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MANAGEMENT DISCUSSION AND ANALYSIS

Our discussion and analysis of the County Water District of Billings Heights’ (the 
District) financial performance provides an overview of the District’s financial activities 
for the fiscal year ended June 30, 2018.  Please read it in conjunction with the District’s 
financial statements that begin on page 8. 

HIGHLIGHTS 

Financial Highlights 
The District’s net position increased by $693,279 or 4.19% as a result of this 
year’s operations as compared to an increase of approximately $2,223,858 
(15.54%) for the year ended June 30, 2017.
Operating revenues decreased by $433,792 or 8.46%. Water usage revenue 
decreased $279,533, service line fees increased by $19,024, system buy-in fees 
decreased approximately $144,205 and miscellaneous operating revenues 
decreased by $29,078.  The decrease in water usage revenue was primarily due to 
the decrease in water usage as a result of a wet fall and spring in the area in 2017. 
Operating expenses for the year increased by $1,078,490 or 35.56%.  A billing 
error was discovered by the supplier which increased the amount of water 
purchased during 2018.  The discovery resulted in an increase of $785,278 or 
54.89% over 2017.  Most other expenses remained relatively stable over the prior 
year, inflationary costs affected most expense categories. An increase was noted 
in depreciation with the new Ox Bow water main and reservoir being put into use.
The District invested $4,227,760 in capital assets during the year ended June 30, 
2018. The increase was primarily attributable to construction of a new water 
transmission main and reservoir, and purchases of maintenance vehicles.
Due to an increase in revenues, the board designated capital improvement funds 
increased by approximately $728,189 or 9.29%.
The District has three loans from the State of Montana, through its Drinking 
Water State Revolving Fund Program. The loans bear interest at 3.00% and 
2.50%. The loans are payable in semi-annual payments over 20 years.
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Authority Highlights 
The District continued to proceed on several initiatives relating to updating the 
water distribution system and planning for future growth in terms of District 
boundaries, local development, and number of consumers.
The District’s service area continues to experience development which is putting 
additional strain on the existing infrastructure.
Rate increases were implemented by the District in 2016, 2015, 2014, and 2013 in 
response to increases in rates by the District’s supplier of water.  Management had 
determined that they would pass on the rate increases imposed by its supplier of 
water over a three-year period. No rate changes have occurred since 2016. 

USING THIS ANNUAL REPORT

This annual report consists of two parts; Management’s Discussion and Analysis, and the 
Financial Statements.  The Financial Statements also include notes that explain in more 
detail some of the information in the financial statements. 

Required Financial Statements
The Financial Statements of the District report information about the District using 
accounting methods similar to those used by private sector companies.  These statements 
offer short- and long-term financial information about its activities.  The Statement of Net 
Position includes all of the District’s assets and liabilities and provides information about 
the nature and amounts of investments in resources (assets) and obligations to creditors 
(liabilities).  It also provides the basis for computing the rate of return, evaluating the 
capital structure of the District and assessing the liquidity and financial flexibility of the 
District.  All of the current year’s revenues and expenses are accounted for in the 
Statement of Revenues, Expenses and Changes in Net Position.  This statement measures 
the success of the District’s operations over the past year and can be used to determine 
whether the District has successfully recovered all its costs through its user fees and other 
charges, profitability, and credit worthiness.  The final required financial statement is the 
Statement of Cash Flows.  The primary purpose of this statement is to provide 
information about the District’s cash receipts and cash payments during the reporting 
period.  The statement reports cash receipts, cash payments, and net changes in cash 
resulting from operations, investing, and capital and non-capital financing activities and 
provides answers to such questions as “from where did cash come?”, “for what was cash 
used?”, and “what was the change in cash balance during the reporting period?”. 

FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE

One of the most important questions asked about the District’s finances is “Is the District, 
as a whole, better off or worse off as a result of the year’s activities?’. The Statement of 
Net Position and the Statement of Revenues, Expenses and Changes in Net Position  
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report information about the District’s activities in a way that will help answer this 
question.  These two statements report the net position of the District and changes to 
them.  You can think of the District’s net position (the difference between assets and 
liabilities) as one way to measure financial health or financial position.  Over time, 
increases or decreases in the District’s net position are one indicator of whether its 
financial health is improving or deteriorating.  However, you will also need to consider 
non-financial factors such as changes in economic conditions, population growth, new or 
changed legislation, and the District’s relation to the City of Billings, the District’s 
provider of water. 

The District’s net position increased from June 30, 2017 to June 30, 2018 by $711,607.  
The increase mainly related to lower overall revenues for the year as a result of weather 
conditions, and an increase in expenses primarily as a result of a billing error as discussed 
in Note 14 to the financial statements. The increase in the prior year, from June 30, 2016 
to June 30, 2017 was $2,205,529.  Our analysis focuses on the District’s net position 
(Table 1) and changes in net position (Table 2) during the years.  As reported in Note 13 
to the financial statements, the June 30, 2017 have been restated for correction of an 
error. 

Table 1
 Restated 
 2018 2017 2016 

Current Assets $ 1,100,476 $ 2,488,186 $ 1,623,795 
Capital Assets  13,793,250  10,186,047  9,200,479 
Investments and Other Assets  8,567,638  7,839,449  6,528,005 
 Total Assets $ 23,461,364 $ 20,513,682 $ 17,352,279 

Current Liabilities $ 1,078,574 $ 495,187 $ 466,820 
Customer Deposits  214,915  213,150  209,585 
Long-Term Liabilities  4,941,000  3,271,749  2,366,136 
 Total Liabilities $ 6,234,489 $ 3,980,086 $ 3,042,541 

Net Position: 
 Net Investment in Capital Assets $ 8,613,250 $ 6,685,298 $ 6,692,343 
 Investment Funds, Board 
  Designated and Restricted  8,567,638  7,839,449  6,528,005 
 Unrestricted  (138,396)  1,824,466  975,463 
 Restricted: Loan Reserve Account  184,383  184,383  113,927 
 Total Net Position $ 17,226,175 $ 16,533,596 $ 14,609,738 

During the fiscal year ended June 30, 2003, the District paid off the remaining long-term 
debt obligation related to construction of its original infrastructure.  The District has been 
able to pay for water distribution system improvements and other capital asset 
acquisitions with net operating income and long-term debt, thereby minimizing the need 
to draw down on board designated capital improvement investment funds.   
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During the year ended June 30, 2017, the District received a $2,200,000 loan from the 
State of Montana and the Drinking Water State Revolving Fund Program to pay for 
improvements of the water distribution system and other capital assets.  

Changes in the District’s net position can be determined by reviewing the following 
condensed Statement of Revenue, Expenses and Changes in Net Position for the years. 

Table 2
 Restated 
 2018 2017 2016 

Water Sales $ 4,011,614 $ 4,291,147 $ 3,867,705 
Other Operating Revenues  684,232  838,491  398,304 
Non-Operating Revenues  108,688  126,985  77,310 
 Total Revenues $ 4,804,534 $ 5,256,623 $ 4,343,319 

Operating Expenses  4,111,255  3,032,765  2,784,031 
 Change in Net Position $ 693,279 $ 2,223,858 $ 1,559,288 
   
Net Position, Beginning of Year  16,533,596  14,309,739  12,750,450 
 Net Position, End of Year $ 17,226,875 $ 16,533,596 $ 14,309,738 

Total revenues reflect a decrease of 7.9% from 2017 to 2018 as a result of a decrease in 
water sales due to a wetter fall and spring. The revenues reflected an increase of 20.6% 
from 2016 to 2017 as a result of an increase in water sales due to a dryer fall and an early 
spring as well as from rate increases. The District also changed their rate system and went 
to a 3-tier conservation system. 

Operating expenses increased by approximately 35.6% from 2017 to 2018.  Water 
purchased increased significantly due a supplier calculation error, while most other 
operating expenses were comparable. Operating expenses increased by approximately 
8.9% from 2016 to 2017.  That was primarily due to decreases in water purchased. Most 
other operating expenses were reasonable to prior years.  

THE DISTRICT’S FUNDS

The County Water District of Billings Heights was established on August 29, 1958 and 
revenue bonds were issued in 1963 to fund construction of the District’s original water 
distribution system.  The “1-1-63 Bond Resolution”, as it was called, required the District 
to maintain six separate funds.  The final bonds were paid off on January 2, 2003 and use 
of the six separate funds was discontinued at the end of that fiscal year.  Currently the 
District maintains a single proprietary fund which reports all revenues and expenses of 
the District. 
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CAPITAL ASSETS

As of June 30, 2018, the District had $21,796,086 invested in a broad range of capital 
assets including its water distribution system, pump stations, meters and related 
equipment, maintenance equipment, vehicles, and office equipment.  This amount 
represents an increase of $4,227,760, or 24.1% over the prior year.  The increase was 
primarily attributable to capital improvements for a water transmission main and 
reservoir, and related infrastructure ($4,197,431), along with vehicles and maintenance 
equipment ($30,329). During the year ended June 30, 2017, capital assets increased by 
approximately $1,410,559. The increase was primarily attributable to capital 
improvements for a water main, meters, pump stations, and maintenance equipment. 

ECONOMIC FACTORS AND FUTURE RATES

The number of services billed for the June 2018 billing cycle (5,642) was up by 58 
meters over the prior year.  Continuing commercial and residential development within 
and surrounding the District will continue to put strains on the water distribution system 
and additional capital assets will be necessary to satisfactorily service the District’s 
customers. 

Effective with the August 2016, 2015, 2014, and 2013 billing cycles, rate increases were 
adopted by the District’s Board of Directors.  No rate increase occurred in 2017 or 2018. 
The District’s sole provider of water, the City of Billings, Montana, adopted new rates 
that increased the District’s cost of water purchased.  It was the District’s intention to 
pass the increased costs on to its consumers over three-year phase-in periods.

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, customers and creditors with a 
general overview of the District’s finances and to demonstrate the District’s 
accountability for the money it receives.  If you have questions about this report or need 
additional financial information, contact the District’s general manager at County Water 
District of Billings Heights, 1540 Popelka Drive, Billings, Montana 59105. 
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INDEPENDENT AUDITORS’ REPORT 

Board of Directors
County Water District of Billings Heights
Billings, Montana

Report on the Financial Statements
We have audited the accompanying statements of net position of County Water District of 
Billings Heights (a county water district as defined in Title 7, Chapter 13, Parts 22 & 23, 
Montana Code Annotated) as of June 30, 2018 and 2017, and the related statements of revenues, 
expenses and changes in net position, and cash flows for the years 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 opinions on these financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

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

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

-6-



Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of County Water District of Billings Heights as of June 30, 2018
and 2017,  and the respective changes in financial position, and cash flows thereof for the years 
then ended in accordance with accounting principles generally accepted in the United States of 
America. 

Emphasis of Matter
As discussed in Note 13 to the financial statements, the June 30, 2017 statements have been 
restated to correct a misstatement.  Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis on pages 1 through 5 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 Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated 
November 6, 2018, on our consideration of County Water District of Billings Heights’ 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 County Water District of Billings Heights 
internal control over financial reporting and compliance and should be read in conjunction with 
this report in considering the results of our audit. This report is included in its entirety on pages 
25 through 27 of this financial report.

Summers, McNea & Company, P.C. 
Certified Public Accountant

November 6, 2018
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS
Statements of Net Position

June 30, 2018 and 2017

ASSETS
As Restated

Current Assets 2018 2017
Cash and Equivalents-Unrestricted 474,551$         1,705,688$
Cash and Equivalents-Restricted 184,383           184,383
Accounts Receivable-Customers 337,995           502,366
Materials and Supplies 99,277             95,749
Prepaid Expenses 4,270               0

Total Current Assets 1,100,476$      2,488,186$

Capital Assets
Land 245,961$         245,961$
Water Distribution System 20,027,389      15,829,958
Maintenance Equipment and Vehicles 835,076           804,747
Structures and Improvements 560,845           560,845
Office Furniture and Equipment 126,815           126,815

Total Capital Assets 21,796,086$    17,568,326$
Less Accumulated Depreciation (8,002,836)      (7,382,279)

Net Capital Assets 13,793,250$    10,186,047$

Non-Current Assets
Restricted Assets:

Investments 8,567,638$      7,839,449$

Total Assets 23,461,364$    20,513,682$

The accompanying notes are an integral part of these financial statements.
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS
Statements of Net Position

June 30, 2018 and 2017

LIABILITIES AND NET ASSETS
As Restated

Current Liabilities 2018 2017
Current Portion of Long-Term Liabilities 239,000$         229,000$
Accounts Payable 766,414           193,765
Payroll Tax and Withholding Liabilities 1,093               952
Accrued Liability for Compensated Absences 72,067             71,470
Customer Deposits 214,915           213,150

Total Current Liabilities 1,293,489$      708,337$

Long-Term Liabilities
Long-Term Debt, net of Current Maturities 4,941,000 3,271,749

Commitments and Contingencies -                      -

Total Liabilities and Deferred Credits 6,234,489$      3,980,086$

Net Position
Unrestricted Net Position:

Unrestricted (138,396)$       1,824,466$
Net Investment in Capital Assets 8,613,250        6,685,298
Board Designated:
   Capital Improvement Funds 8,567,638        7,839,449

Restricted Net Position:
Loan Reserve Account 184,383           184,383
Total Net Position 17,226,875$    16,533,596$

Total Liabilities and Net Position 23,461,364$    20,513,682$
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS
Statements of Revenues, Expenses and Changes in Net Position

For the Years Ended June 30, 2018 and 2017
As Restated

Operating Revenues 2018 2017
Water Usage 4,011,614$    4,291,147$    
System Buy-In Fees 391,156         535,361
Service Line Fees 197,191         178,167
Other Operating Revenue 95,885           124,963

Total Operating Revenues 4,695,846$    5,129,638$    

Operating Expenses
Water Purchased 2,215,844$    1,430,566$    
Depreciation 620,557         444,843
Salaries and Wages 483,723         485,578
Employee Benefits 213,547         203,350
Payroll Taxes 39,067           38,431
Bad Debts 1,208             1,273
Director Fees 14,050           12,650
Gas, Fuel and Oil 11,357           16,756
Insurance 51,530           63,316
Interest Expense 144,866         82,412
Miscellaneous Expenses 10,478 (2,166)
Office Expenses 31,933           34,638
Postage 19,895           22,042
Professional Fees 86,785           41,204
Repairs and Maintenance-Distribution System 83,695           78,950
Repairs and Maintenance-Other 19,711           13,337
Subscriptions and Legal Notices 1,187             456
Supplies-Operations 9,871             10,325
Taxes 7,154             4,799
Telephone and Communications 4,414             6,901
Travel and Training 400                1,199
Utilities 39,983           41,905

Total Operating Expenses 4,111,255$    3,032,765$    
Operating Income 584,591$       2,096,873$    

Non-Operating Revenues (Expenses)
Investment Income 108,688$       123,185$       
Gain (Loss) on Disposal of Assets -                     3,800             

Total Non-Operating Revenues (Expenses) 108,688$       126,985$       

Change in Net Position 693,279$       2,223,858$    

Net Position - Beginning 16,533,596    14,309,738

Net Position - Ending 17,226,875$  16,533,596$

The accompanying notes are an integral part of these financial statements.
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS
Statements of Cash Flows

For the Years Ended June 30, 2018 and 2017
As Restated

2018 2017
Cash Flows From Operating Activities

Receipts From Customers 4,861,982$   5,157,129$   
Payments to Suppliers (2,441,984)    (2,122,469)    
Payments to Employees (483,126)       (476,412)       

Net Cash Provided by Operating Activities 1,936,872$   2,558,248$   

Cash Flows From Capital and Related Financing Activities
Principal Payments on Long-Term Debt (231,000)$     (142,000)$     
Proceeds from Long-Term Debt 1,910,251     1,134,613     
Purchases of Capital Assets (4,227,760)    (1,430,411)    
Proceeds from Sales of Assets -                    3,800            

Net Cash (Used) by Capital and Related
  Financing Activities (2,548,509)$  (433,998)$     

Cash Flows From Investing Activities
Proceeds From Sales and Maturities of Investments 1,746,278$   352,745$      
Purchase of Investments (2,474,466)    (1,664,189)    
Investment Income 108,688        123,185        

Net Cash (Used) by Investing Activities (619,500)$     (1,188,259)$

Net Increase (Decrease) in Cash and Equivalents (1,231,137)$  935,991$      

Cash and Equivalents - Beginning of Year 1,890,071     954,080        

Cash and Equivalents - End of Year 658,934$      1,890,071$   

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities

Operating Income 584,591$      2,096,873$   
Depreciation 620,557        444,843        
Changes in Assets and Liabilities:

Accounts Receivable 164,371        23,905          
Materials and Supplies (3,528)           9,114            
Prepaid Expenses (4,270)           38,581          
Accounts Payable 572,648        (68,157)         
Payroll Tax and Withholding Liabilities 141               358               
Accrued Liability for Compensated Absences 597               9,166            
Customer Deposits 1,765            3,565            

Net Cash Provided by Operating Activities 1,936,872$   2,558,248$   

Supplemental Information:
Interest Paid 132,137$      71,972$        

The accompanying notes are an integral part of these financial statements.
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Organization and Operations 
County Water District of Billings Heights (the District) was organized on August 29, 1958 as 
a quasi-governmental organization under Title 7, Chapter 13, Parts 22 and 23, Montana Code 
Annotated.  At the time of its organization, the District was formed to provide an adequate 
water supply and distribution system for an unincorporated area northeast of Billings, 
Montana, commonly referred to as “Billings Heights”.  Subsequent to the District’s 
organization and completion of the water supply and distribution system, a large part of the 
District’s service area has been annexed into the City of Billings, Montana, but the District 
continues to serve those annexed areas. 

The County Water District of Billings Heights is governed by a Board of Directors.   The 
Board of Directors is granted broad powers under Montana laws and the District’s governing 
documents.  The Board of Directors consists of seven (7) individuals.  Five (5) Board 
members are elected for four-year terms in elections held every two years.  The terms are 
staggered so that no more than three terms expire in a single election year.  Two (2) Board 
members are appointed; one (1) each by the City of Billings, Montana and the County of 
Yellowstone Montana. 

Day-to-day operations of the District are managed by a general manager hired by the Board 
of Directors. 

Basis of Accounting 
County Water District of Billings Heights maintains its accounting records and prepares its 
financial statements on the accrual method of accounting in accordance with accounting 
principles generally accepted in the United States of America.  Operating revenues are 
defined as revenues derived from water usage, system buy-in and tap fees, and miscellaneous 
revenues related to the sale and distribution of water.  Non-operating revenues include 
interest income and proceeds from the sale of capital assets. 

The original construction of the District’s water supply and distribution system was financed 
through the issuance of revenue bonds under a resolution known as “1-1-63 Bond 
Resolution”.  In accordance with that resolution, the District was required to utilize six (6) 
specific funds in accounting for the District’s operations: gross income fund; operations and 
maintenance fund; acquisition fund; bond retirement fund; capital improvement and 
replacement fund; and reserve fund.  In all years prior to the year ending June 30, 2004, the 
District prepared its financial statements on a fund basis in accordance with the “1-1-63 
Bond Resolution”. 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS
Notes to Financial Statements 

June 30, 2018 and 2017 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 

Basis of Accounting – Continued 
On January 2, 2003, the final installment on the revenue bonds was paid.  Accordingly, the 
accounting requirements under the “1-1-63 Bond Resolution” are no longer applicable as all 
outstanding bonds were retired on that date.  Consequently, management of the District 
adopted the financial reporting model prescribed by Governmental Accounting Standards 
Board (GASB) Statement No. 34, Basic Financial Statements-and Management’s Discussion 
and Analysis-for State and Local Governments for fiscal years subsequent to June 30, 2003.

Cash and Cash Equivalents 
The District considers all highly liquid investments with original maturities of less than three 
(3) months when purchased to be cash equivalents for purposes of the statements of cash 
flows.  However, board designated capital improvement funds are generally restricted as to 
use and, accordingly, such investments and cash balances are excluded from cash and cash 
equivalents even when specific investments and cash balances meet the “three month” 
definition.

Bad Debts 
The District has consistently utilized the direct write-off method of accounting for bad debts 
which is not an accounting principle generally accepted in the United States of America.  
However, because the District can effectively control and limit bad debts through their policy 
of requiring advance customer deposits and of discontinuing service to delinquent customers, 
the District’s bad debts are inconsequential and therefore its policy is not considered to be a 
material departure from accounting principles generally accepted in the United States of 
America. 

Materials and Supplies 
Materials and supplies consist primarily of items used for the maintenance of the water 
supply and distribution system and is stated at the lower of cost (determined on the first-in, 
first-out basis) or market. 

Capital Assets 
Cost of capital assets acquired from third parties is recorded at actual cost less proceeds from 
certain grants and other reimbursements.  Prior to December 13, 2006, the District had not 
adopted a formal capitalization policy and, accordingly, substantially all long-lived assets 
had been capitalized when acquired.  On December 13, 2006, a capitalization policy of 
$1,000 was approved by the Board.
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 

Capital Assets (Continued) 
The annual costs of replacing and adding service meters are capitalized and depreciated 
utilizing the useful lives disclosed below.  When the meters become fully depreciated, the 
cost and related accumulated depreciation are removed from the capital asset accounts as it is 
impracticable to account for individual meters. 

Real estate developers and other property owners construct water distribution system 
infrastructure to District specifications.  If such specifications cost in excess of the amount 
that would have been incurred in meeting the requirements under local building codes, the 
District reimburses the third party for the excess cost.  Whereas all such infrastructure added 
by real estate developers and other property owners becomes a part of the District’s 
infrastructure, only the excess cost paid by the District is capitalized on the District’s books. 

Depreciation of capital assets is provided utilizing the straight-line method over the 
following estimated lives: 

  Estimated Life 
   In Years 
 Main Lines, Reservoirs, and Service Lines  25 - 50 
 Meters  5 - 15 
 Maintenance Equipment and Vehicles  5 - 10 
 Buildings and Improvements  5 - 39 
 Office Furniture and Equipment  5 - 10 

Investments 
Investments are stated at market value and, in accordance with the District’s investment 
policy, consist primarily of United States Government obligations or certificates of deposit 
which are fully insured by the United States Government.  As of June 30, 2018 and 2017, the 
cost of investments approximated their market value.  

Customer Deposits 
The District requires all customers to pay an advance deposit prior to their obtaining service.  
Interest at the rate of 6% per annum is paid on the customer deposits and is credited to each 
customer’s monthly billing on the annual anniversary month of the deposit payment. 

Use of Resources 
It is the District’s policy to utilize restricted resources only if and when unrestricted 
resources are depleted. 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 

Income Taxes 
As a quasi-governmental organization, the District is exempt from federal and state income 
taxes.  Accordingly, there is no provision for income taxes in the accompanying financial 
statements. 

Budgeting
Although the District prepares an operating budget for purposes of financial management of 
operations and accountability to the Board of Directors, the District is not legally required to 
do so. 

Use of Estimates 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenues 
and expenses during the reporting period.  Actual results could differ from those estimates. 

2. CASH AND CASH EQUIVALENTS: 

As of June 30, 2018 and 2017, cash and equivalents consisted of the following: 

 Unrestricted 2018 2017 
 Petty Cash $ 250 $ 250 
 Non-Interest Bearing Accounts  5,251  97,259 
 Interest Bearing Accounts:     
 Unrestricted  469,050  1,608,179 
 Restricted – Loan Reserve (a)  184,383  184,383 
  Total Cash and Equivalents $ 658,934 $ 1,890,071 

(a) Under the terms of the bond resolution related to the Department of Natural Resources 
and Conservation revolving loan program (see Note 5), the District must maintain 
minimum reserves so long as the loans are outstanding. 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

3. CAPITAL ASSETS:

Capital assets activity for the years ended June 30, 2018 and 2017 was as follows: 

 June 30, 2017 Additions Retirements June 30, 2018 
 Land $ 245,961 $ - $ - $ 245,961 
 Water Distribution 
    System  15,829,958  4,197,431  -  20,027,389 
 Maintenance Equip- 
    ment and Vehicles  804,747  30,329  -  835,076 
 Structures and Improve- 
    ments  560,845  -  -  560,845 
 Office Furniture and 
    Equipment  126,815  -  -  126,815 
  $ 17,568,326 $ 4,227,760 $ - $ 21,796,086 
 Accumulated 
    Depreciation  (7,382,279)  (620,557)  -  (8,002,836) 
 Net Capital Assets $ 10,186,047 $ 3,607,203 $ - $ 13,793,250  

June 30, 2016 Additions Retirements June 30, 2017 
 Land $ 245,961 $ - $ - $ 245,961 
 Water Distribution 
    System  14,496,031  1,333,927  -  15,829,958 
 Maintenance Equip- 
    ment and Vehicles  728,115  96,484  19,852  804,747 
 Structures and Improve- 
    ments  560,845  -  -  560,845 
 Office Furniture and 
    Equipment  126,815  -  -  126,815 
  $ 16,157,767 $ 1,430,411 $ 19,852 $ 17,568,326 
 Accumulated 
    Depreciation  (6,957,288)  (444,843)  (19,852)  (7,382,279) 
 Net Capital Assets $ 9,200,749 $ 985,568 $ - $ 10,186,047  
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

4. INVESTMENTS:

As disclosed previously, the District’s basis of accounting was prescribed by the “1-1-63 
Bond Resolution” prior to the fiscal year ended June 30, 2004.  Such resolution required 
certain minimum investments to be maintained so long as any revenue bonds remained 
outstanding.  In addition, during the year ended June 30, 2006, the District contracted 
preparation of a capital improvement plan that identified $15,000,000 of improvements to the 
District’s infrastructure of which $7,864,000 were identified as first priority projects.  The 
original water supply and distribution system components are now approximately fifty-three 
(53) years of age, and the Board has anticipated that future system repair and replacement 
costs could eventually exceed funds generated from annual operations.  Accordingly, prior to 
the termination of the “1-1-63 Bond Resolution” the Board of Directors elected to fund the 
Capital Improvement and Replacement Fund under that resolution in excess of the amounts 
required.  Except as noted below, subsequent to the expiration of the “1-1-63 Bond 
Resolution” on January 2, 2003, the Board of Directors has not taken any action to un-
designate capital improvement funds.   

Accordingly, the accompanying financial statements have been prepared in accordance with 
previous Board designations. As a result of the designation of investments as capital 
improvement funds and the practice of periodically transferring all excess operating funds to 
the investment accounts, the unrestricted net position of the District ended the June 30, 2006 
fiscal year with a deficit balance of $5,277.  Accordingly, on December 13, 2006 the Board 
designated $100,000 of the investment funds as an operating reserve. The unrestricted net 
position of the District also ended the June 30, 2012 and 2011 fiscal years with deficit 
balances of $(385,409) and $(317,798), respectively. On November 14, 2012 the Board 
designated $245,000 of the investment funds as an operating reserve. Also, during the year 
ended June 30, 2013, a $500,000 note payable to the Department of Natural Resources and 
Conservation (Loan A) was forgiven since the District satisfied the requirements set forth in 
the 2011 resolution and this amount was reclassified to unrestricted net position. Additional 
investment funds could be designated as operating reserves at its discretion subject to a 
Board resolution to cure any deficit. The unrestricted net position of the District also ended 
the June 30, 2018 fiscal year with a deficit of $(138,396). 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

4. INVESTMENTS (Continued): 

The balance of investments restricted for capital asset additions and improvements as of June 
30, 2018 and 2017 consisted of the following: 

June 30, 2018 June 30, 2017 
Federally Insured Certificates of Deposit - 
  Various certificates of deposit with yields 
  ranging from 1.25% to 3.10% and varying 
  maturities as of June 30, 2018 ranging 
  from July 2, 2018 to September 14, 2022: 
         Face Value $ 8,458,280 $ 7,728,268 
Cash Fund with a yield of .65%  
  as of June 30, 2018  35,264  27,548 
Accrued Interest Receivable  22,356  23,503 
Unamortized Premiums (Discounts)  51,738  60,130 

 $ 8,567,638 $ 7,839,449

5. PLEDGED ASSETS AND LONG-TERM DEBT: 

 Long-Term debt at June 30, 2018 and 2017 is as follows: 

              June 30, 2018      June 30, 2017 
 $538,000, 3.00% note payable to Department of  
 Natural Resources and Conservation (Loan B) due  
 in semi-annual installments ranging from $17,680 
 to $18,655, including interest, through  
 January, 2031, secured by a revenue bond (a) $ 377,000 $ 401,000 
   
 $2,987,000, 2.50% note payable to Department of  
 Natural Resources and Conservation due in semi- 
 annual installments ranging from $94,863 to 
 $95,863, including interest, through January, 2036,  
 secured by a revenue bond  2,689,000  2,810,000 

 $2,200,000, 2.50% note payable to Department of  
 Natural Resources and Conservation due in semi- 
 annual installments ranging from $69,763 to  
 $70,738, including interest, through January, 2036,  
 secured by a revenue bond   2,114,000  289,749 
    $ 5,180,000  3,500,749  
  Less Current Maturities  (239,000)  (229,000) 
  Total Long-Term Debt $ 4,941,000 $ 3,271,749 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

5. PLEDGED ASSETS AND LONG-TERM DEBT (Continued):

(a) In September 2010, the State of Montana Department of Natural Resources and 
Conservation (DNRC), through its Drinking Water State Revolving Fund Program 
approved a loan to the District in the amount of $1,038,000 which was represented and 
secured by a Revenue Bond in the amount of $1,038,000. Loan A was for $500,000 and 
was forgiven upon successful completion of the program requirements. Loan B is for 
$538,000 for a term of 20 years at an interest rate of 3.00% per annum. Loan B was 
refinanced to obtain a lower interest rate (from 3.75%) during the year ended June 30, 
2014

The loan proceeds for all loans were borrowed for the purpose of designing, engineering, 
constructing, and installing certain improvements to the District’s water system, including water 
main replacement, acquisition and installation of pumps, construction of reservoir, and other 
improvements and expansions. 

 The current aggregate maturities of long-term debt for the years ending June 30 are as follows: 
            
    2019     239,000 
    2020     243,000 
    2021     250,000 
    2022     257,000 
    2023     262,000 
    Thereafter    3,929,000 
    Total    $ 5,180,000 

6. COMMITMENTS AND CONTINGENCIES:

On June 18, 1963, the District entered into an exclusive water supply contract with the City 
of Billings, Montana.  Under the agreement, which has no expiration date, the District and 
the City of Billings, Montana each agree to furnish, operate and maintain, at their own 
expense, all water supply and distribution lines and equipment from/to the point of delivery 
of such water supply.  The agreement requires the City of Billings to provide a minimum 
water supply, but reserves the right to restrict the use of water by the District in the event that 
a shortage of water makes it necessary to impose restrictions.  However, any such restrictions 
shall be no different than those imposed within the City of Billings own water delivery 
system.  
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

6. COMMITMENTS AND CONTINGENCIES (Continued):

The agreement with the City of Billings further sets an initial water rate charge to be paid by 
the District to the City of Billings and limits future increases to that which it simultaneously 
applies to all other users of the City’s water.

If for any reason, the City of Billings should fail to provide the contracted water supply to the 
District, there is no alternative source of water supply for the District’s customers. Total 
water purchased by the District for the years ended June 30, 2018 and 2017 was $2,215,844 
and $1,430,566, respectively.  The amount payable for purchased water reflected in accounts 
payable in the accompanying statements of net position is $753,470 and $128,141 as of June 
30, 2018 and 2017, respectively.  (Also, see Note 14 for contingency and subsequent event.) 

As noted in Note 4 to the financial statements, the District has identified $15,000,000 in 
capital improvement projects of which $7,864,000 were identified as first priority projects.  
The original water supply and distribution system is now approximately 53 years old and the 
District must provide for new infrastructure as a result of growth within and surrounding the 
District’s boundaries.  Although management is pursuing federal monies to partially fund 
these costs, it is anticipated that revenue bonds or similar municipal-type bonds could be 
issued to finance a portion of these anticipated costs.

7. RETIREMENT PLAN:

The District maintains a 401(k) defined contribution profit sharing plan covering 
substantially all employees meeting minimal eligibility requirements.  Under the plan, the 
District matches employee contributions up to 10% of 50% of eligible compensation 
(effective rate of 5% of eligible compensation).  The District may also make discretionary 
profit sharing contributions to the plan in an amount determined by the Board of Directors.  
Employee contributions to the plan are fully vested immediately; employer contributions are 
vested 20% per year such that after five (5) years of service they are fully vested with the 
employee.   

All funding of the profit sharing plan is made on a monthly basis such that there were no 
unfunded contributions to the plan as of June 30, 2018 and 2017.  Total retirement plan 
contributions for the years ended June 30, 2018 and 2017 amounted to $22,881 and $43,491, 
respectively.  The adoption of the profit sharing plan was made under a prototype document 
which has been qualified by the Internal Revenue Service under Internal Revenue Code 
§401(a).
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

8. COMPENSATED ABSENCES:

On January 8, 1997, the District Board of Directors adopted a compensated absences policy 
that states unused sick leave accumulates at the rate of one (1) day per month per employee, 
of which twenty-five percent (25%) is paid to employees at termination of employment at the 
employees pay rate then in effect. Effective August 10, 2011, the District Board of Directors 
adopted a policy that states vacation leave may be accumulated to a total not to exceed (2) 
two times the maximum number of days earned annually as of the end of the first pay period 
of the next calendar year. Excess vacation time is not forfeited if taken within 90 calendar 
days from the last day of the calendar year in which the excess was accrued. Vacation is 
earned based on how many years of employment the employee has with the District. Upon 
termination of employment, unused earned vacation will be paid at the current rate of pay 
after completion of the qualifying period. 

9. CONCENTRATIONS: 

The District maintains its primary bank accounts in two financial institutions located in 
Billings, Montana. Those balances are insured by the Federal Deposit Insurance Corporation 
(FDIC) up to $250,000 per financial institution. Certificates of deposit held for investment 
purposes are held with various financial institutions throughout the United States and those 
balances are insured by the FDIC. Temporarily idle investment funds are maintained in cash 
deposits at brokerage firms which may or may not be federally insured.  At June 30, 2018, 
the District’s uninsured balances totaled $407,918. 

The District is engaged primarily in the delivery of water service to its customers.  Assets 
that potentially subject the District to concentrations of credit risk consist primarily of trade 
accounts receivable.  The District performs ongoing credit evaluations of its customers but 
generally requires no collateral except for minimal customer deposits.  The customer base 
consists of water consumers within the District’s geographical boundaries.  As described 
above the District’s sole available source of supply for water is the City of Billings, 
Montana.

10. WATER RATES:

The minimum water rate charged per month varies from $17.55 per gallon to $264.56 per 
gallon for the first 3,300 gallons of water used depending upon the consumer’s meter size.  
All gallons over 3,300 per month are charged at the rate of $3.88 per 1,000 gallons up to 
20,000 gallons. The rate on the next 30,000 gallons is $4.66 per 1,000 gallons. For usage in 
excess of 50,000 gallons, the rate is $5.59 per 1,000 gallons.  The number of meters billed for 
the month of June 2018 was 5,642. 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

11. RISK MANAGEMENT:

The District is exposed to various risks of loss related to torts; damage to, and theft or 
destruction of assets; errors and omissions; injuries to employees and natural disaster.  
During the fiscal year ended June 30, 2018, the District was insured with private insurance 
carriers for errors and omissions, liability, property, and crime damage.  Coverage under 
those insurance policies was as follows:  

 Non-Profit Organization Liability Policy for 
    Directors and Officers Including Employment Practices $ 1,000,000 
 Commercial General Liability  3,000,000 
 Commercial Excess Liability  1,000,000 
 Commercial Automobile Liability  1,000,000 
 Commercial Automobile Physical Damage Insured Values 
 Building and Contents  1,546,284 
 Equipment Insured Values 
 Inland Marine  152,280 
 Crime Insurance: 
  Employee Dishonesty, Forgery, Alteration, Theft  50,000 
  Computer Fraud  25,000 

The District has had no significant reduction in insurance coverage from prior years.  The 
District has had no settlements exceed insurance coverage for the past ten years.  

The District maintains a premium based health care insurance plan through Blue Cross Blue 
Shield called Blue Dimensions for substantially all full-time employees.  Effective January 1, 
2013, the District switched to this health insurance plan due to cost savings associated with 
the new plan. 

Workers’ compensation insurance coverage is maintained by paying premiums to the 
Montana State Fund, the default workers’ compensation insurance provider for all employers 
in the State of Montana.  The premium is calculated based upon accident history and 
administrative costs. 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

12. FAIR VALUE MEASUREMENTS: 

The County Water District of Billings Heights is required to disclose the fair value for 
financial instruments, whether or not recognized in the statements of net position. A financial 
instrument is defined as cash, evidence of an ownership interest in an entity, or a contract 
that both impose a contractual obligation on one entity to deliver cash or another financial 
instrument to a second entity. The following methods and assumptions were used by the 
County Water District of Billings Heights in estimating the fair value of its financial 
instruments: 

Financial Assets:  Due to the liquid nature of the instruments, the carrying value of cash and cash 
equivalents approximates fair value.  The fair value of receivables approximates book value as 
the District expects contractual receipt in the near-term.  Prepaid expenses represent payments 
made for next fiscal year’s expenses and are recorded at fair value. Investments are valued as 
disclosed in Notes 1 and 4 based on quoted market prices and as of June 30, 2018 and 2017 cost 
approximates fair value. 

Financial Liabilities:  The fair value of accounts payable and accrued expenses approximates 
book value due to contractual payment in the near-term.  The fair value of the District’s long-
term debt is estimated based on the borrowing rates currently available for loans with similar 
terms and average maturities. The fair value of the long-term debt and carrying value is 
estimated to be the same. 

13. PRIOR PERIOD ADJUSTMENT: 

The County Water District of Billings Heights has restated its previously issued June 30, 
2017 financial statements as a result of an error subsequently discovered in a spreadsheet 
utilized to account for monthly water sales and accounts receivable.  The accompanying 
financial statements for June 30, 2017 have been restated to reflect the corrections.  The 
following is a summary of the restatements: 

 Change in net position as previously reported $ 2,306,746 

 Correction of error to accounts receivable as of June 30, 2017  (82,888) 

 Change in net position as restated $ 2,223,858  

The restatement of the change in net position noted above was related primarily to accounts 
receivable which have also been restated in the accompanying statement of net position as of 
June 30, 2017. 
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Notes to Financial Statements 

June 30, 2018 and 2017 

14. SUBSEQUENT EVENTS AND CONTINGENCY: 

Subsequent to June 30, 2018 the County Water District received an invoice from the City of 
Billings (water supplier) for past, previously unbilled, water charges that were the result of errors 
made by the City of Billings in converting water to and from gallons from another unit of 
measurement.  Those errors by the City of Billings began in approximately December of 2014 
and were not discovered and corrected for approximately two years.   The total error asserted by 
the City of Billings and billed to the County Water District amounted to approximately $2.5 
million for that period of time.   

The District’s legal counsel has advised the District that “Montana law states that if a public 
utility makes a billing error, it can only collect back on the error over six months.”.  However, 
legal counsel has also advised the District that: “There has been no litigation under Montana’s 
statute and it is difficult to say if a court would apply the statute to limit the City of Billing’s 
claim.”  If that law were applied the County Water District has determined it would owe 
approximately $550,000 and has accrued a liability as of June 30, 2018 for that amount with a 
charge to water purchased in the accompanying financial statements. The matter is not currently 
in litigation and efforts are being made in an attempt to settle the dispute.  Although, the District 
intends to present a vigorous defense, if unsuccessful, the amount of the liability to the City of 
Billings would be the entire $2.5 million invoiced. 

Other than as noted above, management has evaluated subsequent events and are unaware of any 
other events subsequent to November 6, 2018, the date of the independent auditor’s report, that 
are required to be disclosed under accounting principles generally accepted in the United States 
of America. 
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INDEPENDENT AUDITORS’ 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

Board of Directors
County Water District of Billings Heights
Billings, Montana

We have audited, 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, the financial 
statements of County Water District of Billings Heights, which comprise the statement of 
net position for the year ended June 30, 2018 and the related statements of revenues, 
expenses and changes in net position, and cash flows for the year then ended, and the 
related notes to the financial statements, and have issued our report thereon dated 
November 6, 2018.   
 
Internal Control Over Financial Reporting 
In planning and performing our audit, we considered County Water District of Billings 
Heights’s internal control over financial reporting as a basis for designing our auditing 
procedures for the purpose of expressing our opinion on the financial statements, but not 
for the purpose of expressing an opinion on the effectiveness of the County Water District 
of Billings Height’s internal control.  Accordingly, we do not express an opinion on the 
effectiveness of the County Water District of Billings Height’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. 
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Our consideration of internal 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 material weaknesses 
or significant deficiencies and therefore, material weaknesses or significant deficiencies 
may exist that were not identified. Given these limitations, during our audit we did not 
identify any deficiencies in internal control over financial reporting that we consider to be 
material weaknesses. However, material weaknesses may exist that have not been 
identified. We consider the deficiencies described below to be significant deficiencies in 
internal control over financial reporting: 
 

#2018-1 - Segregation of Duties and Financial Statement Preparation –  
The administrative staff of the District is very small, in terms of the number of 
personnel, with a general manager who fulfills management-level administrative 
responsibilities, and two full time office staff that perform substantially all of the 
bookkeeping and accounting functions including billing, cash receipts, 
disbursements, posting of transactions, reconciliations, etc.  A good internal control 
structure contemplates an adequate segregation of duties so that no one individual 
handles a transaction from inception to completion.  Under the circumstances, it is 
simply impossible to provide all of the desirable internal control procedures due to 
the inability to adequately segregate personnel functions without incurring the 
costs of hiring additional personnel. While we recognize that the organization is not 
large enough to permit adequate segregation of duties in all respects, it is 
important that management be aware of this condition and for the Board to remain 
proactive in authorizing and reviewing transactions and accounting data and 
records.  (Repeat Comment) 

 
In addition, the organization does not have an internal control system designed to 
provide for the preparation of the full disclosure financial statements being 
audited.  As auditors, we were requested to draft the financial statements and the 
accompanying notes to the financial statements.  This circumstance is not unusual 
in an organization of this size.  It is the responsibility of management and those 
charged with governance to decide whether to accept the degree of risk associated 
with this condition because of cost or other considerations. (Repeat Comment) 
 

Compliance and Other Matters 
As part of obtaining reasonable assurance about whether County Water District of Billings 
Height’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 did not disclose any instances of noncompliance or other 
matters that are required to be reported under Government Auditing Standards. 
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County Water District of Billings Heights Response to Findings 
County Water District of Billings Heights’ response to the finding identified in our audit is 
described above.  We did not audit County Water District of Billings Heights’ response and, 
accordingly, we express no opinion on it. 
 
Purpose of This Report 
The purpose of this report is solely to describe the scope of our testing of internal control 
and compliance, and the result of that testing, and not to provide an opinion on the 
effectiveness of the entity’s internal control or on compliance. This report is an integral 
part of an audit performed in accordance with Government Auditing Standards in 
considering the entity’s internal control and compliance. Accordingly, this communication 
is not suitable for any other purpose.

 
Summers, McNea & Company, P.C. 
Certified Public Accountant

November 6, 2018
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COUNTY WATER DISTRICT OF BILLINGS HEIGHTS 
Schedule of Findings 

For the Years Ended June 30, 2018 and 2017 

Finding #2018-1 – Segregation of Duties and Financial Statement Preparation – Significant 
Deficiency

Criteria - County Water District of Billings Heights is a small organization with limited personnel 
and thus limited ability to segregate duties.  Further, the Organization does not have an internal 
control system designed to provide for the preparation of the financial statements and related financial 
statement disclosures being audited. 

Condition – A good internal control structure contemplates an adequate segregation of duties so that 
no one individual handles a transaction from inception to completion.   Management requested us to 
draft the financial statements and accompanying notes to those financial statements. 

Cause – Although the circumstance is not unusual for an organization of this size, the absence of 
controls over segregation of duties and preparation of financial statements increases the possibility 
that a misstatement of the financial statements could occur and not be prevented, or detected and 
corrected, by the Organization’s internal control. 

Effect – This significant deficiency could result in a material misstatement to the financial statements. 

Recommendation – It is the responsibility of management and those charged with governance to 
make the decision whether to accept the degree of risk associated with this condition because of cost 
or other considerations.  In order to mitigate the inability to segregate of duties, management and the 
Board of Directors should continue to exercise effective oversight. 

Views of Responsible Officials – There is not disagreement with the finding. 
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INDEPENDENT AUDITORS’ REPORT ON
COMPLIANCE WITH BOND RESOLUTION 

To the Board of Directors 
County Water District of Billings Heights 
Billings, Montana 
 
We have audited the financial statements of County Water District of Billings Heights (the 
District), as of and for the year ended June 30, 2018, and have issued our report thereon dated 
November 6, 2018. 
 
We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards issued by the Comptroller General of the United States.  Those 
standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. 
 
Compliance with the provisions of the County Water District of Billings Heights’ bond 
resolution relating to $3,525,000 Water Revenue Bonds (DNRC Drinking Water State 
Revolving Loan Program) consisting of $538,000 Series 2011 Bond, $2,987,000 Series 2016 
Bond, and $2,200,000 Series 2017 Bond and related regulations is the responsibility of County 
Water District of Billings Heights’ management.  As a part of obtaining reasonable assurance 
about whether the financial statements are free of material misstatement, we performed tests 
of County Water District of Billings Heights compliance with the bond resolution and related 
regulations.  However, our objective was not to provide an opinion on overall compliance with 
the bond resolution and related regulations. 
 
The results of our audit procedures did not disclose any material instances of noncompliance 
with the requirements referred to above.    
 
This report is intended solely for the information and use of the Board of Directors, 
management, the Department of Natural Resources and Conservation of the State of Montana, 
and the Department of Environmental Quality of the State of Montana and is not intended to 
be and should not be used by anyone other than these specified parties.

 
Summers, McNea & Company, P.C. 
Certified Public Accountant

November 6, 2018
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