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This representation letter is provided in connection with your audit of the financial statements of 

Big Sky County Water & Sewer District No. 363 (the District), which comprise the respective 

financial position of the District as of June 30, 2018, and the respective changes in financial 

position and cash flows for the year then ended, and the related notes to the financial statements, 

for the purpose of expressing an opinion as to whether the financial statements are presented 

fairly, in all material respects, in accordance with accounting principles generally accepted in the 

United States of America (U.S. GAAP).  

Certain representations in this letter are described as being limited to matters that are material. 

Items are considered material, regardless of size, if they involve an omission or misstatement of 

accounting information that, in light of surrounding circumstances, makes it probable that the 

judgment of a reasonable person relying on the information would be changed or influenced by 

the omission or misstatement. An omission or misstatement that is monetarily small in amount 

could be considered material as a result of qualitative factors.  

We confirm, to the best of our knowledge and belief, as of December 13, 2018, the following 

representations made to you during your audit. 

 

Financial Statements  

 

1) We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter 

dated August 13, 2018, including our responsibility for the preparation and fair presentation 

of the financial statements in accordance with U.S. GAAP and for preparation of the 

supplementary information in accordance with the applicable criteria. 

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

GAAP and include all properly classified funds and other financial information required by 

generally accepted accounting principles to be included in the financial reporting entity.  

3) We acknowledge our responsibility for 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 error. 

4) We acknowledge our responsibility for the design, implementation, and maintenance of 

internal control to prevent and detect fraud. 

5) Significant assumptions we used in making accounting estimates, including those measured 

at fair value, are reasonable.  

6) Related party relationships and transactions, including revenues, expenditures/expenses, 

loans, transfers, leasing arrangements, and guarantees, and amounts receivable from or 

payable to related parties have been appropriately accounted for and disclosed in accordance 

with U.S. GAAP. 
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7) We are in agreement with the adjusting journal entries you have proposed, and they have 

been posted to the accounts. 

8) Adjustments or disclosures have been made for all events, including instances of 

noncompliance, subsequent to the date of the financial statements that would require 

adjustment to or disclosure in the financial statements.  

9) We are not aware of any pending or threatening litigation, claims, or assessments or 

unasserted claims or assessments that are required to be accrued or disclosed in the financial 

statements, and we have not consulted a lawyer concerning litigation, claims, or assessments.  

10) Guarantees, whether written or oral, under which the District is contingently liable, if any, 

have been properly recorded or disclosed. 

 

Information Provided 

 

11) We have provided you with: 

a) Access to all information, of which we are aware, that is relevant to the preparation and 

fair presentation of the financial statements, such as records, documentation, and other 

matters.  

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

c) Unrestricted access to persons within the District from whom you determined it necessary 

to obtain audit evidence. 

d) Minutes of the meetings of the Board of Directors or summaries of actions of recent 

meetings for which minutes have not yet been prepared.  

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

the financial statements.  

13) We have disclosed to you the results of our assessment of the risk that the financial 

statements may be materially misstated as a result of fraud. 

14) We have no knowledge of any fraud or suspected fraud that affects the District and 

involves—  

• Management, 

• Employees who have significant roles in internal control, or 

• Others where the fraud could have a material effect on the financial statements. 

15) We have no knowledge of any allegations of fraud or suspected fraud affecting the District’s 

financial statements communicated by employees, former employees, regulators, or others.  

16) We have no knowledge of instances of noncompliance or suspected noncompliance with 

provisions of laws, regulations, contracts, or grant agreements, or abuse, whose effects 

should be considered when preparing financial statements.  

17) We have disclosed to you all known actual or possible litigation, claims, and assessments 

whose effects should be considered when preparing the financial statements.  

18) We have disclosed to you the identity of the District’s related parties and all the related party 

relationships and transactions of which we are aware. 

 

Government-specific 

 

19) There have been no communications from regulatory agencies concerning noncompliance 

with, or deficiencies in, financial reporting practices. 
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20) We have identified to you any previous audits, attestation engagements, and other studies 

related to the audit objectives and whether related recommendations have been implemented. 

21) The District has no plans or intentions that may materially affect the carrying value or 

classification of assets, deferred outflows of resources, liabilities, deferred inflows of 

resources, and fund balance or net position. 

22) We are responsible for compliance with the laws, regulations, and provisions of contracts and 

grant agreements applicable to us, including tax or debt limits and debt contracts, and legal 

and contractual provisions for reporting specific activities in separate funds. 

23) We have identified and disclosed to you all instances that have occurred or are likely to have 

occurred, of fraud and noncompliance with provisions of laws and regulations that we 

believe have a material effect on the financial statements or other financial data significant to 

the audit objectives, and any other instances that warrant the attention of those charged with 

governance. 

24) We have identified and disclosed to you all instances that have occurred or are likely to have 

occurred, of noncompliance with provisions of contracts and grant agreements that we 

believe have a material effect on the determination of financial statement amounts or other 

financial data significant to the audit objectives. 

25) We have identified and disclosed to you all instances that have occurred or are likely to have 

occurred, of abuse that could be quantitatively or qualitatively material to the financial 

statements or other financial data significant to the audit objectives. 

26) There are no violations or possible violations of budget ordinances, laws and regulations 

(including those pertaining to adopting, approving, and amending budgets), provisions of 

contracts and grant agreements, tax or debt limits, and any related debt covenants whose 

effects should be considered for disclosure in the financial statements, or as a basis for 

recording a loss contingency, or for reporting on noncompliance. 

27) As part of your audit, you assisted with preparation of the financial statements and related 

notes. We acknowledge our responsibility as it relates to those nonaudit services, including 

that we assume all management responsibilities; oversee the services by designating an 

individual, preferably within senior management, who possesses suitable skill, knowledge, or 

experience; evaluate the adequacy and results of the services performed; and accept 

responsibility for the results of the services. We have reviewed, approved, and accepted 

responsibility for those financial statements and related notes.  

28) The District has satisfactory title to all owned assets, and there are no liens or encumbrances 

on such assets nor has any asset been pledged as collateral. 

29) The District has complied with all aspects of contractual agreements that would have a 

material effect on the financial statements in the event of noncompliance. 

30) The financial statements properly classify all funds and activities in accordance with 

GASB Statement No. 34 . 

31) Components of net position (net investment in capital assets; restricted; and unrestricted) are 

properly classified and, if applicable, approved. 

32) Investments, derivative instruments, and land and other real estate held by endowments are 

properly valued. 

33) Provisions for uncollectible receivables have been properly identified and recorded. 

34) Expenses have been appropriately classified in or allocated to functions and programs in the 

statement of activities, and allocations have been made on a reasonable basis. 
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35) Revenues are appropriately classified in the statement of activities within program revenues, 

general revenues, contributions to term or permanent endowments, or contributions to 

permanent fund principal. 

36) Deposits and investment securities and derivative instruments are properly classified as to 

risk and are properly disclosed. 

37) Capital assets, including infrastructure and intangible assets, are properly capitalized, 

reported, and, if applicable, depreciated. 

38) We have appropriately disclosed the District’s policy regarding whether to first apply 

restricted or unrestricted resources when an expense is incurred for purposes for which both 

restricted and unrestricted net position is available and have determined that net position is 

properly recognized under the policy. 

39) We acknowledge our responsibility for the required supplementary information (RSI). The 

RSI is measured and presented within prescribed guidelines and the methods of measurement 

and presentation have not changed from those used in the prior period. We have disclosed to 

you any significant assumptions and interpretations underlying the measurement and 

presentation of the RSI. 

 

Signature:    

Title:  General Manager  

 



Big Sky County Water & Sewer District No. 363
Year End: June 30, 2018

Report trial balance

Date:  7/1/2017  To  6/30/2018

Number    Date    Name    Account No    Reference Annotation Debit Credit Recurrence Misstatement

AJE.01 6/30/2018 Current Portion of LT Debt 2090 1,182,000.00

AJE.01 6/30/2018 SRF Loan # 03097 Trmt.Plt 2202 416,000.00

AJE.01 6/30/2018 SRF Loan # N WRF-03045 Water 2203 32,000.00

AJE.01 6/30/2018 SRF Loan WRF 03050 Water 2204 113,000.00

AJE.01 6/30/2018 SRF Loan # 04116 Trmt Plnt 2205 358,000.00

AJE.01 6/30/2018 SRF-Loan WRF-08109 Water 2206 263,000.00

To record current portion of

long-term debt.

AJE.02 6/30/2018 Pension Deferred Outflows 1219 7,175.00

AJE.02 6/30/2018 Pension Deferred Outflows 1219 39,827.00

AJE.02 6/30/2018 Pension Deferred Outflows 1219 28,688.00

AJE.02 6/30/2018 Pension Deferred Outflows 1219 70,072.44

AJE.02 6/30/2018 Pension Deferred Outflows 1219 56,998.18

AJE.02 6/30/2018 Pension Defered Inflows 2040 818.00

AJE.02 6/30/2018 Pension Defered Inflows 2040 2,379.00

AJE.02 6/30/2018 Net Pension Liability 2101 247,117.00

AJE.02 6/30/2018 Net Pension Liability 2101 291,368.00

AJE.02 6/30/2018 Pension Grant Income 3049 630.00

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) 5495 44,251.00

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) 5495 1,561.00

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) 5495 5,617.56

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) 5495 22,542.99

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) 5495 630.00

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) - Sewer 5496 13,139.15

AJE.02 6/30/2018 Annual Pension Expense (GASB 68) - Water 5497 21,316.04

To record pension related items.

1,609,065.18 1,609,065.18

Net Income (Loss) 2,182,080.08

Preparer Reviewer 2nd Reviewer

12/13/2018 MC

1:23 PM 11/18/2018 GAC 1. 2.  3
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INDEPENDENT AUDITOR'S REPORT

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

We have audited the accompanying financial statements of Big Sky County Water & Sewer District No. 363,
which comprise the Statement of Net Position as of June 30, 2018 and the related Statement of Revenues,
Expenses and Changes in Net Position, and Cash Flows for the year then ended, and the related notes to the
financial statements.

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 error.

Auditor's Responsibility

Our responsibility is to express an opinion 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 Governmental 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 opinion.

1

holmes  & turner
   A PROFESSIONAL CORPORATION 

C E RT I F I ED  P U B L I C  A C C O U N T A N T S  
M EM BE RS  O F  C P A  A S S O C I A T E S  I NT ER N A T I O N A L ,  I NC .  

12 8 3  N O R T H  1 4 T H  A V E NU E ,  S U I T E  20 1  
BO ZEM A N,  M O N T A NA  5 9 71 5  
(4 0 6 ) 58 7 - 42 6 5
FA X  (4 0 6 )  58 6 - 31 1 1



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Big Sky County Water & Sewer District No. 363 as of June 30, 2018, and the results of its
operations and its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

Prior Period Financial Statements

The financial statements of Big Sky County Water & Sewer District No. 363 as of June 30, 2017, were
audited by other auditors whose report dated December 19, 2017, expressed an unmodified opinion on those
statements.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and pension schedules on pages 3-8 and 41-43, respectively, be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Reporting Required by Governmental Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 13, 2018
on our consideration of Big Sky County Water & Sewer District No. 363’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 Big Sky County Water & Sewer
District No. 363’s internal control over financial reporting and compliance.

Holmes & Turner
Bozeman, Montana
December 13, 2018
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF NET POSITION

JUNE 30, 2018 AND 2017

2018 2017

ASSETS

Current assets

Cash and cash equivalents $ 16,468,110 $ 14,884,846

Investments 1,697 1,672

Accounts receivable, net 668,574 664,647

Prepaid expenses 8,822 7,095

Water meter inventory 139,646 171,698

Total current assets 17,286,849 15,729,958

Noncurrent assets

Restricted cash and cash equivalents 658,361 593,908

Nondepreciable capital assets 1,119,806 1,113,806

Depreciable capital assets, net 40,966,295 41,456,118

Total noncurrent assets 42,744,462 43,163,832

Total assets 60,031,311 58,893,790

DEFERRED OUTFLOWS OF RESOURCES

Montana Public Employees Retirement System $ 132,688 $ 70,072

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF NET POSITION

JUNE 30, 2018 AND 2017

2018 2017

LIABILITIES

Current liabilities

Accounts payable and accrued expenses $ 254,685 $ 187,272

Performance bonds and retainage payable 2,028,468 1,948,682

Water reserve payable - 26,788

Current portion of long-term liabilities 1,182,000 1,156,000

Total current liabilities 3,465,153 3,318,742

Long-term liabilities

Compensated absences payable 130,870 123,033

Net pension liability 291,368 247,117

General obligation bonds 6,876,000 8,058,000

Total long-term liabilities 7,298,238 8,428,150

Total liabilities 10,763,391 11,746,892

DEFERRED INFLOWS OF RESOURCES

Montana Public Employees Retirement System 2,379 818

NET POSITION

Net investment in capital assets 34,028,101 33,355,924

Unrestricted 14,711,767 13,266,320

Restricted for debt service 658,361 593,908

Total net position $ 49,398,229 $ 47,216,152

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

OPERATING REVENUE

Sewer services $ 1,649,513 $ 1,619,154

Water services 1,330,853 1,358,601

Total operating revenue 2,980,366 2,977,755

OPERATING EXPENSES

General and administrative

Dues and subscriptions 1,938 1,821

Education expenses 3,057 4,828

Insurance 158,104 134,386

Janitorial and carpet services 935 1,014

Meetings 8,944 5,534

Miscellaneous 3,646 3,989

Office building repair and maintenance 1,533 3,188

Office supplies and expenses 21,737 26,092

Payroll taxes and benefits 61,136 79,246

Professional fees 20,915 30,933

Telephone and computer maintenance 16,099 15,086

Salaries 253,123 242,503

Utilities 5,837 3,710

Vehicle expenses 7,015 4,722

Total general and administrative $ 564,019 $ 557,052

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

OPERATING EXPENSES (CONTINUED)

Sewer general and administrative

Salaries and wages $ 148,020 $ 142,465

Insurance 55,313 45,993

Payroll taxes and benefits 11,620 23,863

Dues and subscriptions 670 555

Telephone 5,792 5,515

Office supplies 962 306

Education expense 815 2,387

Total sewer general and administrative 223,192 221,084

Sewer plant expenses

Chemicals 72,725 65,737

Depreciation 673,925 674,113

Engineering 15,933 5,370

Fuel - equipment and vehicles 9,078 7,576

Lab testing equipment 1,236 2,036

Maintenance and repairs - building and grounds 64,793 49,597

Miscellaneous 5,653 5,916

Safety equipment 959 3,511

Sewer repairs and maintenance 63,848 62,726

Treatment plant repairs and maintenance 13,681 23,484

Electric and utilities 203,368 211,380

Travel and vehicle expense 12,715 14,383

Waste water monitoring 7,845 7,192

Total sewer plant expenses $ 1,145,759 $ 1,133,021

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

OPERATING EXPENSES (CONTINUED)

Water general and administrative

Salaries and wages $ 239,813 $ 190,524

Insurance 78,736 64,599

Payroll taxes and benefits 18,826 31,656

Dues and subscriptions 2,848 3,110

Telephone 7,924 7,857

Office supplies 1,592 992

Education expense 4,094 1,346

Public water supply fee 3,864 3,864

Total water general and administrative 357,697 303,948

Water plant expenses

Depreciation 436,234 398,162

Fuel - equipment and vehicles 10,744 7,191

Lab testing equipment 4,063 1,904

Miscellaneous 1,366 1,328

Professional services 5,599 8,433

Repairs and maintenance 105,386 70,668

Special projects 6,536 12,779

Safety equipment 3,972 312

Electric and utilities 168,766 172,360

Travel and vehicle expense 14,542 10,197

Total water plant expenses 757,208 683,334

Total operating expenses 3,047,875 2,898,439

Operating income (loss) $ (67,509) $ 79,316

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

13



BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

NONOPERATING REVENUES AND (EXPENSES)

Interest expense $ (185,675) $ (211,176)

Other nonoperating revenue 180,272 10,717

Interest income 125,450 70,429

Plant investment charges 490,334 505,543

Tax receipts for bond payments 1,416,778 1,356,957

Water system investment charges 118,292 77,120

Total nonoperating revenues and (expenses) 2,145,451 1,809,590

Income before contributions 2,077,942 1,888,906

Contributed capital 104,135 401,100

Increase (decrease) in net position 2,182,077 2,290,006

Net position, beginning of year 47,216,152 44,926,146

Net position, end of year $ 49,398,229 $ 47,216,152

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

CASH FLOWS FROM OPERATING ACTIVITIES:

Receipts from customers $ 2,949,651 $ 2,918,749

Payments to suppliers (1,174,853) (1,235,862)

Payments to employees (674,094) (786,394)

Net cash flows from operating activities 1,100,704 896,493

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES:

Principal paid on capital debt (1,156,000) (1,129,000)

Purchases of capital assets (522,203) (536,977)

Interest paid on capital debt (185,675) (211,176)

Taxes collected for bond payments 1,416,778 1,356,957

Other receipts (payments) 788,902 593,380

Net cash flows from capital and related financing activities 341,802 73,184

CASH FLOWS FROM INVESTING ACTIVITIES:

Interest 125,425 70,429

Proceeds from performance bonds and fees 79,786 1,010,767

Net cash flows from investing activities 205,211 1,081,196

Net increase (decrease) in cash 1,647,717 2,050,873

Cash and cash equivalents, beginning of year 15,478,754 13,427,881

Cash and cash equivalents, end of year 17,126,471 15,478,754

CASH AND CASH EQUIVALENTS AS PRESENTED ON THE
STATEMENT OF NET POSITION

Cash and cash equivalents 16,468,110 14,884,846

Restricted cash and cash equivalents 658,361 593,908

$ 17,126,471 $ 15,478,754

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

RECONCILIATION OF OPERATING INCOME TO NET CASH
FROM OPERATING ACTIVITIES:

Operating income (loss) $ (67,509) $ 79,316

Adjustments to reconcile net income to net cash from operating
activities:

Depreciation 1,110,159 1,072,275

(Increase) decrease in current assets:

Accounts receivable (3,927) (54,142)

Prepaid expenses (1,727) 2,311

Inventory 32,052 (122,266)

Deferred outflows of resources (62,616) 192

Increase (decrease) in current liabilities:

Accounts payable and accrued liabilities 67,411 (113,265)

Compensated absences payable 7,837 (728)

Water reserve payable (26,788) (4,864)

Net pension liability 44,251 54,333

Deferred inflows of resources 1,561 (16,669)

Net cash flows from operating activities $ 1,100,704 $ 896,493

NONCASH CAPITAL AND RELATED FINANCING ACTIVITIES

Interest in building $ 104,135 $ 401,100

The accompanying notes are an integral part of these financial statements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Big Sky County Water and 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 July 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 3,000 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 position (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 position.

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.

Pursuant to GASB 62, Big Sky County Water and Sewer District No. 363 follows all GASB
pronouncements and may apply FASB pronouncements for accounting issues not addressed by
GASB literature, unless it conflicts or contradicts GASB pronouncements.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

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 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.

d. Water and Wastewater user Charges

The District bills its customers for sewer and water services on a calendar quarter basis in arrears.
Bills are mailed out the first week of January, April, July and October of each year. The service
charges for sewer and water are calculated from water meter readings which the District collects
for each billable property. Property owners are assessed sewer and water fees annually based on a
base rate and usage. 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 Position

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

f. 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, repurchase
agreements, and the State of Montana Short-Term Investment Pool (STIP).  

To minimize custodial credit risk in relation to the District’s deposits, the District’s policy is 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.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

g. Restricted Cash

As of June 30, 2018 and June 30, 2017, according to a bond resolution, cash in the amount of
$658,361 and $593,908 is restricted; this is the amount that has accumulated in the Debt Service
Fund.  This restriction is for debt repayment.

h. Inventory

Inventory is recorded at lower of cost (first-in, first-out) or market and consists primarily of
operating materials.

i. 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:

Office building 39 years

Water and sewer system and equipment 7-75 years

Vehicles 5 years

Computer equipment and software 3-5 years

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 fixed assets, are credited to income.  All interest costs incurred
before the end of a construction period is recognized as an expense in the period in which the cost
is incurred.

j. Compensated Absences

Employees accrue vacation time at 10 hours per month (increasing to 12 hours per month after 10
years of service and up to 16 hours per month after 21 years of service) and sick leave at 8 hours
per month.  Upon termination, unused sick time is paid at 25%.  Unused vacation 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.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

k. Net Position

The District adopted the provisions of GASB Statement No. 63 Financial Reporting of Deferred
Outflows of Resources, Deferred Inflows of Resources, and Net Position.  Statement 63 provides a
new net position format to report all assets, deferred outflows of resources, liabilities, deferred
inflows of resources, and net position.

Proprietary fund net position is divided into three components:

i. Net investment in capital assets

Consist of the historical cost of capital assets less accumulated depreciation and less any debt that
remains outstanding that was used to finance those assets plus capital asset related deferred
outflows of resources less capital asset related deferred inflows of resources related to those assets.

ii. Restricted

Consist of assets that are restricted 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.

iii. Unrestricted

All other net position is reported in this category.

l. 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 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 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.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

l. Tax Revenue (Continued)

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.

m. Budget

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

n. Use of Estimates

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

o. 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).

p. Recent Accounting Pronouncements

For the year ended June 30, 2018, the District adopted GASB No. 82, Pension Issues - an
amendment of GASB Statements No. 67, No. 68, and No. 73 and GASB No. 89, Accounting for
Interest Cost Incurred before the End of a Construction Period. 

Prior to the issuance of Statement No. 82, Statements 67 and 68 required presentation of covered
employee payroll, which is the payroll of employees that are provided with pensions through the
pension plan, and ratios that use that measure, in the schedules of required supplementary
information. This Statement amends Statements 67 and 68 to instead require the presentation of
covered payroll, defined as the payroll on which contributions to a pension plan are based, and
ratios that use that measure.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

p. Recent Accounting Pronouncements (Continued)

Prior to the issuance of Statement No. 89, Statement 62 required interest costs associated with
construction to be capitalized and included in the historical cost of the asset. This Statement
supersedes Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements and requires that interest
cost incurred before the end of a construction period be recognized as an expense in the period in
which the cost is incurred for financial statements prepared using the economic resources
measurement focus. 

q. Reclassifications

Certain accounts in the prior-year financial statements have been reclassified for comparative
purposes to conform with the presentation in the current-year financial statements.

2. CASH AND INVESTMENTS

As of June 30, 2018 and June 30, 2017, the carrying amount of the District’s deposits (cash and
interest-bearing money market accounts) at local banks was $17,126,471 and $15,478,754,
respectively. The bank balance as of June 30, 2018 and June 30, 2017 was $17,118,139 and
$15,548,284, respectively.  Of the bank balance, $750,000 was covered by federal depository
insurance and the remaining amount was covered by collateral held by the pledging banks’ agents
in the District’s name.

At June 30, 2018, 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 17-6-201, 202 and 204, MCA, to participate in a diversified
pool. The carrying amount of this investment as of June 30, 2018 and June 30, 2017 was
$1,697 and $1,672.

At the time that this report was issued, the following information was available regarding this
investment as of June 30, 2018:

GASB 31

According to GASB Statement No. 31, Accounting and Financial Reporting for 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.  
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

2. CASH AND INVESTMENTS (CONTINUED)

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 Rule 2a7 of the Investment Company Act of 1940.  If certain
conditions are met, 2a7-like pools are allowed to use amortized 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 a 2a7-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, 2018 and 2017 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
2018 are disclosed in STIP’s financial statements. An unaudited copy of the STIP fiscal year 2018
financial statements is available online at the Montana Board of Investments' website.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

3. CAPITAL ASSETS

Capital assets for the year ended June 30, 2018:

Balance

June 30, 2017 Additions Disposals

Balance

June 30, 2018

Nondepreciable capital assets:

Land $ 1,055,689 $ 6,000 $ - $ 1,061,689

Land improvements 58,117 - - 58,117

Total nondepreciable capital assets 1,113,806 6,000 - 1,119,806

Depreciable capital assets:

Buildings 708,220 - - 708,220

Sewer infrastructure 35,706,707 240,046 - 35,946,753

Water infrastructure 20,858,157 380,290 (24,862) 21,213,585

Total depreciable capital assets 57,273,084 620,336 (24,862) 57,868,558

Accumulated depreciation (15,816,966) (1,110,159) 24,862 (16,902,263)

Depreciable capital assets, net 41,456,118 (489,823) - 40,966,295

Total capital assets, net $ 42,569,924 $ (483,823) $ - $ 42,086,101
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

3. CAPITAL ASSETS (CONTINUED)

Capital assets for the year ended June 30, 2017:

Balance

June 30, 2016 Additions Disposals

Balance

June 30, 2017

Nondepreciable capital assets:

Land $ 1,049,689 $ 6,000 $ - $ 1,055,689

Land improvements 58,117 - - 58,117

Total nondepreciable capital assets 1,107,806 6,000 - 1,113,806

Depreciable capital assets:

Buildings 708,220 - - 708,220

Sewer infrastructure 35,480,669 226,038 - 35,706,707

Water infrastructure 20,196,459 707,952 (46,254) 20,858,157

Total depreciable capital assets 56,385,348 933,990 (46,254) 57,273,084

Accumulated depreciation (14,789,032) (1,072,275) 44,341 (15,816,966)

Depreciable capital assets, net 41,596,316 (138,285) (1,913) 41,456,118

Total capital assets, net $ 42,704,122 $ (132,285) $ (1,913) $ 42,569,924
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

4. LONG-TERM DEBT

The District has issued general obligations bonds which consist of the following at June 30:

2018 2017

2% State Revolving Fund (DNRC Drinking Water Revolving Loan
Program) totaling $319,000, dated August 1, 2013, is a refinancing of
Series 2002 bonds dated September 24, 2002 for the purchase and
installation of water meters. Payable in 20 semi-annual installments of
approximately $17,600 until July 1, 2023. $ 183,000 $ 215,000

2.25% State of Montana General Obligation Bonds, Wastewater
Revolving Fund Program totaling $3,739,000, dated April 29, 2013, is
a refinancing of Series 2002 bonds used to finance construction of the
water treatment plant. Payable in 21 remaining semi-annual
installments of approximately $232,000 until July 1, 2023. 2,067,000 2,417,000

2% State Revolving Fund (DNRC Drinking Water Revolving Loan
Program) totaling $1,127,000, dated August 1, 2013, is a refinancing of
Series 2003 dated May 20, 2003 for the construction of a water tank.
Payable in 20 semi-annual installments of approximately $62,300 until
July 1, 2023. 648,000 758,000

2.25% State Revolving Fund (DNRC Drinking Water Revolving Loan
Program) totaling $3,867,000, dated August 1, 2013, is a refinancing of
Series 2007 dated August 17, 2007 for improvements to the District's
water system. Payable in 28 semi-annual installments of approximately
$161,500 until July 1, 2027. 2,407,000 2,814,000

2.25% State Revolving Fund (DNRC Revolving Loan Program) General
Obligation Bond totaling $4,353,000, dated April 29, 2013, is a
refinancing of Series 2002 bonds used for the purpose of constructing a
wastewater treatment plant. Payable in 21 remaining semi-annual
installments of approximately $207,000 until July 1, 2023. 2,753,000 3,010,000

Total long-term debt 8,058,000 9,214,000

Less: current portion (1,182,000) (1,156,000)

Long-term portion of debt $ 6,876,000 $ 8,058,000

The general obligation bonds are to be repaid semi-annually through 2027 with a mill levy
approved in 2004, District plant investment charges, and operating revenue and reserves.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

4. LONG-TERM DEBT (CONTINUED)

June 30, 2017 Additions Reductions June 30, 2018

Amounts due
within one

year

Bonds payable:

SRF Treatment Plant $ 2,814,000 $ - $ (407,000) $ 2,407,000 $ 416,000

SRF Water Meters 215,000 - (32,000) 183,000 32,000

SRF Water Tank 758,000 - (110,000) 648,000 113,000

GO Bonds Treatment
Plant 2,417,000 - (350,000) 2,067,000 358,000

Improvements 3,010,000 - (257,000) 2,753,000 263,000

Total bonds payable 9,214,000 - (1,156,000) 8,058,000 1,182,000

Compensated absences 123,033 7,837 - 130,870 130,870

Net pension liability 247,117 44,251 - 291,368 291,368

Total long-term debt $ 9,584,150 $ 52,088 $ (1,156,000) $ 8,480,238 $ 1,604,238

June 30, 2016 Additions Reductions June 30, 2017

Amounts due
within one

year

Bonds payable:

SRF Treatment Plant $ 3,212,000 $ - $ (398,000) $ 2,814,000 $ 407,000

SRF Water Meters 245,000 - (30,000) 215,000 32,000

SRF Water Tank 866,000 - (108,000) 758,000 110,000

GO Bonds Treatment
Plant 2,759,000 - (342,000) 2,417,000 350,000

Improvements 3,261,000 - (251,000) 3,010,000 257,000

Total bonds payable 10,343,000 - (1,129,000) 9,214,000 1,156,000

Compensated absences 123,761 - (728) 123,033 123,033

Net pension liability 192,784 54,333 - 247,117 247,117

Total long-term debt $ 10,659,545 $ 54,333 $ (1,129,728) $ 9,584,150 $ 1,526,150
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

4. LONG-TERM DEBT (CONTINUED)

Debt service requirements at June 30, 2018, were as follows.

Year Principal Interest Total

2019 $ 1,182,000 $ 97,050 $ 1,279,050

2020 1,207,000 82,200 1,289,200

2021 1,234,000 67,031 1,301,031

2022 1,261,000 51,519 1,312,519

2023 1,289,000 35,669 1,324,669

Thereafter 1,885,000 46,844 1,931,844

$ 8,058,000 $ 380,313 $ 8,438,313

Sewer System General Obligation 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, 2018.

Compensated Absences Payable

Compensated absences payable, represent vested vacation and sick leave benefits earned by
employees and payable upon termination, as well as additional salary-related charges payable by
the City as the employer.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

4. LONG-TERM DEBT (CONTINUED)

Net Pension Liability - Public Employees' Retirement System (PERS)

At June 30, 2018 and 2017, the District had a liability of $291,368 and $247,117, respectively, for
its proportionate share of the net pension liability. The net pension liability was measured as of
June 30, 2017 and 2016, and the total pension liability used to calculate the net pension liability
was determined by an actuarial valuation as of July 1, 2016, with update procedures to roll forward
the total pension liability to June 30, 2017. The District's proportion of the net pension liability was
based on the employer's contributions received by PERS during the measurement period July 1,
2015 through June 30, 2017, relative to the total employer contributions received from all of the
PERS' participating employers. At June 30, 2018 and 2017, the District's proportion was 0.0150%
and 0.0145%, respectively.

5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM

In accordance with GASB Statement 68, Accounting and Financial Reporting for Pensions,
employers and the nonemployer contributing entity are required to recognize and report certain
amounts associated with their participation in the Public Employees' Retirement System Defined
Benefit Retirement Plan (the Plan). Employers are required to record and report their proportionate
share of the collective Net Pension Liability; Pension Expense; and Deferred Outflows and
Deferred Inflows of resources associated with pensions.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

a. Net Pension Liability

The Total Pension Liability (TPL) minus the Fiduciary Net Position equals the Net Pension
Liability (NPL). As GASB Statement 68 allows, a measurement date of up to 12 months before the
employer’s fiscal year-end can be utilized to determine the Plan’s TPL. The basis for the TPL as of
June 30, 2017, was determined by taking the results of the June 30, 2016, actuarial valuation and
applying standard roll forward procedures. The roll forward procedures uses a calculation that adds
the annual normal cost (also called service cost), subtracts the actual benefit payments and refunds
for the plan year, and then applies the expected investment rate of return for the year. The update
procedures are in conformity with Actuarial Standards of Practice issued by the Actuarial
Standards Board.

i. Special Funding

The state of Montana, as the non-employer contributing entity, paid to the Plan additional
contributions that qualify as special funding. Those employers who received special funding are
counties;cities and towns; school districts and high schools; and other governmental agencies.

ii. Not Special Funding

Per Montana law, state agencies and universities paid their own additional contributions. These
employer paid contributions are not accounted for as special funding for state agencies and
universities but are reported as employer contributions. The state of Montana, as the non-employer
contributing entity, also paid to the Plan coal tax contributions that are not accounted for as special
funding for all participating employers.

The proportionate shares of the employer's and the state of Montana's NPL for the June 30, 2017,
and 2016, are displayed below. The employer's proportionate share equals the ratio of the
employer's contributions to the sum of all employer and non-employer contributions during the
measurement period. The state's proportionate share for a particular employer equals the ratio of
the contributions for a particular employer to the total state contributions paid. The employer
recorded a liability of $291,368 and the employer's proportionate share was 0.0150 percent.
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FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

As of Measurement Date

Net Pension
Liability as
of June 30,

2017

Net Pension
Liability as
of June 30,

2016

Percent of
Collective
NPL as of
June 30,

2017

Percent of
Collective
NPL as of
June 30,

2016

Change in
Percent of
Collective

NPL

Big Sky Co Water & Sewer Dist
#363 Proportionate Share $ 291,368 $ 247,117 %0.0150 %0.0145 %0.0005

State of Montana Proportionate
Share associated with Employer 11,820 3,019 0.0602 0.0185 0.0417

Total $ 303,188 $ 250,136 %0.0752 %0.0330 %0.0422

b. Changes in actuarial assumptions and methods:

Effective July 1, 2017, the following assumption changes were used:

 Lowered the interest rate from 7.75% to 7.65%.

 Lowered the inflation rate from 3.00% to 2.75%.

 Updated non-disabled mortality to the RP-2000 Combined Employee and Annuitant

Mortality Table projected to 2020 using scale BB, males set back 1 year.

 Increased rates of withdrawal.

 Lowered the merit component of the total salary increase from 4.00% to 3.50%.

 Decreased the administrative expense load from 0.27% to 0.26%.

Effective July 1, 2017, the following method changes were used:

 Administrative expenses are recognized by an additional amount added to the normal cost

contribution rate for teh System. This amount will vary from year to year based on prior

year's actual administrative expenses.

 To be consistent with the wage base growth change, the payroll growth assumption for

amortization as a level percent of pay was reduced from 4.00% to 3.50%.

c. Changes in benefit terms:

Effective July 1, 2017, the following benefit changes were:

 The interest rate credited to member accounts increased from 0.25% to 0.77%.

 Lump sum payouts in all system's are limited to the member's accumulated contributions

rather than the present value for the member's benefit.
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

d. Changes in proportionate share:

Between the measurement date of the collective NPL and the employer's reporting date there were
no changes in proportion that would have an effect on the employer's proportionate share of the
collective NPL.

e. Pension expense

As of Measurement Date

Pension
Expense as
of June 30,

2017

Pension
Expense as
of June 30,

2016

Big Sky Co Water & Sewer Dist #363
Proportionate Share $ 55,726 $ 39,167

Employer Grant Revenue - State of
Montana Proportionate Share for
Employer 630 253

Employer Grant Revenue - State of
Montana Coal Tax for Employer 4,168 4,330

Total $ 60,524 $ 43,750

At June 30, 2017, the employer recognized $55,726 for its proportionate share of the Plan’s
pension expense and recognized grant revenue of $630 for the state of Montana proportionate share
of the pension expense associated with the employer. Additionally, the employer recognized grant
revenue of $4,168 from the Coal Severance Tax Fund.
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FOR THE YEARS ENDED JUNE 30, 2018 AND 2017

5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

f. Recognition of Deferred Inflows and Outflows

At June 30, 2017, the employer reported its proportionate share of Plan's deferred outflows of
resources and deferred inflows of resources from the following sources:

As of Measurement Date

Deferred
Outflows of
Resources

Deferred
Inflows of
Resources

Expected vs. Actual Experience $ 7,175 $ 422

Projected Investment Earnings vs.
Actual Investment Earnings - 1,957

Changes in Assumptions 39,827 -

Changes in Proportion and Differences
Between Employer Contributions and
Proportionate Share of Contributions 28,688 -

Employer Contributions Subsequent to
the Measurement Date 56,998 -

Total $ 132,688 $ 2,379

Other amounts reported as deferred outflows and inflows of resources related to pensions are
recognized in the employer's pension expense as follows:

For the Measurement Year
Ended June 30:

Recognition of Deferred
Inflows in Future years as an

increase or (decrease) to
Pension Expense

2018 $ 10,321

2019 22,784

2020 17,721

2021 (6,202)

2022 -

Thereafter $ -
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

g. Plan Description

The PERS-Defined Benefit Retirement Plan (DBRP), administered by the Montana Public
Employee Retirement Administration (MPERA), is a multiple-employer, cost-sharing plan
established July 1, 1945, and governed by Title 19, chapters 2 & 3, MCA. This plan provides
retirement benefits to covered employees of the State, and local governments, and certain
employees of the Montana University System, and school districts.

All new members are initially members of the PERS-DBRP and have a 12-month window during
which they choose to remain in the PERS-DBRP or join the PERS-DCRP by filing an irrevocable
election. Members may not be participants of both the defined benefit and defined contribution
retirement plans. All new members from the universities also have a third option to join the
university system’s Montana University System Retirement Program (MUS-RP).

The PERS-DBRP provides retirement, disability, and death benefits to plan members and their
beneficiaries. Benefits are established by state law and can only be amended by the Legislature.

h. Summary of Benefits

i. Eligibility for benefit
Service retirement:

Hire prior to July 1, 2011: Age 60, 5 years of membership service;
Age 65, regardless of membership service; or
Any age, 30 years of membership service.

Hired on or after July 1, 2011: Age 65, 5 years of membership service;
Age 70, regardless of membership service.

Early retirement, actuarially reduced:
Hire prior to July 1, 2011: Age 50, 5 years of membership service; or

Any age, 25 years of membership service.
Hired on or after July 1, 2011: Age 55, 5 years of membership service.

ii. Vesting
5 years of membership service..

iii. Member's highest average compensation (HAC)

 Hired prior to July 1, 2011 - highest average compensation during any consecutive

36 months;

 Hired on or after July 1, 2011 - highest average compensation during any

consecutive 60 months;
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

h. Summary of Benefits (Continued)

iv. Compensation Cap
Hired on or after July 1, 2013 – 110% annual cap on compensation considered as a part of a
member’s highest average compensation.

v. Monthly benefit formula
Members hired prior to July 1, 2011:

 Less than 25 years of membership service: 1.785% of HAC per year of service

credit;

 25 years of membership service or more: 2% of HAC per year of service credit.

Members hired on or after July 1, 2011:

 Less than 10 years of membership service: 1.5% of HAC per year of service credit;

 10 years or more, but less than 30 years of membership service: 1.785% of HAC per

year of service credit;

 30 years or more of membership service: 2% of HAC per year of service credit.

vi. Guaranteed Annual Benefit Adjustment (GABA)
After the member has completed 12 full months of retirement, the member’s benefit
increases by the applicable percentage (provided below) each January, inclusive of other
adjustments to the member’s benefit.

 3.0% for members hired prior to July 1, 2007

 1.5% for members hired between July 1, 2007 and June 30, 2013

 Members hired on or after July 1, 2013:

 1.5% for each year PERS is funded at or above 90%;

 1.5% is reduced by 0.1% for each 2% PERS is funded below 90%; and

 0% whenever the amortization period for PERS is 40 years or more
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

i. Overview of Contributions

Members and employer contribution rates are specified by state law and are a percentage of the
member’s compensation. Contributions are deducted from each member’s salary and remitted by
participating employers. The Montana Legislature has the authority to establish and amend
contribution rates. Member and employer contribution rates are shown in the table below.

Member Local Government

Fiscal Year
hired

<07/01/11
hired after
>07/01/11 Employer

State of
Montana

2018 %7.9000 %7.9000 %8.4700 %0.1000

2017 7.9000 7.9000 8.3700 0.1000

2016 7.9000 7.9000 8.2700 0.1000

2015 7.9000 7.9000 8.1700 0.1000

2014 7.9000 7.9000 8.0700 0.1000

2012-2013 6.9000 7.9000 7.0700 0.1000

2010-2011 6.9000 - 7.0700 0.1000

2008-2009 6.9000 - 6.9350 0.1000

2000-2007 %6.9000 %- %6.8000 %0.1000

 Member contributions to the system of 7.9% are temporary and will be decreased to 6.9%

on January 1 following actuary valuation results that show the amortization period has

dropped below 25 years and would remain below 25 years following the reduction of both

the additional employer and additional member contribution rates.

 Employer contributions to the system:

 Effective July 1, 2014, following the 2013 Legislative Session, PERS-employer

contributions increase an additional 0.1% a year and will continue over 10 years through

2024. The additional employer contributions including the 0.27% added in 2007 and 2009,

will terminate on January 1 following actuary valuation results that show the amortization

period has dropped below 25 years and would remain below the 25 years following the

reduction of both the additional employer and additional member contributions rates.

 Effective July 1, 2013, employers are required to make contributions on working retirees’

compensation. Member contributions for working retirees are not required.
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

i. Overview of Contributions (Continued)

 Non Employer Contributions:

 Special Funding

 The State contributed 0.1% of members’ compensation on behalf of local

government entities.

 The State contributed 0.37% of members’ compensation on behalf of school district

entities.

 Not Special Funding

 The State contributed a portion of Coal Severance Tax income and earnings from the

Coal Severance Tax fund.

j. Stand-Alone Statements

The financial statements of the Montana Public Employees Retirement Board (PERB)
Comprehensive Annual Financial Report (CAFR) and the GASB 68 Report disclose the Plan’s
fiduciary net position. The reports are available from the PERB at PO Box 200131, Helena MT
59620-0131, (406) 444-3154 or the MPERA website at http://mpera.mt.gov.

k. Actuarial Assumptions

The TPL used to calculate the NPL was determined by taking the results of the June 30, 2016,
actuarial valuation and applying standard roll forward procedures to update the TPL to June 30,
2017. There were several significant assumptions and other inputs used to measure the TPL. The
actuarial assumptions used in the June 30, 2017, valuation were based on the results of the last
actuarial experience study, dated May 2017, for the six-year period July 1, 2010 to June 30, 2016.
Among those assumptions were the following.

 Investment return (net of admin expense) 7.65%

 Admin expense as a % of payroll 0.26%

 General wage growth * 3.50%
*Includes inflation at 2.75%

 Merit increases 0 to 6.3%

 Postretirement benefit increases
Guaranteed Annual Benefit Adjustment (GABA)
After the member has completed 12 full months of retirement, the member's benefit
increases by the applicable percentage each January, inclusive of other adjustments to the
member's benefit.

 3% of memebrs hired prior to July 1, 2007

 1.5% for members hired between July 1, 2007 and June 30, 2013

 Members hired on or after July 1, 2013:
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

k. Actuarial Assumptions (Continued)

 1.5% for each year PERS is funded at or above 90%;

 1.5% is reduced by 0.1% for each 2.0% PERS is funded below 90%; and

 0% whenever the amortization period for PERS is 40 years or more.

 Mortality assumptions among contributing members, terminated vested members, service

retired members and beneficiaries were based on RP 2000 Combined Employee and

Annuitant Mortality Tables projected to 2020 with scale BB, males set back 1 year.

 Mortality assumptions among disabled members were based on RP 2000 Combined

Mortality Tables with no projections.

l. Discount Rate

The discount rate used to measure the TPL was 7.65%. The projection of cash flows used to
determine the discount rate assumed that contributions from participating plan members,
employers, and non-employer contributing entities would be made based on the Board’s funding
policy, which establishes the contractually required rates under the Montana Code Annotated. The
State contributes 0.1% of the salaries paid by local governments and 0.37% paid by school
districts. In addition, the state contributed coal severance tax and interest money from the general
fund. The interest was contributed monthly and the severance tax was contributed quarterly. Based
on those assumptions, the Plan’s fiduciary net position was projected to be adequate to make all the
projected future benefit payments of current plan members through the year 2121. Therefore, the
long-term expected rate of return on pension plan investments was applied to all periods of
projected benefit payments to determine the TPL. A municipal bond rate was not incorporated in
the discount rate.

m. Target Allocations

The long-term expected return on pension plan assets was reviewed as part of the regular
experience study prepared for the Plan. The most recent analysis, performed for the period of July
1, 2010 to June 30, 2016, was outlined in a report dated May 2017 and can be located on the
MPERA website. The long-term expected rate of return on pension plan investments was
determined by considering information from various sources, including historical rates of return,
rate of return assumptions adopted by similar public sector systems, and by using a building block
method in which best estimate ranges of expected future real rates of return (expected returns, net
of pension plan investment expense and inflation) are developed for each major asset class. These
ranges were combined to produce the long-term expected rate of return by weighting the expected
future real rates of return by the target asset allocation percentage and by adding expected inflation.
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5. PUBLIC EMPLOYEES' RETIREMENT SYSTEM (CONTINUED)

m. Target Allocations (Continued)

Best estimates of arithmetic real rates of return for each major asset class included in the target
asset allocation as of June 30, 2017, are summarized below.

Asset Class
Target Asset
Allocation

Real Rate of
Return

Arithmetic Basis

Long-Term
Expected Real Rate

of Return

Cash equivalents %2.6000 %4.0000 %0.1000

Domestic equity 36.0000 4.5500 1.6500

Foreign equity 18.0000 6.3500 1.1400

Fixed income 23.4000 1.0000 0.2300

Private equity 12.0000 7.7500 0.9300

Real estate 8.0000 4.0000 0.3200

Total %100.0000 - %4.3700

Inflation %2.7500

Portfolio return expectation %7.1200

The long-term expected nominal rate of return above of 7.12% is an expected portfolio rate of
return provided by Board of Investments (BOI), which differs from the total long-term assumed
rate of return of 7.65% in the experience study. The assumed investment rate is comprised of a
2.75% inflation rate and a real rate of return of 4.90%.

n. Sensitivity Analysis

The sensitivity of the NPL to the discount rate is shown in the table below. A small change in the
discount rate can create a significant change in the liability. The NPL was calculated using the
discount rate of 7.65%, as well as what the NPL would be if it were calculated using a discount rate
1.00% lower or 1.00% higher than the current rate.

As of Measurement Date
1.0% Decrease

(6.65%)
Current Discount

Rate
1.0% Increase

(8.65%)

Big Sky Co Water & Sewer Dist
#363's Net Pension Liability $ 424,352 $ 291,368 $ 179,737
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o. Summary of Significant Accounting Policies

MPERA prepared financial statements using the accrual basis of accounting. The same accrual
basis was used by MPERA for the purposes of determining the NPL; Deferred Outflows of
Resources and Deferred Inflows of Resources related to pensions; Pension Expense; the Fiduciary
Net Position; and, Additions to or Deductions from Fiduciary Net Position. Member contributions
are recognized in the period in which contributions are due. Employer contributions are recognized
when due and the employer has made a formal commitment to provide the contributions. Revenues
are recognized in the accounting period they are earned and become measurable. Benefit payments
and refunds are recognized in the accounting period in which they are due and payable in
accordance with the benefit terms. Expenses are recognized in the period incurred. Investments are
reported at fair value. MPERA adhered to all accounting principles generally accepted by the
United States of America. MPERA applied all applicable pronouncements of the Governmental
Accounting Standards Board (GASB).

p. PERS Disclosure for the Defined Contribution Plan

The Authority contributed to the state of Montana Public Employee Retirement System Defined
Contribution Retirement Plan (PERS-DCRP) for employees that have elected the DCRP. The
PERS-DCRP is administered by the PERB and is reported as a multiple-employer plan established
July 1, 2002, and governed by Title 19, chapters 2 & 3, MCA.

All new PERS members are initially members of the PERS-DBRP and have a 12-month window
during which they may choose to remain in the PERS-DBRP or join the PERS-DCRP by filing an
irrevocable election. Members may not be participants of both the defined benefit and defined
contribution retirement plans.

Member and employer contribution rates are specified by state law and are a percentage of the
member’s compensation. Contributions are deducted from each member’s salary and remitted by
participating employers. The Montana Legislature has the authority to establish and amend
contribution rates.

Benefits are dependent upon eligibility and individual account balances. Participants are vested
immediately in their own contributions and attributable income. Participants are vested after 5
years of membership service for the employer’s contributions to the individual accounts and the
attributable income. Non-vested contributions are forfeited upon termination of employment per
19-3-2117(5), MCA. Such forfeitures are used to cover the administrative expenses of the PERS-
DCRP.
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p. PERS Disclosure for the Defined Contribution Plan (Continued)

At the plan level for the measurement period ended June 30, 2017, the PERS-CRP employer did
not recognize any net pension liability or pension expense for the defined contribution plan. Plan
level non-vested forfeitures for the 300 employers that have participants in the PERS-DCRP totaled
$396,650.

6. COMMITMENTS AND CONTINGENCIES

a. 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, earthquake 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 commercial policy.

b. 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 developer shall construct lined
ponds for the storage of treated wastewater, on its property, with a total combined storage capacity
of 130,000,000 gallons. 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 $18 million. The developer will construct storage ponds and a golf
course irrigation system totaling approximately $6.6 million.

7. SUBSEQUENT EVENTS

Management has evaluated subsequent events through December 13, 2018, the date on which these
financial statements were available to be issued.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
SCHEDULE OF PROPORTIONATE SHARE OF THE NET PENSION LIABILITY

FOR THE LAST TEN FISCAL YEARS* 

As of Measurement
Date, Year Ended June

30:

Employer's
Proportion of

NPL (%)
Employer's

NPL State's NPL Total

Employer's
Covered
Payroll

Employer's Proportionate
Share as a % of Covered

Payroll

Plan Fiduciary
NPL as a % of

TPL

2017 %0.0150 $ 291,368 $ 11,820 $ 303,188 $ 185,583 %157.0000 %73.7500

2016 0.0145 247,117 3,019 250,136 173,777 142.2000 74.7100

2015 0.0138 192,784 2,368 195,152 160,947 119.7800 78.4000

2014 %0.0112 $ 139,967 $ 1,709 $ 141,676 $ 156,510 %111.2200 %79.8700

*The amounts presented for each fiscal year were determined as of June 30. Schedule is intended to show information for 10 years. Additional years
will be displayed as they become available.
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
SCHEDULE OF CONTRIBUTIONS

FOR THE LAST TEN FISCAL YEARS* 

As of Reporting Date, Year Ended
June 30:

Contractually
Required DB
Contributions

Plan Choice Rate
Required

Contributions

Contributions in Relation
to the Contractually

Required Contributions

Contribution
Deficiency
(Excess)

Employer's
Covered
Payroll

Contributions
as a % of

Covered Payroll

2018 $ 19,104 $ - $ 19,104 $ - $ 225,549 %8.4700

2017 15,533 - 15,533 - 185,583 8.3700

2016 14,525 9,465 23,990 - 173,777 13.8100

2015 $ 13,263 $ 14,568 $ 27,831 $ - $ 160,947 %17.2900

*The amounts presented for each fiscal year were determined as of June 30. Schedule is intended to show information for 10 years. Additional years
will be displayed as they become available.
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FOR THE YEARS ENDED JUNE 30, 2018 AND 2017
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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
Big Sky County Water & Sewer District No. 363

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 Big Sky County Water & Sewer
District No. 363, as of and for the year ended June 30, 2018, and the related notes to the financial statements,
which collectively comprise Big Sky County Water & Sewer District No. 363’s basic financial statements,
and have issued our report thereon dated December 13, 2018.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Big Sky County Water &
Sewer District No. 363’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 Big Sky County
Water & Sewer District No. 363’s internal control. Accordingly, we do not express an opinion on the
effectiveness of Big Sky County Water & Sewer District No. 363’s internal control.

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material weaknesses
or significant deficiencies. Given these 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.

46

holmes  & turner
   A PROFESSIONAL CORPORATION 

C E RT I F I ED  P U B L I C  A C C O U N T A N T S  
M EM BE RS  O F  C P A  A S S O C I A T E S  I NT ER N A T I O N A L ,  I NC .  

12 8 3  N O R T H  1 4 T H  A V E NU E ,  S U I T E  20 1  
BO ZEM A N,  M O N T A NA  5 9 71 5  
(4 0 6 ) 58 7 - 42 6 5
FA X  (4 0 6 )  58 6 - 31 1 1



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Big Sky County Water & Sewer District No. 363’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.

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 results 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.

Holmes & Turner
Bozeman, Montana
December 13, 2018
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BIG SKY COUNTY WATER & SEWER DISTRICT NO. 363
SCHEDULE OF FINDINGS AND RESPONSES

JUNE 30, 2018

Current Year Findings:

None.

Prior Year Findings:

None.
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