttt ettt ettt $115,000 $145,000 $39,000 $39,000

INEIESt COSE .. 95,000 86,000 104,000 104,000

Expected return on plan assets .... (33,000) (22,000) | cooovieiieiiieniieiees | e

Amortization of prior service cost 27,000 27,000 | eeeeeeeieeeeeeees | e

Amortization of transition obligation ............cccceiiiiiiiiiiiiiieeeie | e | e 75,000 75,000

Recognized net actuarial 10SS .........ccccccviviiiiiiiiiciic e 24,000 (28,000) | .oovieriieiiieiiieiies | e

Net periodic Benefit COSt .......ocvivviiiieiecieere e $228,000 $208,000 $218,000 $218,000

8. Income Taxes and Deferred Income Taxes:

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of the company’s assets and li-
abilities for financial reporting basis and the amounts used for income tax purposes.

Deferred federal and state tax assets and liabilities in the accompanying balance sheet include the following:
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December 31,
20X1 20X0
Deferred Tax Liabilities:
Federal $192,000 $152,000
State 31,000 25,000
Total Deferred Tax Liabiliti@S: ........cooiiiiiii e e 223,000 177,000
Deferred Tax Assets:
FEUBTAL ... ettt e et 28,000 700
1] €= L= OO 5,000 300
Total Deferred TaX ASSEIS ......ciiiiiiiiiiee et e 33,000 1,000
Net Deferred TaxX LIADIIILY ........cccceiieiiiieiiii ettt te e te et e st e essesteeseesaeeseesaesseesaeaseebensaensensaennes $190,000 $176,000
CUITENT POFTION ...ttt ettt e h bbbt b e e et e at e bt bR s bt ek e e bt e bt e et e e st eh e eb e R e R s e st ek e et e nbenne e et eneane s $0 $0
[T o B (=] g o T i o] o K O P P UPPTRUTPRTTRRUPTTNt 190,000 176,000
Net Deferred TaxX LIADility .........c.cccciiiieiiieiece ettt te e e ste e e s ae e e steeneesaeereesaeesee e $190,000 $176,000
Income taxes reflected in the Statement of Income and Retained Earnings include:
December 31,
20X1 20X0
Federal income taxes:
(O N1 =Y 0 R = D Q=3 0 =Y PSSR $103,000 $71,000
(D22 = g g=To I e D= o= L SO OURT PR 10,000 5,000
State income taxes:
CUITENT TAX EXPEINSE . .iteeieee ettt et e e e ettt e e e e e st b et e e e e e s be e ettt e e a4 e s kb e et e e e e ea s ae b e et e e e e e s be e et e e e e e annbbnneeeeeeannnnneeeas 12,000 6,000
(D] (=T g (o I o N o] KT PSSP PR PRTOPRRPI 1,000 (1,000)
TOtal INCOME TAX EXPENSE ..euveeuiiiueerieiteesiesteestesteeseesteeseeseeaseesseaseesseaseesseaseenseaseensesseansesseaneesneaneesseaneesseaseenes $126,000 $81,000

9. Commitments:

The company has executed contracts for construction programs for approximately $1,600,000 at December 31, 20X1. The amount un-
paid against these commitments at December 31, 20X1 is $1,100,000.

Exhibit 5-1llustrative Independent Auditor’s
Management Letter for Telecommunications
Borrowers

RUS requires that CPAs auditing RUS
borrowers provide a management letter in
accordance with Section 1773.33. This letter
must be signed by the CPA, bear the same
date as the auditor’s report, and be addressed
to the borrower’s board of directors.

Hlustrative Independent Auditors’
Management Letter for Telecommunications
Borrowers

March 2, 20X2

Board of Directors

Center County Telecommunications Systems,
Inc.

[City, State]

We have audited the financial statements
of Center County Telecommunications
Systems, Inc. for the year ended December
31, 20X1, and have issued our report thereon
dated March 2, 20X2. We conducted our
audit in accordance with generally accepted
auditing standards, the standards applicable
to financial audits contained in Government
Auditing Standards issued by the
Comptroller General of the United States, and
7 CFR Part 1773, Policy on Audits of Rural
Utilities Service (RUS) Borrowers. Those
standards require that we plan and perform
the audit to obtain reasonable assurance
about whether the financial statements are
free of material misstatement.

In planning and performing our audit of
the financial statements of Center County
Telecommunications Systems, Inc. for the
year ended December 31, 20X1, we
considered its internal control over financial
reporting in order to determine our auditing
procedures for the purpose of expressing an
opinion on the financial statements and not
to provide assurance on the internal control
over financial reporting.

Our consideration of the internal control
over financial reporting would not
necessarily disclose all matters in the
internal control over financial reporting that
might be material weaknesses. A material
weakness is a condition in which the design
or operation of one or more of the internal
control components does not reduce to a
relatively low level the risk that
misstatements in amounts that would be
material in relation to the financial
statements being audited may occur and not
be detected within a timely period by
employees in the normal course of
performing their assigned functions. We
noted no matters involving the internal
control over financial reporting that we
consider to be material weaknesses. [If a
material weakness was noted, refer the reader
to the independent auditors’ report on
compliance and on internal control over
financial reporting.]

Section 1773.33 requires comments on
specific aspects of the internal control over
financial reporting, compliance with specific
RUS loan and security instrument provisions,

and other additional matters. We have
grouped our comments accordingly. In
addition to obtaining reasonable assurance
about whether the financial statements are
free from material misstatements, at your
request, we performed tests of specific
aspects of the internal control over financial
reporting, of compliance with specific RUS
loan and security instrument provisions, and
of additional matters. The specific aspects of
the internal control over financial reporting,
compliance with specific RUS loan and
security instrument provisions, and
additional matters tested include, among
other things, the accounting procedures and
records, materials control, compliance with
specific RUS loan and security instrument
provisions set forth in §1773.33(e)(2), and
related party transactions and investments. In
addition, our audit of the financial
statements also included the procedures
specified in § 1773.38 through 1773.45. Our
objective was not to provide an opinion on
these specific aspects of the internal control
over financial reporting, compliance with
specific RUS loan and security instrument
provisions, or additional matters, and
accordingly, we express no opinion thereon.

No reports other than our independent
auditors’ report, and our independent
auditors’ report on compliance and on
internal control over financial reporting, all
dated March 2, 20X2 or summary of
recommendations related to our audit have
been furnished to management.
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Our comments on specific aspects of the
internal control over financial reporting,
compliance with specific RUS loan and
security instrument provisions, and other
additional matters as required by § 1773.33
are presented below.

Comments on Certain Specific Aspects of the
Internal Control Over Financial Reporting

We noted no matters regarding Center
County Telecommunications Systems, Inc.’s
internal control over financial reporting and
its operation that we consider to be a material
weakness as previously defined with respect
to:

—The accounting procedures and records
[list other comments];

—The process for accumulating and
recording labor, material, and overhead
costs, and the distribution of these costs to
construction, retirement, and maintenance
or other expense accounts [list other
comments]; and

—The materials control [list other
comments].

Comments on Compliance With Specific RUS
Loan and Security Instrument Provisions

At your request, we have performed the
procedures enumerated below with respect to
compliance with certain provisions of laws,
regulations, contracts, and grants. The
procedures we performed are summarized as
follows:

—Procedures performed with respect to the
requirement for a borrower to obtain
written approval of the mortgagee to enter
into any contract, agreement or lease
between the borrower and an affiliate of
Center County Telecommunications
Systems, Inc. for the year ended December
31, 20X1:

1. Obtained and read a borrower-prepared
schedule of new written contracts,
agreements or leases entered into during the
year between the borrower and an affiliate as
defined in §1773.33(e)(2)(i).

2. Reviewed Board of Director minutes to
ascertain whether board-approved written
contracts are included in the borrower-
prepared schedule.

3. Noted the existence of written RUS [and
other mortgagee] approval of each contract
listed by the borrower.

—Procedure performed with respect to the
requirement to submit RUS Form 479 to
the RUS:

1. Agreed amounts reported in Form 479 to
Center County Telecommunications Systems,
Inc.’s records.

The results of our tests indicate that, with
respect to the items tested, Center County
Telecommunications Systems, Inc. complied,
except as noted below, in all material
respects, with the specific RUS loan and
security instrument provisions referred to
below. The specific provisions tested, as well
as any exceptions noted, include the
requirements that:

—The borrower has obtained written
approval of the RUS [and other mortgagees]|
to enter into any contract agreement or
lease with an affiliate as defined in
§1773.33(e)(2)(i) [list all exceptions]; and

—The borrower has submitted its Form 479
to the RUS and the Form 479, Financial

and Statistical Report, as of December 31,
20X1, represented by the borrower as
having been submitted to RUS is in
agreement with the Center County
Telecommunications Systems, Inc.’s
audited records in all material respects [list
all exceptions] [or if the audit year end is
other than December 31], appears
reasonable based upon the audit
procedures performed [list all exceptions].

Comments on Other Additional Matters

In connection with our audit of the
financial statements of Center County
Telecommunications Systems, Inc., nothing
came to our attention that caused us to
believe that Center County
Telecommunications Systems, Inc. failed to
comply with respect to:

—The reconciliation of continuing property
records to the controlling general ledger
plant accounts addressed at § 1773.33(c)(1)
[list all exceptions];

—The clearing of the construction accounts
and the accrual of depreciation on
completed construction addressed at
§1773.33(c)(2) [list all exceptions];

—The retirement of plant addressed at
§1773.33(c)(3) and (4) [list all exceptions];

—The approval of the sale, lease, or transfer
of capital assets and disposition of
proceeds for the sale of lease of plant,
material, or scrap addressed at
§1773.33(c)(5) [list all exceptions];

—The disclosure of material related party
transactions, in accordance with Statement
of Financial Accounting Standards No. 57,
Related Party Transactions, for the year
ended December 31, 20X1, in the financial
statements referenced in the first paragraph
of this report addressed at § 1773.33(f) [list
all exceptions]; and

—The detailed schedule of investments.

Our audit was made for the purpose of
forming an opinion on the basic financial
statements taken as a whole. The detailed
schedule of investments required by
§1773.33(i) and provided below is presented
for purposes of additional analysis and is not
a required part of the basic financial
statements. This information has been
subjected to the auditing procedures applied
in our audit of the basic financial statements
and, in our opinion, is fairly stated in all
material respects in relation to the basic
financial statements taken as a whole.

[The detailed schedule of investments would
be included here. The total of the investment
in each company reported must agree with
the detail investment subsidiary account(s).]

This report is intended solely for the
information and use of the board of directors,
management, and the RUS and supplemental
lenders and is not intended to be and should
not be used by anyone other than these
specified parties. However, this report is a
matter of public record and its distribution is
not limited.

Certified Public Accountants

[FR Doc. 01-12127 Filed 5-18-01; 8:45 am]
BILLING CODE 3410-15-P

DEPARTMENT OF ENERGY

Office of Energy Efficiency and
Renewable Energy

10 CFR Part 431

RIN 1904-AB06

Energy Efficiency Program for
Commercial and Industrial Equipment:
Efficiency Standards for Commercial
Heating, Air Conditioning and Water
Heating Equipment

AGENCY: Department of Energy (DOE).

ACTION: Final rule; completion of
regulatory review.

SUMMARY: On January 12, 2001, DOE
published in the Federal Register the
final rule entitled “Energy Efficiency
Program for Commercial and Industrial
Equipment: Efficiency Standards for
Commercial Heating, Air Conditioning
and Water Heating Equipment” (66 FR
3336). In accordance with the
memorandum of January 20, 2001, from
the Assistant to the President and Chief
of Staff, entitled “Regulatory Review
Plan,” published in the Federal Register
on January 24, 2001 (66 FR 7702), DOE
temporarily delayed for 60 days the
effective date of that rule (66 FR 8745,
February 2, 2001). DOE has now
completed its review of that regulation,
and does not intend to initiate any
further rulemaking action to modify its
provisions.

DATES: The effective date of the rule
amending 10 CFR part 431 published at
66 FR 3336, January 12, 2001, and
delayed at 66 FR 8745, February 2,
2001, is confirmed as April 13, 2001.

FOR FURTHER INFORMATION CONTACT: Jill
Holtzman, Office of General Counsel,
(202) 586-3410,
jill.holtzman@hgq.doe.gov or Lawrence
R. Oliver, Office of the General Counsel,
(202) 586-9521,
lawrence.oliver@hq.doe.gov or Cyrus
Nasseri, Office of Energy Efficiency and
Renewable Energy, (202) 586—9138,
cyrus.nasseri@ee.doe.gov.

Issued in Washington, DC on May 14,
2001.
Spencer Abraham,
Secretary of Energy.
[FR Doc. 01-12686 Filed 5-18-01; 8:45 am)]
BILLING CODE 6450-01-P
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