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Ron Edwards, General Manager
Terry Smith, Financial Officer
Big Sky County Water & Sewer District
P.O. Box 160670
Big Sky, Montana 59716
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Enclosed are the final copies of the District's audit reports and the publication requirements for this
report. We have forwarded the Montana Department of Administration's copies to them.

The Montana Single Audit Act (Title 2, Chapter 7,Part 5, MCA) requires each audited local
government entity to send a copy of their audit report to a newspaper of general circulation in their
area. Publication is required to be done within 30 days of your receipt of the audit report. Enclosed

is a sample letter to the newspaper regarding this publication and a sample publication that you may

want to utilize. We are sending you an additional copy of the District's audit report for this purpose.

If you have any questions, please do not hesitate to call Rosie or me. It has been a pleasure working
with you.

Very truly yours,

HOLMES & TURNER

Ks\!V
Rosie Barndt

Enclosures: as stated
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Novcnrber 29,2011

To the Board of Directors
Big Sky County Water & Sewer District No. 363

We have audited the f,rnancial staternents of the business-type activities and the major fund of
Big Sky County Water & Sewer District No. 363 for the year ended June 30, 2017, and have
issued our repoft thereon dated November 29,2011. Professional standards require that we
provide you with the following inforrnation related to our audit.

Our Responsibility under U.S, Generally Accepted Auditing Standards

As stated in our engagement letter dated May 14,2008, our responsibility, as described by
professional standards, is to express opinions about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our engagement letter dated May 14,2008.

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 Big Sky County Water & Sewer District No. 363 are

described in Note One to the financial statements. No new accounting policies were adopted and

the application of existing policies was not changed during fiscal year ended June 30, 201 1. We
noted no transactions entered into by the governmental unit during the year for which there is a
lack of authoritative guidance or consensus. There are no significant transactions that have been

recognized in the financial statements in a different period than when the transaction occurred.

Dfficulties Encountered in I'erforming íhe Audit

We encountered no significant difficulties in dealing with management in performing and

completing our audit.

I I (\
rÐrIlos û;



November 29,2011
Board of Directors
Page2

Corrected and Uncoruected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. The attached schedule of
adjustments shows the audit adjustments that were posted.

Dis agre ements w ith Mønagement

For purposes of this letter, professional standards define a disagreement with management as 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.

iôfts

We have requested certain representations from management that are included in the
management representation letter dated November 29, 2011.

Management Consultøtions 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 governmental unit's
auditors. However, these discussions occurred in the normal course of our professional

relationship and our responses were not a condition to our retention.

This information is intended solely for the use of the Board and is not intended to be and should

not be used by anyone other than this specif,red party.

Very truly yours,

U,Jl./¿/
HOLMES & TURÑER

HoLMES & TURNER
CERT¡ËI ED PUBLIC ACCOUNTANTS



Prcpared by- Big Sky Water and Sewer District
Adjusting Journal Entries

Reviewed by_

Date
Account

neference fype ¡¡umU

AJE01 Adjusting 06/30/1 1

02-6010-0 salaries 3,111'29
01-7010-0 Salaries 3,583'95
03-5010-0 Salaries 4,927 .36

03-2080-0 Compensated Absences 11,622'60

To record compensation adjustmenl
from client (CLIENT DO NOT
POST)

AJE02 Adjusting 06/30/1 1

01-3025-0 Water User Charges 55'578.66

Record liability to Spanish Peaks.

T.rrÂr ,r.rr" ,r,r*

BSWATER

Page 1

Reference Type Numb

AJE01 Adjusting 06/30/1 1

02-6010-0 Salaries 3,111'29
01-7010-0 Salaries 3'583'95
03-5010-0 Salaries 4,927 .36

03-2080-0 Compensated Absences 11,622'60

To record compensation adjustmenl
from client (CLIENT DO NOT
POST)

AJE02 Adjusting 06/30/1 1

01-3025-0 Water User Charges 55'578.66



SAMPLE

AUDIT PUBLICATION STATEMENT

An audit of the affairs of Big Sky County Water & Sewer District No. 363 has been conducted by
Holrnes & Turner (a professional corporation). The audit covered the fiscal year ended June 30, 201 L

Section 2-7-521, MCA, requires the publication concerning the audit report include a statement that the
audit report is on fi le in its entirety and open to public inspection at llocation where report is on Jile], and
that the Big Sky eoirirty Water & Sewer District No, 363 will sènd a copy of thè âudit report to any
interestecl person upon request.

Sincerely,

Big Sky County \ilater & Sewer District No. 363



SAMPLE LBTTEIì TO NEWSPAPER REGAIìDING PUBLICATION
OF STATEMENT IIEGARDING AUDIT

DATE

Name of Newspaper
Address
City, MT 59---

Gentlemen:

Section 2-7-521, MCA, requires that the attached Audit Publication Statement be published by a
ñewSÞáÞérõf gêiìéiãl¡tuulãäoñ. Wð cóñSîdéf tôuì;llewspapei tõ 6ö a nèwspapeiôf gôñéraf
circulation for the Big Sky County Water & Sewer District No. 363.

Will you please publish the enclosed Audit Publication Statement for the fiscal year ended June 30,
201 l. All publication costs are required by statute to be borne by the Big Sky County Water & Sewer
District No. 363, so please bill us for those costs.

Also enclosed for your information, as required by statute, is a complete copy of the audit report.
The audit report itself is not required by law to be published. Only the Audit Publication should be
published.

Thank you for your cooperation.

Sincerely,

Pages enclosed to be published - I page
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November 23,2011

Kay Gray
Montana DepaÍment of Administration
Local Government Services Bureau-Audit Review Program

P.O. Box 200547
Helena, MT 59620-0547

Dear Kay:

to December 31,201,1.

We are in the final stages of issuing the audit report.

Sincerely,

HOLMES & TURNER

Qo* @-
Rosie Barndt

cc: Big Sky County Water & Sewer Disttict*-/i,

f 283 NorìTrj 14rtì Sì-RF:ET,9urt'it iìOì
BOZEMAN, MON TAt{A 59"/ 15
(/JOrs.) 547 -4265
FAX (406) 546-31r r
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Big Sky County Water and Sewer District No. 363
Big Sky, Montana

We have audited the accompanying financial statements of the business-type activities and major fund of
Big Sky County Water and Sewer District No. 363 as of and for the year ended June 30, 201 1, which
collectively comprise the District's basic frnancial statements as listed in the table of contents. These

f,rnancial statements are the responsibility of Big Sky County Water and Sewer District No. 363's

management. 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 Støndards,
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 the signif,rcant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities and major fund of Big Sky County Water and

Sewer District No. 363 as of June 30,2011, and the respective changes in financial position and cash

flows thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated November 29
2011, on our consideration of the Big Sky County Water and Sewer District No. 363's internal control
over f,rnancial 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 frnancial reporting and compliance and the results of the testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That report is

an integral part of an audit performed in accordance with Government Auditing Standards and should be

considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 3 through 7 be presented to supplement the basic financial statements.
Such information, although not a part of the basic frnancial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied ceftain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance'

-1-
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November 29,2011
Big Sky County Water and Sewer District No. 363
Page2

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Big Sky County Water and Sewer District No. 363's financial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis
as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financial statements. The
schedule of expenditures of federal awards is the responsibility of management and was derived from
and relate directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

November 29,2011

HoLMES & TURNER
cERTIFtED tr"t'a Oa"Ot^to*ta

a-L-
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Management Discussion and Analysis
Fiscal Year 7lIl20I0 - 6130120II

The Big Sky County Water & Sewer District 363 is accounted for as a govefitmental entetprise. As a result, the

accounting is much the same as a for prof,rt organization with the exception of state and federal income tax. The

District is tax exempt. The basic financial statements produced by the District include the Statement of Net
Assets, Statement of Revenue, Expenses, and Changes in Fund Net Assets and Statement of Cash Flows. Each

statement contains vital financial information regarding the District's financial position and overall financial
stability. The statement of net assets contains the assets, liabilities, and fund equity. The statement of revenue,

expenses, and changes in fund net assets contain the detail of revenue sources and the detail of where the

revenue was expended to provide the water and sewer services to the District as well as the beginning net assets

and end of year net assets total. The statement of cash flows provides the detail of cash sources and uses for
operating activities, capital and related financing activities, and investing activities.

Assets/Liabilities
The total assets of the District decreased by 0.57%. This was primarily due to capital assets net of accumulated

depreciation decreasing from 543,419,610 to $42,866,485. The District added few new capital assets to the

asiet base due to the slowdown in development. The total liabilities of the District decreased 6.62% as a result

of debt service principal payments. The sewer capital assets of the District increased from $34,69I,820 to

534,979,5I8. The District added approximately $10,000 to the Inigation System, $57,000 to the Treatment

Plant, and$220,000 in Sewer Pond Improvements. The water capital assets increased from $18,101,907 to

$18,245,604. The District replaced old fire hydrants and spent approximately $55,000 on new fire hydrants' The

District also updated several computers and a copier in the amount of approximately $20,000. The District also

finished the well projects and closed out the contracts for Hidden Village Condominiums and Silverbow

Condominiums in the amount of approximately $29,000. The remainder was spent on meter equipment, a well

pump replacement and refurbishing the Sweetgrass Hills Water Tank. The District's other asset category

remained at $97,800 which is a note receivable from Farmhouse Partners for Plant Investment Fees.

The total long-term liabilities associated with the existing State Revolving Fund Loans of both systems

decreased from $ 16,2 42,153 to 514,929,929 (excluding current portion of debt). The District uses low interest

rate (3.75o/o-4.00%) loans from the State Revolving Loan Fund Program to finance both water and sewer

projects. The sewer projects were substantially completed in2004. The District continued sewer work on the

pond liner cover using funds from the Boyne Settlement agreement. The water system improvements are

ðontinuing with the State Revolving Loan of $5,000,000. At June 30, 2011 the loan balance available for use on

water projects was $141,521. The current liabilities of the District increased from52,528,577 to82,582,107

which includes a decrease in accounts payable to $374,469 from 5542,511 an increase in performance bonds

and retainage payable from $683,828 to 5704,679 and the increase in the curent porlion of long-term debt from

$1,302,238 to $1,447,380 af 6l30l20IL

2006-2007
Year

2007-2008
2008-2009
2009-2010

Total Assets

2010-201r

s41,593,123
$51,395,601
$51,949,681
s55,644,784

Growth Rate

s55,321,037

5.70%
7.99%
t.08%

Total Liabilities

7.rl%
-0.57%

$ 18,406,905

$19,987,097
$ 19,193,305

-J-

$ 18,950,880

s17,695,607

Growth Rate
r.07%
8.s8%
-397%
r.26%

-6.62%



Big Sky County Water & Sewer District
Management Discussion and Analysis

Operating Reven ue/Non-Operating Revenue
The total operating revenues of the District decreased to 52,319,863 from $2,397,265. The total sewer

operating revenue increased to $ 1,323,696 up $981 . The total water operating revenue decreased to 5996,167
down $78,383. The marginal increase in sewer revenues was due to a marginal increase in sewer usage. The

water revenue decrease was due to a0.47Yo decrease in usage and a $55,579 adjustment to current water
revenue for the Spanish Peaks 

'Water Facilities Operating Agreement. In addition, the Yellowstone Mountain
Club water system repaired leaks in their main lines which decreased the volume sold to the Club under the

water sale agreement. The District has a plant investment charge on the sewer plant but no plant investment
charge on the water system. The total non-operating revenue which includes plant investment charges, interest
income, tax receipts for bond payments and Resort Tax allocations, net of interest expenses and other non-
operating expenses of the District decreased to $1,015,754 from 51,628,629. The decrease is primarily due to
the gain on disposal of assets of $310,369 last fiscal year and a decrease in sewer plant investment charges from

$352,285 to $42,590. The District received $500,000 from the Big Sky Resort Tax Board for paying interest

and principal on two of the State Revolving Fund loans for the sewer filter building and another $32,648 for the

State Revolving Fund Loans for the Hidden Village water tank project. The Big Sky Resort Tax Board also

provided an additionat $35,000 for the Sewer Pond Rock Cover Project. The District also collected5956,776 in
general obligation bond tax receipts for payments on the State Revolving Fund Loans used to finance the water

tank, water meters, the new water projects and sewer treatment plant. The decrease in tax receipts is a result of
both tax appeals and refunds made to property that was taxed erroneously.

Fiscal Year 7ll/2010 - 6130/2011

2006-2007
Year

Operating Expenses/lr[on-Operating Expenses
The total operating expense for the District increased to $2,398,098 from $2,378,743. The total general and

administrative expense increased to 5412,798 from $401,135. The total sewer general and administrative
expense decreased to $186,855 from $201,818. Total sewer operation expense increased to $989,582 from
$948,558. The total water general and administrative expense increased to $206,908 from $198,531. The total
water operating expense decreased to $601,955 from $628,701. The total operating expense increased at arate
of 0.81%. In the non-operating expense category the main item is the interest expense on the State Revolving
Fund Loans. In fiscal 2010-2011 the District made principal payments in the amount of $1,328,000 with total
payments amounting to $1,976,955. The District paid $648,955 in interest on those loans. The other item in the

non-operating expense category was the Snowmaking Pilot Project. The expenses associated with that project
were off set in their entirety by contributions and grants to pay for the study.

2001-2008
2008-2009
2009-2010

Total Revenues

20t0-20rr

s4p24,499
$4,316,041

s4,338,448
s4,743,019
$3,986,600

Growth Rate
3.56%

-12.36%
0.52%

Total Expenses

9.33%
-r5.9s%

2006-2007
Year

$2.689.600

2007-2008

$2,898,1s0

2008-2009

$3,116,370

2009-2010

Total Operating Revenues

$3,095,868

2010-2011

$3,049,081

Growth Rate
-7.23%

s2.042.s36

7.20%

s2.03r.491

753%

s2,330.721

-0.66%

$2.397.26s

-t.5r%

s2.319.863

Growth Rate
r0.82%
-0.54%
14.73%

Total Ooeratins Exoenses

2.86%
-3.23%

s2.042.785

-4-

s2.246.848
s2.367.521
s2.318.743
$2,398,098

Growth Rate
-7.80%
9.90%
5.37%
0.47%
0.8t%



Big Sky County Water & Sewer District
Management Discussion and Analysis

Capital Assets
The District did not receive any donated capital assets this fiscal year. Donated capital assets are the water and

sewer extensions as well as other infrastructure required to install and complete new construction projects and

subdivisions within the District. All donated capital assets are acquired by the District through formal transfer

agreements recorded at the appropriate county office. The District is also given a one-year warcanty on these

assets in most cases, with a I}Yo of asset cost deposit made by the developer as warranty security. The
contributed assets are then recorded as either water or sewer assets on the books of the District and depreciated
accordingly. The recorded value of the asset is recognized as income in the year of acceptance.

The District's total net assets at June 30,2011 were $37,63I,424. The total amount includes 526,489,176
invested in capital assets, net of related debt, $10,401,035 in unrestricted assets which includes cash, and

S7 4I ,2I3 restricted cash for debt service. The total represents an increase of $93 7,5 1 9 over the prior fìscal year

total. The amount invested in capital assets, net of related debt increased by $613,957 due to asset additions and

debt reduction. The unrestricted portion increased by $1,034,422.The amount restricted for debt service

decreased to fi741,213 from $1,452,073 due to the extinguishment of the Boyne Annual Payment Fund. The last
payment from Boyne occumed last fiscal year and the funds were used for debt service and the pond liner cover.

Summary
The District's overall financial position remains stable with sufficient reserves and financing sources available
to fund both the operating and non-operating activities of the District. However, the District's sewer operating
revenue was again insufficient to cover all the sewer operating expenses in f,rscal 20I0-201i. The loss increased

from $28,229 to $59,140. There were a number of costly operating events that are not expected to re-occur.
The District will continue to closely monitor the sewer operations to achieve operating expense savings where
possible. The District's water department operating revenue was sufficient to cover operating expenses in fiscal
2010-2011. However, the $55,579 adjustment for the Spanish Peaks 

'Water Facilities Operating Agreement for
recognition of prior year's net revenue resulted in loss for the current fiscal year. The net operating loss for the

water department this fiscal year is $19,095. The District continues to believe that both regulatory and other
operating costs will increase for the District's water department over the next few years. The District also

believes that the water and sewer rates adopted effective July 1, 2008 and July 1,2009 should be sufficient to
cover operating expenses in the next fiscal year

Fiscal Year 7lll20l0 - 6130/2011

Rates
Fiscal Year
200s-2006
2006-2007

2007-2008
2008-2009

Water
Base

2009-20t0

st4.2s

20t0-20tt

sr4.2s

*Beginning in July of 2008 the water usage rates were tiered, 0-60,000 gallons, 60,000 to 90,000 gallons and
90,000 gallons andabove; 2008-2009 82.42,83.63,84.84; 2009-2010 82.49,83.74,84.99
l4/ater ønd sewer usage charges are for each thousand gallons metered or fraction of a thousand gallons. The

base charges are for one month of service for waler and sewer.

Growth
Rate

s14,2s
$14.89
$ 1s.46

0%

$ 1s.46

0%

Vy'ater

0%
4.49%

Usage

3.83%

$2.3s
$2.3s

0%

Growth
Rate

$2.3s
s2.42*
s2.49*

0%

s2.49*

0%

Sewer
Base

0%
2.98%

s22.04

2.89%

s22.04

0%

s22.04

Growth
Rate

$23.03
$23.91

0%

$23.91

0%

Sewer
Usase

0%
4.49%
3.82%

$3.8s
$3.8s

0%

Growth
Rate

-5-

$3.85
$4.81

$s.82

0%

$s.82

0%

0%
24.94%
21.00%

0%



Big Sky County \üater & Sewer District
Management Discussion and Analysis

The budget for fiscal 2010-201,1 at year-end had few significanf vaÅations. The overall operating loss of
578,235 was due to both the sewer department operating loss and the Spanish Peaks revenue adjustment noted

above. The sewer department was budgeted to earn $641; however, $59,140 was needed to balance the sewer

budget. The sewer department's budgeted revenue came in 1.77% below budgeted. Sewer operation expenses

came in 7.42% over budget. As a result, there was an overall loss for the sewer department. The water
department was budgeted to earn $3,839; however, $19,095 was needed to balance the water budget.

Administrative expenses for general administration, water administration and sewer administration all came in
under budget. The sewer operations expense as noted above was 7.42o/o over budget. The water operations
expense was below budget by 8.45%. The sewer expense variance was outside the acceptable variance of plus

or minus 5.}yo, however, the expenses which caused the variance are not expected to re-occur. Overall
operating expenses came in 1.64% below budget and the overall loss of $78,235 represents3.2lYo of total
budgeted operating expense.

Non-operating revenue budget variance was a negative 29.20% which was due to several factors. The first is
that the District budgeted $250,000 in capital contributions, there were none. The second was an error in
budgeting for tax receipts. The2010-2011 budget was not updated for additional contributions from the Resort

Tax Board as well as the contribution from the District from the Boyne Annual Fund Account. Third, the

interest income continued to decline because of the historically low interest rates. The District refunded sewer

tax receipts on parcels in Gallatin County. The funds were refunded to the property owners that were charged

erroneously and subsequently paid the tax. Gallatin County included properties in the taxing arcathat should
have been exempt. Gallatin County also had alarge number of tax appeals that resulted in tax reductions which
adversely impacted the overall tax receipts. As a result, the non-operating revenue budget included
approximately $600,000 in revenue that was not realized. Excluding the budget error, lack of capital
contributions, tax refundsiappeals and low interest rates the non-operating revenue was at an acceptable

variance.

The District has a total of seven State Revolving Fund Loans with an outstanding balance at f,rscal year-end of
516,377,309 including the current portion of the long-term debt. The District services the debt through bi-
annual payments funded through several sources. The three main sources are The Big Sky Area Resort Tax,
Plant Investment Fees (sewer only) and ad-velorem tax. The District currently has a commitment from the Big
Sky Area Resort Tax for two of the seven loans, $500,000 annually. For the other five loans the District applies

annually for funding of the State Revolving Fund Loans to the Big Sky Area Resort Tax. For fiscal2010-2011
the District secured 532,648 for the water debt service from the Resort Tax. The District used approximately

$400,000 in plant investment fees to service the debt. The Resort Tax Board allocated $250,000 in additional
debt service for fiscal 20II-2012. The District will contribute another $400,000 in plant investment fees toward
debt service in fiscal 20II-2012. To service the debt in the next fiscal year the District will decrease the mills
levied on water debt service from 25.37 mills to 2L63 mills and decrease the mills levied on sewer from 26.88

mills to 21.05 mills.

Fiscal Year 7ll/2010 - 613012011
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Big Sky County Water & Sewer District
Management Discussion and Analysis

The District did not make any additional draws on the existing sewer State Revolving Fund loan. The loan has a

balance available in the amount of 5273,137 . The District may use these funds for an updated aeration system
for the existing sewer ponds or sewer plant upgrades. The Pond Liner Project should be completed in 2011-
2012 using Plant Investment funds. The District's State Revolving Fund Loan for water system upgrades in the
amount of $5,000,000 was used to complete the connection to the water system of the new water wells in the
Meadow Village water system. The District drew atotal of $160,918 for water system projects during f,rscal

2010-2011. The balance on the water State Revolving Fund loan was $141,553 at fiscal year end. The District
intends on using the remaining funds to complete the water system upgrades. Based on the current funding and
expected future funding sources, the existing State Revolving Fund Loans will not impact planned future capital
outlays.

The District's current financial position is stable. There are no significant facts, decisions or conditions that are
expected to have a signif,rcant effect on the financial position of the District or results of water and sewer
operations.

Fiscal Year 7lll20l0 - 6130120ll
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LIABILITIES AND FLIND EQUITY

Current liabilities:
Accounts payable and accrued expenses

Performance bonds and retainage payable

Water reserve payable

Current portion of long-term debt

Total current liabilities

Long-term liabilities :

Deferred revenue
Compensated absences payable

General obligation bonds

Less: current portion of long-term debt

Total long-term liabilities

Total liabilities

Net assets:

Invested.in capital assets, net of related debt

Unrestricted
Restricted for debt service

Total fund equity

Total liabilities and fund equity

374,469
704,679

55,579

1,447,380

2,582,707

97,800

85,771

16,377,309
(1,447,380)

15,1 13,500

17,695,607

See accompanying notes to financial statements
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

FOR THE YEAR ENDED JUNE 3O,2OII

Operating revenues:

Sewer services
Water services

Total operating revenue

Operating expenses:

General and administrative:
Meetings
Directors' expense

Salaries
Payroll taxes and benefits

urilities
Janitorial and carpet services

Office supplies and expense

Telephone
Postage and shipping
Advertising
Insurance

Dues and subscriptions
Vehicle expense

Legal fees

Computer maintenance
Audit expense

Bank service charges

State annual filing fee

Miscéllaneous
Office building repair & maintenance

Education expenses

Total general and administrative

1,323,696

996,767

2,319,863

1,650

3,086

2r7,482
3r,724
5,034
1,104
9,939
5,763

9,400
22

99,054
1,340
4,299

3,671
4,829
8,522

53

890

T,L63

1,681

2,092

(continued)

See accompanying notes to financial statements
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BIG SKY COUNTY WATER & SEWER DISTRTCT NO. 363

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
(coNTINUED)

FOR THE YEAR ENDED JUNE 30, 2011

Operating expenses (Continued):

Sewer general and administrative:
Salaries and wages

Workers' compensation insurance

Payroll taxes and benefrts
Dues and subscriptions
Telephone

Office supplies
Education expense

Total sewer general and administrative

Sewer plant expense:

Fuel - equipment and vehicles
Vehicle repair and maintenance

Vehicle insurance
Utilities
Chemicals
Stream water quality monitoring
Waste water monitoring
Lab testing equipment
Compost supplies
Safety equipment
Discharge permit fees

Welding & welding supplies

Sewer repairs and maintenance

Treatment plant repairs and maintenance

Maintenance and repairs - building and grounds

Tools
Equipment rental
Jetting - sewer lines
Engineering
Miscellaneous
Depreciation expense

Total sewer plant expense

120,622

40,099

18,680

951
4,461

1,252

790

186,855

9,373

5,909
2,084

116,080

28,416
1,509

16,943
413

2,697

502
1,125

443

53,162

29,367

35,692

9,029
59

25,189
13,779

1,3 88

636,423

(continued)

See accompanying notes to f,rnancial statements
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FTIND NET ASSETS

(coNTTNUED)
FOR THE \'EAR ENDED JTINE 3O,2OIT

Operating expenses (Continued):

Water general and administrative:
Salaries and wages

Workers' compensation insurance

Payroll taxes and benefits
Dues and subscriptions
Telephone

Office supplies
Education expense

Public water supply fees

Total water general and administrative

Water plant expense:

Fuel - equipment and vehicles

Vehicle repair and maintenance

Vehicle insurance
Utilities
Chemicals
Lab fees

Safety equipment
Repairs and maintenance

Tools
Equipment rental
Special projects
Miscellaneous
Depreciation expense

Total water plant expense

Total operating expenses

Operating loss

132,180
41,122

20,052
3,156
6,083

173

338

3,804

206.908

8,069

7,777

2,064
138,518

549

7,582
73

69,630
5,893

1,539

70,761
1,403

348,097

(continued)

See accompanying notes to financial statements
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BIG SKY COLINTY WATER & SEWER DISTRICT NO. 363

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FI.IND NET ASSETS

(coNTINUED)
FOR THE YEAR ENDED JTINE 3O,2OII

Nonoperating revenues (expenses) :

Other nonoperating expenses

Other nonoperating revenue

Interest income

Tax receipts for bond payments

Plant investment charges

Resort tax revenue
Interest expense

Total nonoperating revenues (expenses)

Increase in net assets

Net assets, beginning of year

Net assets, end of year

(2,028)
10,360

89,360

956,779

42,590

567,648
(648,955)

1.015.754

937,519

36,693,905

37,631,424

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

Operating loss

Adjustments to reconcile operating loss to net cash

provided by operating activities:

Depreciation
(Increase) decrease in current assets:

Accounts receivable

Inventory
Prepaids

(Increase) decrease in cument liabilities:
Accounts payable and accrued expenses

Compensated absences payable

Water reserve payable

Net cash provided by operating activities

$ (78,235)

984,520

r09,295
1,262

(8,073)

(r49,655)
3,422

55,579
996,350

918

See accompanying notes to

-13-
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BIG SKY COUNTY WATER & SEWER DISTRICT NO.363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Big Sky County Water & Sewer District No. 363 (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 District was created by resolution by the Board of County Commissioners of Gallatin
County, Montana, and Madison County, Montana, on August 3,1993 and August 4,1993,
respectively. The District was created for the purpose of constructing, repairing, operating,
managing, maintaining, and acquiring a sanitary sewer facility on the West Fork of the West
Gallatin River, Gallatin County, Montana. The District acquired Lone Mountain Springs Water
District, as part of a settlement agreement reached with Boyne USA on JuIy 25,1997. The
District is governed by a Board of Directors elected by members of the District and establishes its

own budget independent of any other government entity so it is therefore considered to be a
primary government. The daily affairs of the District are conducted under the supervision of the

District's general manager. The District serves approximately 2,400 customers.

B. 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 repofted 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.

Big Sky County Water and Sewer District No. 363 has elected, as allowed inparagraphT of
Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting and
Financial Reportingfor Proprietary Funds and Other Governmental Entities that use

Proprietary Fund Accounting, not to follow Financial Accounting Standards Board (FASB)
pronouncements issued subsequent to November 30, 1989. Therefore, the District follows all
GASB pronouncements and FASB pronouncements issued on or before November 30, 1989,

unless those pronouncements conflict or contradict GASB pronouncements.

(continued)
-14-



BIG SKY COUNTY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Revenues and Expenses

Revenues and expenses are distinguished between operating and nonoperating 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 ofservices 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 nonoperating revenues
and expenses.

D. Water and Wastewater User Charges

Property owners are assessed sewer and water fees annually based on the number of single-
family equivalent units. Most of the accounts have been converted to a metering system. No
allowance has been made for uncollectible accounts because the District submits any delinquent
accounts to the County Treasurer for collection.

E. Use of Restricted/Unrestricted Net Assets

When an expense is incurred for purposes for which both restricted and unrestricted net assets are

available, the District's policy is to apply restricted net assets first.

F. Cash and Investments

The District is authorized by statute to invtst 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, repurchase

agreements, and the State Short-Term Investment Pool (STIP).

To minimize custodial 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. The District does not have a policy regarding concentration of credit risk in relation to its
investments.

For the purpose of the cash flow statement, cash and cash equivalents are considered to be cash

on hand, deposits in demand accounts and money market accounts.

G. Restricted Cash

According to a bond resolution, cash in the amount of $741,213 is restricted; this is the amount
that has accumulated in the Debt Service Fund. This restriction is for debt repayment.

(continued)
- 15-



BIG SKY COUNTY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

H. Inventory

Inventory is recorded at lower of cost

operating materials.

Internal Balances

Internal receivable and payable balances have been eliminated in the Statement of Net Assets.

J. Capital Assets

The District's capital assets are capitalized at historical cost or estimated historical cost.

Contributions of capital assets are recorded at lair market value when received. Depreciation of
capital assets is calculated using the straight-line method with estimated useful lives as follows:

(f,rrst-in, first-out) or market and consists primarily of

Office building
Water and sewer system and equipment
Vehicles
Computer equipment and software

Maintenance and repair costs are expensed as incurred. Replacements, which improve or extend

the life of a fixed asset, are capitalized. Proceeds received from government or other grantors,

for the purchase or construction of hxed assets, are credited to income. All interest costs

associated with new construction are capitalized.

K. Compensated Absences

Employees accrue vacation time at 10 hours per month (increasing to 12 hours per month after l0
years of service and up to 16 hours per month after 2l years of service) and sick leave at 8 hours

þei mònth. úpon termination, unused siCk time is paid at25%. Unused vàcation may not be

accrued beyond two times the annual amount. Excess time must be used within 90 days of the

next calendar year or be forfeited.

L. Net Assets

For the fiscal year ended June 30, 2004,the District adopted the provisions of GASB Statement

No. 34, Basic Financial Statements - and Management's Discussion ond Analysis -for State and

Local Governmenfs. Statement 34 established standards for external financial reporting for all

states and local governmental entities, which includes a statement of net assets, a statement of
revenues, expenses, and changes in fund net assets and a statement of cash flows.

It requires the classification of net assets into three components as described below:

¡ Invested in capital assets, net of related debt - This component of net assets consists of
capital assets, including restricted capital assets, net of accumulated depreciation and

reduced by the outstanding balances of any bonds or other borrowings that are

attributable to the acquisition, construction, or improvement of those assets.

(continued)
_t6-
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BIG SKY COUNTY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

L. Net Assets (continued)

Restricted - This component of net assets consists of restrictions placed on net assets as

a result of external constraints imposed by creditors (such as through debt covenants),
grantors, contributors, or laws or regulations of other governments or constraints imposed

by law through constitutional provisions or enabling legislation.
Unrestricted net assets - This component of net assets consist of net assets that do not
meet the definition of "restricted" or "invested in capital assets, net of related debt."

M. Tax Revenue

Property tax levies are set by the Counties according to the rates approved by the voters 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 Depaftment 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 ftxed 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 3l . 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 516 of lYo per

month from the time of delinquency until paid plus a penalty of ZYo. 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.

N. Budget

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

O. Use of Estimates

The preparation of the basic financial statements in conformity with generally accepted

accounting principles requires management to make estimates and assumptions that affect certain
repofted amounts and disclosures. Accordingly, actual results could differ from those estimates.

P. Tax Exempt Status

The District is a municipal corporation and, therefore, is not liable for federal and state income

taxes pursuant to Internal Revenue Code 501(c)(1).

-17-



BIG SKY COUNTY WATER AND SEWER DISTRICT NO. 363

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2011

2. CASH AND INVESTMENTS

As of June 30,2011, the carrying amount of the District's deposits (cash and interest-bearing money

market accounts) at local banks was $11,729,768 and the bank balance was $17,754,358. Of the

bank balance, $750,000 was covered by federal depository insurance and $11,004,358 was covered

by collateral held by the pledging bank's agent in the District's name'

At June 30,2}ll, the District's only investment was in the Montana Short-Term Investment Pool
(STIP). STIP was created by the State of Montana Board of Investments to allow qualifying funds,
per sections l7-6-201,202 and204,}dCA, to participate in a diversified pool. The carrying amount

of this investment as of June 30,2011 was $1,638.

At the time that this report was issued, the following information was available regarding this

investment as of June 30,2011:

GASB 31

According to GASB Statement No. 31 , Accounting and Financiøl Reportingfor Certain Investments
\-- and External Investment Pools, STIP is considered an external investment pool. An external

' investment pool is defined as an arrangement that pools the monies of more than one legally separate

entity and invests on the participant's behalf in an investment portfolio. STIP is also classified as a

"2a7 -like" pool. A 2a7 -like pool is an external investment pool that is not registered with the

Security and Exchange Commission (SEC) as an investment company, but has a policy that it will,
and does, operate in a manner consistent with the SEC's Ptule 2a7 of the Investment Company Act of
1940. If certain conditions are met,2a7-like pools are allowed to use amofüzed cost rather that fair
market value to report net assets and to compute unit values. The Board of Investments has adopted

a policy to treat STIP as a2a7-like pool and to utilize an amortized cost unit value rather than fair
value to report net assets.

GASB 40

Effective June 30, 2005, the State of Montana Board of Investments implemented the provisions of
GASB Statement No. 40 - Deposit and Investment Risk Disclosures. The unaudited financial

statements as of June 30,2011 and 2010 have disclosures pertaining to STIP's exposure to credit

risk, custodial credit risk, concentration of credit risk, interest rate risk, and legal and credit risk.

Although the STIP investments have been rated by investment security type, STIP, as an external

investment pool, has not been rated'

Security Lending

STIP is eligible to participate in securities lending. Securities lending transactions for fiscal year

20ll are disclosed in STIP's financial statements'

An unaudited copy of the STIP fiscal year20ll financial statements is available online at

www. investmentmt.com/Pro grams/STIP Pro qram.

-18-



BIG SKY COUNTY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

3. CHANGES IN CAPITAL ASSETS

Balance
7lll10

Capital assets not being depreciated:
Land $ 1,0i4,689
Land easements 58,117
Sewer construction in progress 59,265
Water construction in progress ll3.3l7

Total capital assets not
being depreciated

Capital assets being depreciated:
Offlrce building 518,259
Sewer infrastructure 33,099,607
Water infrastructure 17 ^930.473

Total capitalassets
being depreciated

Accumulated depreciation
Net depreciable capital assets

Total capital assets

Additions

*:

5.000

5.000

287,697
138.698

426,395
(984.s20)
(558.12s)

$J553-r2Ð

1.245.3 88

' As of June 30,2011, approximately $1,313,204 of interest has been capitalized as capital assets.

4. OUTSTANDING DEBT

Retirements

$

The following is a summary of long-term debt at June 30, 2011:

General obligøtion bonds

4%o State Revolving Loan #1 dated May 28,1996 for
$5,513,000 with the Department of Natural Resources

and Conservation of the State of Montana under the

Wastewater Treatment Works Revolving Fund
Program, for the design, construction, and install-
ation of mandated improvements to the District's
wastewater treatment system, satisfying the Interim
Action Work Plan mandated by the Montana Water

Quality Bureau, Payable in 33 semi-annual install-
ments of approximately 5232,000 until January 1,2013.

5r,548,339
(9.374.tt7\
42.t74.222

$43,,{ t9-61_0

Transfers

$

(59,265)
(.t13.3t7)

(172.582\

Balance
6l30lr1

$ 1,014,689
58,1 17

5.000

r.077.806

518,259
33,446,569
18.182.488

52,147,316
(10.3s8.637)

41.788,679

$42Jéét85

59,265
113.317

172,582

172.582

s-s-

(continued)
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BIG SKY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

4. OUTSTANDING DEBT (Continued)

4%o State Revolving Loan#Z dated December I I, 1997
for $417,000 with the Department of Natural Resources
and Conservation of the State of Montana under the Waste-
water Treatment Works Revolving Fund Program; for
wastewater treatment system; payable in 30 semi-annual
installments of approximately $19,000 until
January 1,2013.

4o/o State Revolving Fund (DNRC Revolving Loan Program)
Series 2002 dated September 24,2002 for $7,000,000 for
the purpose of constructing a wastewater treatment plant.
Payable in 40 semi-annual installments of approximately
$256,000 until July 1,2023.

4%o State Revolving Fund (DNRC Drinking Water Revolving
Loan Program) Series 2002 dated September 24,2002for
$534,000 for the purchase and installation of water meters.
Payable in 42 semi-annual installments of approximately
$20,000 until July 1,.2023.

3.7 5% State of Montana General Obligation Bonds, Waste-
water Revolving Fund Program totaling $6,500,000, dated
October 1,2003 to finance construction of the water
treatment plant. Payable in 40 installments of approximately
$232,000 until July 1,2023. Amount advanced at June 30,
2010 was 56,226,862.

4o/o State Revolving Fund (DNRC Drinking Water Revolving
Loan Program) Series 2003 dated iÙl4ay 20,2003 for the con.
struction of a water tank. Total loan commitment of $1,966,000.
Payable in 42 semi-annual installments of approximately
$72,000 until July l, 2024.

3.75% State Revolving Fund (DNRC Drinking Water Revolving
Loan Program) Series 2007 dated August 17,2007 for improvements
to the District's water system. Total possible loan commitment of
$5,000,000; amount advanced as of June 30,2010 was $4,697,529.
Payable in 40 semi-annual installments of approximately $171,000
until January 1,2028.

Total

71,000

4,996,000

381,000

4,330,862

I,488,000

(continued)
-20-
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BIG SKY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

4. OUTSTANDING DEBT (Continued)

The general obligation bonds are to be repaid semi-annually through 2024 with resort tax revenue

appropriated to the District, a mill levy approved in 2004, District plant investment charges, and
operating revenue and reserves. The appropriation will not exceed the lesser of $500,000 or 50% of
the total amount of the annual resort tax revenue collected in any f,rscal year.

Amounts
Balance Balance Due within
6130110 Additions Reductions 6130/ll One Year

Bonds payable:
State Revolving Loan #1 g 1,297,000 $ - $ (415,000) $ 882,000 $ 433,000
State RevolvingLoan#2 105,000 - (34,000) 71,000 35,000
SRF Treatment Plant 5,299,000 - (303,000) 4,996,000 315,000
SRF Water Meters 404,000 - (23,000) 381,000 24,000
SRF Water Tank 1,569,000 - (81,000) 1,488,000 85,000
GO Bonds Treatment Plant 4,614,862 - (284,000) 4,330,862 278,313
SRF Water System Improvements 4.255.529 160.918 (188.000) 4.228^447 191.296

Total bonds payable

Compensated absences

Total long-term liabilities

Debt service requirements at June 30,2011, were as follows:

17,544,39L

Year Ended
June 30.
2012
2013
20t4
2015
2016
2017-2021
2022-2026
2027-2028
Total

82.349 3.422

SY$6J49 S_lÉ4349 $GJ28J00) $lé11é3*080 $1-447J80

t60,918 (1,328,000) 16,377,309 r,361,609

Principal
1,361,609
1,414,383

964,832
1,001,979
1,040,849
5,951,663
4,283,390

458.604
$f63J1;!9

85.771 85.771

Interest
623,442
569,627
518,719
481,052
441,901

7,566,411
432,505
20.272

sAsfipn

(continued)
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BIG SKY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

4. OUTSTANDING DEBT (Continued)

Sewer Svstem General Oblisation Bonds - Debt Restrictions

a. The District must establish a debt service fund for money to be set aside to pay the debt of the
SRF loan.

b. Liability insurance must be carried.
c. All fund properties, buildings, equipment, and fixtures must be adequately insured with a

reputable carrier.
d. The District must maintain adequate accounting records.
e. The District may invest money in securities, which are fully and unconditionally guaranteed.

f. The Sewer Fund must be audited on an annual basis.

The District was in compliance with the bond covenants at June 30, 201 1.

5. DEFERRED REVENUE

On October 6,1997, the District entered into an agreement with Farmhouse Partners - Big Sky
Limited Partnership to defer the payment of plant investment charges. Interest is paid at a rate of l-
4%o annually until December 31,2012 at which time the principal will be paid. The principal balance
ofthis note is offset by deferred revenue.

Changes in deferred revenue were as follows:

Farmhouse

6. NET ASSETS = RESTRICTED

Net assets are restricted as follows:

Restricted for debt service

Balance
6t30lr0

97,800

Revenue
Additions Recognized

Balance
6l30trt

97,800

s_J4t2t3
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BIG SKY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

7, EMPLOYEE BENEFIT PLANS

Public Employees' Retirement System (PERS)
All District employees are provided pension benef,rts by this multi-employer plan. Funding is
provided by participating units of government and their covered employees. As of July 1,2009,the
District is required to contributeT.07Yo of members' compensation, which was $35,132 and$.35,342
for the f,rscal years ended June 30, 20Il and 2010, respectively. As of July 1,2007, the District was
required to contribute 6.935Yo of members' compensation, which was $40,145 for the year ended

June 30, 2009. Plan members are required to contribute 6.9%o of their compensation, which was

$34,288, 534,492, and $39,943 for the years ended June 30, 2011,2070, and2009, respectively. The
State is required to contribute ,lo/o of members' compensation, which was $497, $500, and $579 for
the years ended June 30, 2011,2010, and2009, respectively. One hundred percent of required
contributions were made for all three years.

Allfull-time District employees participate in one of two statewide cost-sharing multiple-employer
retirement benefit plans administered by the Public Employees Retirement Division (PERD).

Contributions to the two plans are as required by State statute. Financial information for the two
plans is reported in the Public Employees' Retirement Board's published Comprehensive Annual
Financial Report for the fiscal year end. It is available from PERD at 100 North Park Avenue, Suite

220,P.O. Box 200131, Helena, MT 59620-0131. The authority to establish, amend and provide cost

of living adjustments to the plans is assigned to the State legislature. The authority to establish and

amend contribution rates to the plans is also assigned to the State legislature.

Defined Benefit Retirement Plan (DBRP) - Participants become eligible for benefits after age 60 and

5 years ofservice, after age 65 regardless ofservice, or 30 years ofservice regardless ofage. The

benefit is 1/56 of the final compensation for each year of credited service, paid as a modifred cash

refund annuity. A participant is eligible for early retirement benefits after age 50 and 5 years of
service or after 25 year of service regardless of age. Rights become vested after 5 years of service.

Defined Contribution Retirement Plan (DCRP) - Participants may elect the defined contribution
plan, in which the contributio4s into the plan are known, but the benefrt is not, The retirement

benefit received is based upon account balance, which is determined by contributions made plus

investment eamings, or losses, less administrative costs. Employees become vested in the employer's
contributions after 5 years of service and become vested in the employee's contributions
immediately.

Deferred Compensation Plan
In February 2009,the District entered into an agreement with the Montana Public Employees'
Retirement Board to allow its employees to participate in the State of Montana 457 Defened
Compensation Plan (Plan). The Plan is sponsored by the Montana Public Employees' Retirement
Board and is authorized by Internal Revenue Code Section a57þ) and is subject to specifìc Internal
Revenue Service laws and requirements.

During the fiscal year ended June 30, 20i 1 the maximum contribution that the employees could

make to the Plan was $16,500. The District contributes 6.2o/o of eaçh participant's wages.

During the hscal years ended June 30, 20lI and 2010, the District contributed $27 ,559 and $28,343
respectively to the plan and the employees contributed 538,227 and 537 ,726 respectively to the plan.
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BIG SKY WATER AND SEWER DISTRICT NO. 363
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

8. COMMITMENTS AND CONTINGENCIES

Risk Management

The District faces a considerable number of risks of loss, including a) damage to and loss of property
and contents, b) employee torts, c) professional liability (i.e. errors and omissions), d) environmental
damage, and e) workers' compensation (i.e., employee injuries).

The District participates in a risk pool, which provides general liability insurance, auto liability
insurance, crime/bond coverage, errors and omissions insurance, and property insurance. This pool
purchases commercial insurance to cover the members' risks; the District does not assume the
liabilities of other entities.

Workers' compensation insurance coverage is provided through a commercialpolicy.

Yellowstone Mountain Club Agreement

On March 28,2001, the District signed an agreement with the Yellowstone Mountain Club and other
related entities owned by a developer for the sale of water, treatment of wastewater, and right to use

land for the storage and disposal of treated wastewater. The District shall have the right to dispose

up to 160,000,000 gallons of treated wastewater per year on land owned by the developer in
exchange for a capital asset commitment of approximately $ l8 million. The developer will construct
storage ponds and a golf course irrigation system totaling approximately $6.6 million.
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Federal g¡antorÆrog¡am title

Office of Water, Environmental Protection Agency
Passed through Montana Department of

Natural Resources and Conservation:

State Revolving Fund (DNRC Wastewater
Revolving Loan Program Series 2003) -

Wastewater Treatment Plant

NOTE 1. BASIS OF PRESENTATION

BIG SKY COLINTY WATERAND SEWER DISTzuCTNO.363
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 3O,2OII

The schedule ofexpenditures offederal awards includes the federal grant activity ofthe
Big Sþ County Water and Sewer District No. 363 and is presented on the accrual basis

of accounting. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and
Non-pr ofit Or ganizatio ns.

NOTE 2. LOANS OUTSTANDING

Federal Pass-through

CFDA Entifyldentifying
Number Number

The Disfrict had the following loan balance outstanding at June 30, 2010 and201l.
This loan balance outstanding is also included in the federal expenditures presented

in this schedule.

66.458 SRF C-301184-04 $ 6,500,000 $ 4,614,862

Total Loan
Amount

Office of Water, Environmental Protection Agency
Passed through Montana Department of

Natural Resources and Conservation:

State Revolving Fund (DNRC Wastewater

Revolving Loan Program Series 2003) -
Wastewater Treatment Plant

Federal

Expenditures

Prosram Title
Federal CFDA

Number

Outstanding
Amount

at 6130ll0

Outstanding
Amount

at 6l30lll

66.4s8 $ 4,614,862 S 4,330,962
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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
Big Sky County Water and Sewer District No. 363

Big Sky, Montana

We have audited the financial statements of the business-type activities and major fund of Big Sky

County Water and Sewer District No. 363 (District) as of and for the year ended June 30, 201 1 , which

collectively comprise the Big Sky County Water and Sewer District No. 363's basic financial statements

and have issued our report thereon dated November 29,201 1. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Big Sky County Water & Sewer District No. 363's

internal control over financial reporting as a basis for designing our auditing procedures for the purpose

of expressing our opinions on the flrnancial statements, but not for the purpose of expressing an opinion

on the effectiveness of Big Sky County Water & Sewer District No. 363's internal control over financial

reporting. Accordingly, we do not express an opinion on the effectiveness of Big Sky County Water &
Sewer District No. 363's internal control over fltnancial reporting'

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 weqkness is a defrciency, 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.

Our consideration of intemal control over financial reporting was for the limited purpose described in the

first paragraph of this section and was not designed to identify all deficiencies in internal control over

financial reporting that might be deficiencies, signihcant deficiencies, or material weaknesses. We did

not identify any deficiencies in internal control over financial reporting that we consider to be material

weaknesses, as defìned above.
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November 29,2011
Board of Directors
Page two

Comoliance and Other Matters

As part of obtaining reasonable assurance about whether Big Sky County Water & Sewer District No.

363's financial statements are free of material misstatement, we performed tests of its compliance with

certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could

have a direct and material effect on the determination of financial statement amounts. However,

providing an opinion on compliance with those provisions was not an objective of our audit and,

accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards'

This report is intended solely for the information and use of management, the Board of Directors, others

within the entity, and federal awarding agencies and pass-through entities and is not intended to be and

should not be used by anyone other than these specified parties.
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November 29,2011

HoLMES & TURNER
CERT¡F¡ED PUBLìC ACCOUNTANTS
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INDE,PENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD FIAVE A DIRECT AND MATEzuAL EFFECT ON EACH MAJOR PROGRAM AND ON

INTE,RNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR 4.133

To the Board of Directors
Big Sky County Water and Sewer District No' 363

Big Sky, Montana

Compliance

We have audited Big Sky County Water and Sewer District No. 363's compliance with the types of
compliance requirements described inthe OMB Circular A-133 Compliance Supplement that could have

a dirèct and máterial effect on its major federal program for the year ended June 30, 201 1. Big Sky

County Water & Sewer District No. 363's major federal program is identified in the summary of
auditor's results section of the accompanying schedule of findings and questioned costs. Compliance

with the requirements of laws, regulations, contracts, and grants applicable to its major federal program

is the responsibility of Big Sky County Water & Sewer District No. 363's management' Our

responsibility is to express an opinion on Big Sky County Water & Sewer District No. 363's compliance

based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the

United States of America; the standards applicable to financial audits contained in Government Auditing

Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizatio,r¿s. Those standards and OMB Circular A-133

require that we plan and perform the audit to obtain reasonable assurance about whether nonoompliance

wiih the types olcompliánce requirements referred to above that could have a direct and material effect

on the -u¡ó. federal pìog.u* occurred. An audit includes examining, on a test basis, evidence about Big

Sky County Water 8r Sewer District No. 363's compliance with those requirements and performing such

other procedures, as we considered necessary in the circumstances. We believe that our audit provides a

reasoñable basis for our opinion. Our audit does not provide alegal determination of Big Sky County

water & Sewer District No. 363's compliance with those requirements.

In our opinion, Big Sky County Water & Sewer District No. 363 complied, in all material respects, with

the comþliance requirements referred to above that are applicable to its major federalprogram for the

year ended June 30, 2011.
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November 29,2011
Board of Directors
Page two

Internal Control over Compliance

Management of the Big Sky County Water & Sewer District No. 363 is responsible for establishing and

maintãining effective intemal control over compliance with the requirements of laws, regulations,

contracts, and grants applicable to federal programs. In planning and performing our audit, we

considered nig Stcy County Water & Sewer District No. 363's internal control over compliance with the

requirements that could have a direct and material effect on a major federal program to determine the

uuàiting procedures for the purpose of expressing our opinion on compliance and to test and report on

internaicontrol over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not

.*þ."r, añ opinion on the effectiveness of Big Sky County Water & Sewer District No. 363's internal

control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over

"o-pliunr" 
does not allow management or employees, in the normal course of performing their assigned

funciions, to prevent, or detect and comect, noncompliance with a type of compliance requirement of a

federal progrã- on a timely basis. I material weakness in internal control over compliqnce is a

defrciency, or combination of deficiencies, in intemal control over compliance, such that there is a

reasonabie possibility that material noncompliance with a type of compliance requirement of a federal

program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of intemal control over compliance was for the limited purpose described in the first

paragraph of this section and was not designed to identify all deficiencies in internal control over

"o-f 
tiun"" that might be deficiencies, significant deficiencies, or material weaknesses. We did not

idenìify any def,rciencies in intemal control over compliance that we consider to be material weal*tesses,

as defined above.

This report is intended solely for the information and use of management, the Board of Directors, others

within the entity, and federai awarding agencies and pass-through entities and is not intended to be and

should not be used by anyone other than these specified parties.

f4 ,ru**-
November 29,2011
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HoLMES & TURNER
CERTIFìEÞ PUBLIC ACçOUNTANTS
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BIG SKY COUNTY WATER AND SEWER DISTzuCT NO. 363

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Summarv of auditor's results

1. The auditor's report expresses an unqualified opinion on the financial statements of Big Sky

Counfy Water and Sewer District No. 363.

2. No instances of noncompliance material to the financial statements of Big Sky County Water and

Sewer District No. 363 were disclosed during the audit.

3. The auditor's repoft on compliance for the major federal award programs for Big Sky County

Water and Sewer District No. 363 expresses an unqualified opinion on all major federal programs.

5. There were no audit findings relating to major programs that are required to be reported in

accordance with Section 510(a) of OMB Circular A-133.

6. The auditee's major program is as follows:

Office of Water, Environmental Protection Agency
Passed-through Montana Department of Natural Resources and Conservation
State Revolving Fund (DNRC Wastewater Revolving Loan Program Series

2003) - Wastewater Treatment Plan
CFDA #66,458

7. The $300,000 threshold was used in distinguishing between Type A and Type B programs.

8. Big Sky County Water and Sewer District No. 363 was determined to be a low-risk auditee.
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BIG SKY COUNTY WATER AND SEWER DISTzuCT NO. 363

CURRENT STATUS OF PzuOR YEAR RECOMMENDATIONS
FORTHE YEAR ENDED JUNE 3O,2OIT

There were no findings, questioned costs, or reportable conditions for the year ended June 30, 201 1.
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