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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
River Rock County Water and Sewer District
Belgrade, Montana

Report on the Financial Statements

We have audited the accompanying financial statements of the major funds of River Rock County Water
and Sewer District as of and for the year ended December 31, 2014, and the related notes to the financial
statements, which collectively comprise the District’s basic financial statements as listed in the table of
contents,

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
etror.

Auditor’s Responsibility

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

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the major funds of River Rock County Water and Sewer District, as of
December 31, 2014, and the respective changes in financial position and cash flows thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Management has omitted the management’s discussion and analysis information that accounting
principles generally accepted in the United States of America require to be presented to supplement the
basic financial statements. Such missing information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. Our opinions on the basic financial statements are not
affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated August 27,
2015, on our consideration of the River Rock County Water and Sewer District’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
River Rock County Water and Sewer District’s internal control over financial reporting and compliance.

QOMSAWV—\

August 27, 2015

HOLMES & TURNER
CERTIFIED PUBLIC ACCOUNTANTS



RIVER ROCK COUNTY WATER AND SEWER DISTRICT

STATEMENTS OF NET POSITION

DECEMBER 31, 2014
Water Fund Sewer Fund Total
ASSETS
Current assets:
Cash and cash equivalents $ 667,614 $ 107,843 $ 775,457
Investments - 28,423 28,423
Prepaid expenses 2,272 2,272 4,544
Inventory 480 - 480
Accounts receivable 106,495 50,877 157,372
Taxes receivable - 258,767 258.767
Total current assets 776.861 448,182 1.225.043
Noncurrent assets:
Restricted cash and cash equivalents 87,298 - 87,298
Restricted investments 58,092 287,480 345,572
Capital assets, net 1.694.281 7.534.119 9,228.400
Total noncurrent assets 1.839.671 7.821.599 9.661.270
Total assets $ 2616532 § 8269781 $10,886,313
LIABILITIES
Current liabilities:
Bonds payable due within 1 year $ 128.000 $ 409.291 $ 537.291
Total current liabilities 128,000 409,291 537,291
Noncurrent liabilities:
Bonds payable 752.000 5,622,855 6.374.855
Total liabilities 880.000 6.032,146 6.912.146
NET POSITION
Net investment in capital assets 814,281 1,501,973 2,316,254
Restricted for debt service 145,390 287,480 432,870
Unrestricted 776.861 448.182 1,225,043
Total net position $ 1736532 § 2237,635 § 3,974,167

See accompanying notes to the financial statements.
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RIVER ROCK COUNTY WATER AND SEWER DISTRICT
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION
FOR THE YEAR ENDED DECEMBER 31, 2014

Operating revenues:

Sewer services
Water services
Water meter sales
Total operating revenue

Operating expenses:

Advertising
Bank charges
Chemicals
Computer supplies
Contractual services
Depreciation
Insurance
Landscape and building maintenance
Material and supplies
Miscellaneous
Office supplies
Postage and shipping
Purchased power
Regulatory expense
Regulatory fees
Telephone

Total operating expenses

Operating income

Nonoperating revenues (expenses):
Property tax revenue

Interest income

Interest expense

Total nonoperating revenues (expenses)

Increase in net position
Net position, beginning of year

Net position, end of year

See accompanying notes to the financial statements.

Water Fund Sewer Fund Total
- $ 477,554 $ 477,554
564,105 - 564,105
355 - 355
564.460 477.554 1,042,014
234 66 300
1,165 1,326 2,491
8,595 - 8,595
914 914 1,828
50,163 181,846 232,009
57,188 176,584 233,772
15,485 16,042 31,527
771 1,696 2,467
19,824 67,474 87,298
2,509 125 2,634
1,273 975 2,248
2,552 2,045 4,597
48,849 - 48,849
2,405 2,405 4,810
4,165 4,445 8,610
1.815 1,843 3,658
217.907 457,786 675.693
346.553 19,768 366,321
- 266,464 266,464
728 728 1,456
(19.480) (163.853) (183.333)
(18.752) 103,339 84,587
327,801 123,107 450,908
1,408.731 2,114,528 3,523,259
$ 1.736,532  $ 2237635  §$ 3,974,167



RIVER ROCK COUNTY WATER AND SEWER DISTRICT

STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2014

Cash flows from operating activities:
Cash received from customers
Cash paid to suppliers

Net cash provided by operating activities

Cash flows from capital
and related financing activities:
Principal paid on capital debt
Proceeds from issuance of capital debt
Property tax receipts
Interest paid on capital debt
Acquisition of capital assets

Net cash used by capital and
related financing activities

Cash flows from investing activities:
Interest on investments

Net cash provided by investing activities
Net change in cash

Cash and cash equivalents, beginning

Cash and cash equivalents, ending

Cash and cash equivalents as presented
on the statement of net position:

Cash and cash equivalents
Restricted cash and cash equivalents

Total cash and cash equivalents

Water Fund Sewer Fund Total
$ 529,074 $ 482,768 $ 1,011,842
(159.762) (279.688) (439.450)
369,312 203.080 572.392
(125,000) (388,000) (513,000)
g 341,741 341,741
- 140,185 140,185
(19,480) (163,853) (183,333)
(29.711) (387,956) (417.667)
(174.191) (457.883) (632.074)
728 728 1,456
728 728 1.456
195,849 (254,075) (58,226)
559.063 361.918 920,981
3. 754912 § 107843 § 862,755
$ 667,614 $ 107,843 $ 775457
87.298 - 87.298
$ 754,912 $ 107,843 $ 862,755




Reconciliation of operating income to net
cash provided by operating activities:

Operating income

Adjustments:
Depreciation
(Increase) decrease in current assets:
Accounts receivable
Prepaid expenses

Increase (decrease) in current liabilities:

Deferred revenue
Total adjustments

Net cash provided by operating activities

Water Fund

Sewer Fund Total

$ 346553 $§ 19768 $  366.321
57,188 176,584 233,772
(32,307) 5,214 (27,093)

957 1,514 2,471
(3.079) - (3.079)
22,759 183312 206,071
369312 § 203080 §_ 572392

Supplemental Schedule of Non-cash Investing and Financing Activities:

None.

See accompanying notes to the financial statements.
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RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the River Rock County Water and Sewer District (District) have been
prepared in conformity with accounting principles generally accepted in the United States of
America as applied to governmental units. The Governmental Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing governmental accounting and
financial reporting principles. The more significant of the District’s accounting policies are
described below.

A,

Reporting Entity

The River Rock County Water and Sewer District was formed by a mail ballot election
on April 11, 2001, voted by the residents and landowners within the designated
boundaries of the water and sewer district in the unincorporated area known as the River
Rock Subdivision located within the boundaries of Gallatin County, Montana pursuant to
Title 7, Chapter 13, Parts 22 and 23 of the Montana Code Annotated. The purpose of the
District is to provide a public water supply and distribution system and a wastewater
collection and treatment facility within its boundaries, and to do all things necessary and
proper to maintain and operate these facilities as required by law and the bylaws of the
District.

Measurement Focus and Basis of Accounting

The term measurement focus is used to denote what is being measured and reported in
the District’s operating statements. The District is accounted for on the flow of
“economic resources” measurement focus. The accounting objectives of this
measurement focus are the determination of operating income, changes in net assets (or
cost recovery), financial position and cash flows. All assets and liabilities (whether
current or noncurrent) associated with their activities are reported and equity is reported
as net assets.

The term basis of accounting is used to determine when a transaction or event is
recognized on the District’s financial statements. The District uses the full accrual basis
of accounting, with revenues recorded when earned and expenses recorded when
incurred, even though actual payment or receipt may not occur until after the period ends.

Cash and Investments

The District is authorized by statute to invest in time and savings deposits with a bank,
savings and loan association, or credit union in the state. In addition, it may also invest in
obligations of the United States Government, securities issued by agencies of the United
States, repurchased agreements, and the State Short-Term Investment Pool (STIP).

As of December 31, 2014, the District had certificates of deposit, which are classified as
either investments or restricted investments on the balance sheet. These certificates of
deposit had an original maturity of at least three months and therefore, for the purpose of
the cash flow statement, are not considered cash and cash equivalents.



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C.

Cash and Investments (Continued)

As of December 31, 2014, the District did not have investments as defined by GASB
Statement 40.

Accounts Receivable

No allowance has been made for uncollectible accounts because the District either
discontinues services until payment is made or submits any delinquent accounts to the
County Treasurer for collection.

Taxes Receivable

Property tax levies are set by the Counties, in connection with the budget process, and are
based on taxable values listed as of January 1 for all real property located in the
Department. Taxable values are established by the Montana Department of Revenue
based on market values. A revaluation of all property is required to be completed on a
periodic basis. Taxable value is defined by Montana statute as a fixed percentage of
market value,

Real property taxes and special assessments are generally billed in October and are
payable one half by November 30 and one half by May 31. After these dates, taxes and
assessments become delinquent and become a lien on the property. Personal property is
assessed and personal property taxes are billed throughout the year, with a significant
portion generally billed in May, June, and July. Personal property taxes are based on
levies set during the prior August. These taxes become delinquent 30 days after billing.

Taxes and assessments that become delinquent are charged interest at the rate of 5/6 of
1% per month from the time of delinquency until paid plus a penalty of 2%. Real
property on which taxes and assessments remain delinquent and unpaid may be sold at
tax sales. In the case of personal property, the property is seized and sold after the taxes
become delinquent.

Capital Assets

The District’s capital assets are capitalized at historical cost or estimated historical cost.
Contributions of capital assets are recorded at fair market value when received.
Depreciation of capital assets is calculated using the straight-line method with estimated
useful lives as follows:

Water and sewer system 50 years
Equipment S years

The costs of normal maintenance and repairs that do not add to the value of the asset or

materially extend an asset’s life are not capitalized. Replacements, which improve or
extend the life of an asset, are capitalized.

" =



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

G.

Budget

The District is not legally required to adopt a budget; therefore management has decided
not to present the budget in the financial statements.

Revenues and Expenses

Revenues and expenses are distinguished between operating and non-operating items.
Operating revenues generally result from providing services in connection with the
District’s principal ongoing operations. The principal operating revenues of the District
are water and wastewater user charges. Revenue from user charges and sales of services
is recognized as the related service is provided. Refunds to customers are charged to
income in the period in which those refunds are paid. Operating expenses include the
costs associated with the conveyance of water and wastewater, treatment of wastewater,
administrative expenses, and depreciation of capital assets.

All revenues and expenses not meeting these definitions are reported as non-operating
revenues and expenses.

Capital Contributions

Contributions are recognized in the statement of revenues, expenses and changes in net
assets when received. Contributions include developer contributed utility systems.

Estimates

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

Inventory

Inventory is recorded at lower of cost or market and consists of water meters on hand not
yet purchased by customers.

Use of Restricted/Unrestricted Net Position

When an expense is incurred for purposes for which both restricted and unrestricted
resources are available, the District’s policy is to apply restricted resources first.

Property Taxes

Property tax levies are set by the County, in connection with the budget process, and are
based on taxable values listed as of January 1 for all real property located in the District.
Taxable values are established by the Montana Department of Revenue based on market
values. A revaluation of all property is required to be completed on a periodic basis.
Taxable value is defined by Montana statute as a fixed percentage of market value.

-8-



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

M.

Property Taxes (Continued)

Real property taxes and special assessments are generally billed in October and are
payable one half by November 30 and one half by May 31. After these dates, taxes and
assessments become delinquent and become a lien on the property. Personal property is
assessed and personal property taxes are billed throughout the year, with a significant
portion generally billed in May, June, and July. Personal property taxes are based on
levies set during the prior August. These taxes become delinquent 30 days after billing.

Taxes and assessments that become delinquent are charged interest at the rate of 5/6 of
1% per month from the time of delinquency until paid plus a penalty of 2%. Real
property on which taxes and assessments remain delinquent and unpaid may be sold at
tax sales. In the case of personal property, the property is seized and sold after the taxes
become delinquent.

DEPOSITS

Custodial credit risk. To minimize credit risk in relation to the District’s deposits, it is the
District’s policy to have uninsured deposits covered by collateral held by the pledging bank’s
agent in the District’s name. As of December 31, 2014, the carrying amount of the District’s
deposits (cash and certificates of deposits) at a local bank was $1,236,750 and the bank balance

was $1,220,070. Of the bank balance, $250,000 was covered by federal depository insurance and

the remaining balance was covered by collateral held by the pledging bank’s agent in the
District’s name.



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2014 was as follows:

Capital assets not being depreciated

Water construction in progress

Capital assets being depreciated:
Sewer infrastructure

Water infrastructure

Equipment

Totals at historical cost

Less accumulated depreciation for:

Sewer infrastructure
Water infrastructure
Equipment

Total depreciation

Net depreciable capital assets

Capital assets, net

Beginning Ending

Balance Additions Deletions Balance
$ - $ 20497 §% - $ 20.497
8,099,452 387,956 - 8,487,408
2,230,100 9,214 - 2,239314
36.276 - - 36,276
10,365,828 397.170 - 10,762,998
(776,705) (176,584) - (953,289)
(529,496) (51,737) - (581,233)
(15.122) (5.451) - (20,573)
(1,321.323) (233.772) - (1.555.095)
9.044.505 163.398 - 9.207.903
$ 9044505 § 183895 § - $ 9228400

As of December 31, 2014, $55,754 of interest costs has been capitalized and is included in the

capital assets total.

LONG-TERM DEBT

The following is a summary of long-term debt at December 31, 2014:

Revenue bonds

On May 4, 2001, pursuant to the Montana Water Pollution Control State Revolving Fund Act and
using funds from the revolving loan program, the Department of Natural Resources and
Conservation of the State of Montana (DNRC) purchased a $2,100,000 revenue bond from the
District. The District used these funds to purchase the water system. This loan was refinanced as
of May 1, 2013 in the amount of $1,158,000. This loan has an interest rate of 2% and is payable
over ninety eight (98) months, which is the same as the remaining term of the original bond.
Principal and interest payments are approximately $72,000 and are due semi-annually until July
1,2021. The balance of this loan as of December 31, 2014 was $880,000.

-10 -



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

LONG-TERM DEBT (Continued)

On May 4, 2001, pursuant to the Montana Water Pollution Control State Revolving Fund Act and
using funds from the revolving loan program, the Department of Natural Resources and
Conservation of the State of Montana (DNRC) purchased a $3,100,000 revenue bond from the
District. The District used these funds to purchase the sewer system. This loan was refinanced
as of May 1, 2013 in the amount of $1,742,000. This loan has an interest rate of 2% and is
payable over ninety eight (98) months, which is the same as the remaining term of the original
bond. Principal and interest payments are approximately $111,000 and are due semi-annually
until July 1, 2021. The balance of this loan as of December 31, 2014 was $1,346,000.

On July 19, 2012, pursuant to the Montana Water Pollution Control State Revolving Fund Act
and using funds from the revolving loan program, the Department of Natural Resources and
Conservation of the State of Montana (DNRC) purchased a $300,000 revenue bond from the
District. The District used these funds to construct a wastewater treatment plant. This loan is
scheduled to be forgiven at the completion of stated requirements. Until that time, the loan
carries a 0% interest rate. If not forgiven, the loan is payable in 20 semi-annual installments,
which vary from approximately $4,000 to $16,000 until July 1, 2032. The balance of this loan as
of December 31, 2014 was $300,000.

On July 19, 2012, pursuant to the Montana Water Pollution Control State Revolving Fund Act
and using funds from the revolving loan program, the Department of Natural Resources and
Conservation of the State of Montana (DNRC) purchased an $85,220 general obligation bond
from the District. The District used these funds to construct a wastewater treatment plant. This
loan has an interest rate of 3% and is payable in 40 semi-annual installments, which are
approximately $3,200, until July 1, 2032. The balance of this loan as of December 31, 2014 was
$75,000.

On July 19, 2012, pursuant to the Montana Water Pollution Control State Revolving Fund Act
and using funds from the revolving loan program, the Department of Natural Resources and
Conservation of the State of Montana (DNRC) purchased a $3,834,780 general obligation bond
from the District. The District used these funds to construct a wastewater treatment plant. This
loan has an interest rate of 3% and is payable in 40 semi-annual installments, which are
approximately $128,000, until July 1, 2032. The balance of this loan as of December 31, 2014,
was $3,467,509.

On September 26, 2013, pursuant to the Montana Water Pollution Control State Revolving Fund
Act and using funds from the revolving loan program, the Department of Natural Resources and
Conservation of the State of Montana (DNRC) purchased a $1,100,000 revenue bond from the
District. The District used these funds to construct a wastewater treatment plant. This loan has an
interest rate of 3% and is payable in 40 semi-annual installments, which will be approximately
$37,000 (when the full $1,100,000 has been drawn) until July 1, 2033. The balance of this loan
as of December 31, 2014 was $843,637. The following schedule of annual debt service
requirements to maturity and the reserve and revenue requirements were calculated using the
payments for this loan, which were calculated by DNRC using the full amount of the loan.

-11-



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

LONG-TERM DEBT (Continued)

The annual debt service requirements to maturity, including principal and interest, for long-term
debt, as of December 31, 2014, are as follows:

December 31 Principal Interest
2015 $ 537,291 $ 173,329
2016 546,000 160,665
2017 558,000 147,990
2018 570,000 135,025
2019 586,000 121,740
2020-2024 1,807,000 436,560
2025-2029 1,444,000 200,695
2030-2033 863.855 31,006

Total $ 6912,146 $ 1,407,010

Changes in Long-term Debt

The following is a summary of changes in bonds payable for the year ended December 31, 2014:

Amount Due
Balance Balance Within One
12/31/2013 Reductions Additions 12/31/2014 Year

Water  $__1,005.000 $ (1250000 § - $ 880,000 $ 128,000
Sewer §_6,078.405 $ (3830000 § 341,741 3 6,032,146 3 409291

Pledged assets

All gross revenues and receipts from fees and charges and all income received from the
investment of such gross revenues are pledged for the availability, benefit and use of the water
and sewer systems.

Restrictive covenants

a. Adjusted net revenues during each fiscal year must not be less than 120% of the maximum
annual principal and interest payable on any outstanding bonds in the current or any future
year, which results in a minimum adjusted net revenues of $174,468 and $344,976,
respectively, for the water and sewer funds. For the year ended December 31, 2014, the
water and sewer funds adjusted net revenues met this requirement.

b. A reserve account of at least $145,390 and $287,480, respectively, must be maintained for
the water and sewer funds. These reserve balances equal the highest future debt payments of
principle and interest.

-12-



RIVER ROCK COUNTY WATER AND SEWER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

NET ASSETS - RESTRICTED

Net assets are restricted as follows:

Restricted for debt service — Water Fund 14 0
Restricted for debt service — Sewer Fund $ 287,480
RISK MANAGEMENT

The District faces a considerable number of risks of loss, including a) damage to and loss of
property and contents, b) professional liability (i.e. errors and omissions), and ¢) environmental
damage. The District has purchased commercial insurance to cover these risks. Management
believes such coverage is sufficient to preclude any significant uninsured losses to the District.

-13-
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
River Rock County Water and Sewer District
Belgrade, Montana

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, the financial statements of the major funds of
River Rock County Water and Sewer District as of and for the year ended December 31, 2014, and the
related notes to the financial statements, which collectively comprise River Rock County Water and
Sewer District’s basic financial statements, and have issued our report thereon dated August 27, 2015.

Internal Control over Financial Reporting

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

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies, and therefore, material weaknesses or significant deficiencies
may exist that were not identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses, However, material
weaknesses may exist that have not been identified. We did identify certain deficiencies in internal
control, described in the accompanying schedule of findings and responses that we consider to be
significant deficiencies, 14-01 and 14-02.

-14-
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Compliance and Other Matters

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

River Rock County Water and Sewer District’s Response to Findings

River Rock County Water and Sewer District's response to the findings identified in our audit are
described in the accompanying schedule of findings and responses. River Rock County Water and
Sewer District's response was not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

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

&f) hta %,, QW\/\,J\

August 27, 2015

HOLMES 8& TURNER
CERTIFIED PUBLIC ACCOUNTANTS
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RIVER ROCK COUNTY WATER AND SEWER DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2014

INTERNAL CONTROL

14-01

14-02

Segregation of duties

The District has one person, an independent contractor, who handles all of the accounting
functions and who has sole access to the accounting software. It would be inefficient,
considering the size of the District, for the District to hire personnel or another independent
contractor to achieve optimal internal controls. The District has taken steps to involve Board
members and to obtain the most efficient and effective internal controls possible.

Management’s response

We feel that internal controls are very important and we have established procedures that result in
efficient and effective internal controls over the District’s daily operations and financial
reporting. These procedures include: Board members writing and signing all of the checks,
Board review of financial statements each month, and Board member review of the bank
statement each month.

Budget Preparation and Monitoring

The District constructed a new sewer plant which required the acquisition of new debt and
increased expenditures. With the addition of increased debt payments and expenditures, as well
as covenants that require certain annual minimum net operating results, we suggest that an annual
budget be developed. Once developed, the District would be able to monitor the increased
expenditures and results of operations throughout the year to ensure compliance with loan
covenants and debt requirements.

Management’s response
Management concurs and has developed a budget for 2015.
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Resolution
13-01 Segregation of duties See 14-01
13-02 Budget preparation and monitoring See 14-02
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August 27, 2015

To the Board of Directors
River Rock County Water and Sewer District
Belgrade, Montana

We have audited the financial statements of the major funds of River Rock County Water and
Sewer District for the year ended December 31, 2014, Professional standards require that we
provide you with information about our responsibilities under generally accepted auditing
standards and Government Auditing Standards as well as certain information related to the
planned scope and timing of our audit. We have communicated such information to you in our
engagement letter dated June 8, 2015. Professional standards also require that we communicate
to you the following information related to our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by River Rock County Water and Sewer District are
described in Note 1 to the financial statements. No new accounting policies were adopted and
the application of existing policies was not changed during 2014. We noted no transactions
entered into by the government unit during the year for which there is a lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimates
affecting the River Rock County Water and Sewer District’s financial statements were:

Management’s estimate of the depreciable lives of long-lived assets is based on
management’s knowledge of the asset and its expected useful life.

Management’s estimate of the collectability of accounts receivable is based on
management’s knowledge of, and history with, existing customers, as well as the ability to
place liens on properties.
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Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are clearly trivial, and communicate them to the
appropriate level of management. The attached schedule summarizes corrected and uncorrected
misstatements of the financial statements. Management has determined that the effects of the
uncorrected misstatements are immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting,
or auditing matter, whether or not resolved to our satisfaction, that could be significant to the
financial statements or the auditor’s report. We are pleased to report that no such disagreements
arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated August 27, 2015.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit’s financial
statements or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the District’s auditors.
However, these discussions occurred in the normal course of our professional relationship and
our responses were not a condition to our retention.

HOLMES & TURNER
CERTIFIED PUBLIC ACCOUNTANTS
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Restriction on Use

This information is intended solely for the use of the Board and management of River Rock
County Water and Sewer District and is not intended to be, and should not be, used by anyone
other than these specified parties.

Very truly yours,

N&) \/\/y% by dLL-'L'L—L_\

HOLMES & TURNER

HOLMES & TURNER
CERTIFIED PUBLIC ACCOUNTANTS
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Adjusting Journal Entries Page 1
Reviewed by
Date
Account
Reference Type Number Description Debit Credit Misstatement
AJEO1 Adjusting 12/31/14
1-1050 Cap Imp Money Market - Water 557.01
2-1050 Cap Imp Money Market - Sewel 557.00
0-1050 Money Market (Cap imp) 1,114.01
1-1040 Money Market - Water 230,132.55
2-1040 Money Market - Sewer 230,132.54
0-1040 Money Market Account 460,265.09
2-1040 Money Market - Sewer 50,804.25
1-1040 Money Market - Water 50,804.25
1-1000 BSWB - Water 24,705.49
2-1000 BSWB - Sewer 24,705.49
0-1000 Checking-Big Sky Western 49,410.98
2-1050 Cap Imp Money Market - Sewe! 519.80
1-1050 Cap Imp Money Market - Water 519.80
0-1070 Prepaid Expense 10,453.96
1-1070 Prepaid Expense 278.53
2-1070 Prepaid Expense 10,175.43
2-6130 Contractual Sves-Enginesring 298.54
0-5130 Materials & Supplies 298.54
2-6130 Contractual Sves-Engineering 10,000.00
0-5140 Contractual Sves-Engineering 10,000.00
2-6160 Contractual Services - Repairs 50,640.00
0-5160 Contractual Sves-Other 50,640.00
1-2200 Deferred revenue 503.63
0-2200 Current Portion Long-Term Dek 503.63
0-8000 Interest Income 1,455.31
1-8000 Interest Income 727.66
2-8000 Interest income 727.65
1-3900 Retained Earnings-Prior Years 16,672.95
0-3900 Retained Earnings-Prior Years 15,5672.95
2-8040 Tax Revenue Account 132,487.95
1-3900 Retained Earnings-Prior Years 2,191.23
2-3900 Retained Earnings-Prior Years 127,374.32
2-8040 Tax Revenue Account 2,922.40
0-1200 Accounts Receivable 30,046.38
1-4000 Metered Revenues-Water 27,523.27
2-4100 Metered Revenues-Sewer 5,214.85
1-3900 Retained Earnings-Prior Years 2,878.52
2-3900 Retained Earnings-Prior Years 4,859.44
0-1200 Accounts Receivable 2,919.32
1-4000 Metered Revenues-Water 2,919.32
2-3900 Retained Earnings-Prior Years 4,859.44
1-3900 Retained Earnings-Prior Years 7,778.76
1-4000 Metered Revenues-Water 2,919.32
Class balance sheet and p&l.
AJEO2 Adjusting 12/31/14
2-1000 BSWB - Sewer 21,835.97
1-1000 BSWB - Water 21,935.97
Adjust cash to balance funds.
AJEO3 Adjusting 12/31/14

1-1200 Accounts Receivable - Water 8,496.00
1-4200 Landmark Water Useage 8,496.00




Prepared by River Rock Water & Sewer District RIVER

Adjusting Journal Entries Page 2
Reviewed by
Date
Account
Reference Type Number Description Debit CredIt Misstatement
WATER: TO adjust landmark
balance to confirmation
AJEO4 Adjusting 12/31/14
1-1200 Accounts Receivable - Water 12,619.71
1-4000 Metered Revenues-Water 12,619.71
WATER: To adjust A/R balance to
actual.
AJEOS Adjusting 12/31/14
2-1250 Taxes receivable 258,767.47
2-8040 Tax Revenue Account 258,767.47
To record taxes receivable at
12/31/14
AJEOG Adjusting 12/31/14
1-1500 Water System 29,710.10
1-5130 Materials & Supplies 9,213.50
1-5140 Contractual Sves-Engineering 20,496.60
WATER: To capitalize expenses
AJEO7 Adjusting 12/31/14
2-1550 Sewer System 49,742.00
2-6160 Contractual Services - Repairs 49,742.00
SEWER: To capitalize expenses
AJEO8 Adjusting 12/31/14
2-1550 Sewer System 21,620.00
2-6160 Contractual Services - Repairs 21,620.00
SEWER: To capltalize sewer
expenses.
AJEO9 Adjusting 12/31/14
2-9010 Interest Expense-Sewer Bonds 5,771.25
2-2500 N/P Sewer Bond 5,771.25
2-9014 Interest Expense - Loan B 395.00
2-2720 2012B Bond 395.00
2-9016 Interest Expense - Loan C 18,082.55
2-2730 2012C Bond 18,082.55
2-9018 Interest Expense - Loan D 3,779.25
2-2740 2013D Bond 3,779.25
1-9000 Interest Expense-Water Bonds 3,768.75

1-2400 N/P Water Bond  ° 3,768.75
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River Rock Water & Sewer District RIVER
Adjusting Journal Entries Page 3

Reference Type

Date
Account
Number Description

Debit Credit Misstatement

AJE10 Adjusting

AJE11 Adjusting

AJE12 Adjusting

AJE13 Adjusting

AJE14 Adjusting

AJE15 Adjusting

To adjust loans to confirmed
balances.

12/31/14

2-1550 Sewer System
2-6130 Contractual Sves-Engineering

SEWER: To capitalize WWTP
construction expenses.

12/31/14

2-6399 Depreciation
2-1699 Accumulated Depreciation

SEWER: To record 2014
depreciation

12/3114

1-5399 Depreciation
1-1699 Accumulated Depreciation

WATER: To record 2014
depreciation

12/31/14

2-1000 BSWB - Sewer
2-1066 CD- BSWB - Debt Svc Account

To reclass checks being held to
deposit in CD. Amount still actually
in checking.

12/3114

1-2200 Deferred revenue
1-4000 Metered Revenues-Water

WATER: To adjust deferred
revenues to zero.

12/3114

1-7080 Insurance
1-1070 Prepaid Expense

WATER: To adjust pre-paid
insurance to actual.

25,562.00
25,562.00

176,583.96
176,583.96

67,187.31
57,187.31

25,147.00
25,147.00

3,078.97
3,078.97

957.91
957.91
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Reviewed by
Date
Account
Reference Type Number Description Debit Credit Misstatement
AJE16 Adjusting 12/31/14
2-7080 Insurance 1,514.96
2-1070 Prepaid Expense 1,514.96
SEWER: To adjust pre-paid
insurance to actual
PJEO1 Potential 12/31/14
2-1200 Accounts Receivable - Sewer 3,967.51
2-4100 Metered Revenues-Sewer 3,967.51
SEWER: To adjust A/R to actual
PJEO2 Potential 12/31/14
2-9014 Interest Expense - Loan B 2,491.00
2-2720 2012B Bond 2,491.00
Difference between confirm and TB
forLoanC
TOTAL 1,560,664.45 1,560,664.45




