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INDEPENDENT AUDITOR’'S REPCRT

To the Commissioners
Lower Yellowstone Irrigation District No. 2
Sidney, Montana

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type
activities of Lower Yellowstone Irrigation District No. 2 as of and for
‘the year ended December 31, 2015, and the related notes to the financial "’
statements, which collectively comprise the District’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is reésgponsible 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.faizrpresentatlon.of flnanc1al gtatements that are free

from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our respon51b111ty is to express an oplnlon.on these financial statements
based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the
' standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material
migstatement.

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 evaluatlng
the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit copinion.

Opinions ‘ . .

In our opinion, the financial statements referred to above present fairly,
in all material respects, the respective financial position of the
business-type activities of Lower Yellowstone Irrigation District No. 2
as of December 31, 2015, and the respective changes in financial position,
and, its cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

‘Other Matters

Required supplementary Information

Accounting principles generally accepted in the United States of America
require that the management’'s discussion and analysis on pages 5-11 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
esgential 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 wmethods of preparing the information and comparing the
information for con51stency'w1th.management g regponses to our inguiries,
the basic financial statements, and other knowledge we obtalned_durlng ouxr
audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures
dormﬁ:prov1dexn3w1th.suff1c1ent.ev1dencetxnexpressEﬂloplnlon<m:prov1de
any assurance,

Other Information

our audit was conducted for the purposge of forming opinions on the financial
statements that collectively comprise Lower Yellowstone Irrigation
District No. 2's basic financial statements. The organizational chart on
page 1 is presented for purposes of additional analysis and is not a reguired
part of the basic financial statements. The organizational chart on page
1 has not been subjected to the auditing procedures applied in the audit
of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

Tn accordance with Government Auditing Standards, we have also issued ouxr
report dated February 10, 2017, on our consideration of Lower Yellowstone
Irrigation District No. 2'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 cur 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
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on compliance. That report isg an integral part of an audit performed in
accordance with Government Auditing Standards in considering T.ower
vellowstone Irrigation Distirict No. 2’s internal control over financial
reporting and compliance,

Smith, Lange & Halley, PE
Smith, Lange & Halley, PC
Sidney, Montana

February 10, 2017




LOWBl Yellowstone Trrigation District # 2
Sidney, Montana
. Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

“This discussion and analysis of the financial performance of the Lower Yellowstone Iriigation |
District #2 (ILYID #2) provides an overall review of financial activities for the fiscal year
ended December 31, 2015, The intent of this discussion and analysis is to look at the
Project’s financial performance as a whole; readers are encouraged to consider the
information presented here in conjunction with the financial statements,

Financial Highlights

Key financial highlights for 201_5 are as follows:

e All the physical expectations in operating and maintaining the LYID #2 as performed
by the Lower Yellowstone Trrigation Project Board of Control (LYIPBOC) were
accomplished in 2015.

e The assessment rate was a $40 per acre to cover a 2015 budget.

e The district paid the BOC $525,472 to cover their O&M operations. This was
$156,324 under the budgeted amount of $681, 796.

Overview

The LYID #2 is responsible for the operation and maintenance of the portion of the Lower
Yellowstone Trrigation Project that is in North Dakota. The LYID #2 shares a water right and
facilitates with the LY1ID #1, the Montana component of the Lower Yellowstone Irrigation
Project. Both Districts contract certain duties with Lower Yellowstone Irrigation Project
Board of Control, a controlling agent organized for this purpose. See the financial statements
for LYIPBOC and LYID #1 that provide information regarding this unique 1elat10nsh1p

The financial statements presented herein include all the activities of the LYID#2 using the
integrated approach method. The basic financial statements include the Fund Financial
Statements and notes to the basic financial statements.

LYID #2 performs its duties in a fashion similar to a private-sector business. Chapter 61-07
of North Dakota Water Law regards it as a non-profit public corporation. Chapter 61 governs
how North Dakota irrigation districts are formed and how they are operated.

It is appropriate that the Lower Yellowstone Irrigation District #1 and Lower Yellowstone
Irrigation District #2 maintain assets in proportion to their acreage; however, District #1 has
accumulated more than its proportionate share of assets over the years, the shares being 66%
for District #1 and 34% for District #2 at the beginning of 2015. To equalize the assets,
District #1 was levied an assessment rate of $1 per acre less than District #2.

[,




Lower Yellowstone Trrigation District # 2
Sidney, Montana
Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that
“have been segregated for specific activities or objectives. LYID #2, like other state and local

governments, uses fund accounting to ensure and demonstrate compliance with finance-

related legal requirements. All of the funds of LYID #2 can be classified as proprietary funds.

The proprietary fund financial statements present the financial condition based on the accrual
basis of accounting. All of the current year revenues and expenses are recorded regardless of
when cash is received or paid.

The statement of net position presents information on LYID #2's assets and liabilities, the
difference being reported as net position. Over time, increases or decreases in net position
may serve as a useful indicator of whether the financial position of the LYID #2 is improving
or.deteriorating. ' '

The statement of Revenues, Expenses and changes in fund net position presents information
showing how the District’s net position changed during the most recent fiscal year. All
changes in net positions are reported as soon as the underlying event giving rise to the change
occurs; regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will only result in cash flows in future fiscal
penods (e.g. uncollected assessments).

Reserve IF'und

LYIPROC establishes and monitors a reserve fund with uncommitted funds of LYID #1 and
LYID #2. The reserve fund is used to track equipment purchases, provide for large

rehabilitation and betterment projects, bank prepaid O&M fees, and provide for emergencies.

The amount of the reserve fund is adjusted as influenced by the uncommitted equity that is
available from LYID #2. LYID #2 has smaller assets of the two districts and reserve balances
must be apportioned or balanced according to each districts responsibility to the Project. See
Capital Assets below for fund balances.

Notes to the Financial Statements

The audit will include notes that provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements..
The notes to the financial statements are presented later in this audit report. '

The year-end financial statements as compared to 2014 are included below:




Lower Yellowstone Lrigation District # 2
Sidney, Montana _
Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

Statement of Net Position
December 31, 2015 and 2014

Enterprise Fund

ASSETS

: 2015
CURRENT ASSETS
- Cash and Cash Equivalents 5406,427
Investments 83,559
Assessments Receivables 791,166
TOTAL CURRENT ASSETS 1,281,152
Capital assets {net of accumulated depreciation} 573,528
TOTAL ASSETS : - 1,854,680
LIABILITIES

CURRENT LIABILITIES

Accounts Payable ' 35,543
Curr. Prtn.-Comp. Abs. ' 51,782
TOTAL CURRENT LIABILITIES _ . 87,325
NONCURRENT LIABI.LlTIES :

- Comp. Absences 12,945

TOTAL LIABILITIES , 100,270
DEFERRED INFLOWS OF RESOURCES

Prepaid Taxes 0
Asmnts Receivable 768,131
TOTAL DEFERRED INFLOWS OF RESOURCES 768,131
NET POSITION

Invested in Capital Assets 573,528
Unrestricted ‘ ' 412,751

TOTAL NET POSITION $986,279

2014

$340,553
655,204
83,318

1,079,075

621,368

1,700,443

£ 20,328

52,058

72,386

13,014

85,400

94,194

655,202

749,396

621,368

244,279

$865,647




Lower Yellowstone [irigation District # 2

Sidney, Montana

Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

Statement of Revenues, Expenses and Changes in Fund Net Position
Proprietary Fund Activity
December 31, 2015 and 2014

Operating Revenues
Charges and fees

Operating Expenses
Payments to Board of Control
“Audit
Miscellaneous
Per Diem
- Depreciation
Total Operating Expenses

Operating Income {Losses)
' Non-operating Revenues (Expenses)
Interest and investment income

Gain (Ioés) on sale of assets
Total Non-operating Revenues

Change in Net Position

Total Net Position on JanUary 1,2015

Total Net Position on December 31,
2015

2015

$750,914

525,472
2,425
90

2009
105,077
635,073

115,841

3,498
1,293
4,791

120,632

865,647

$986,279

2014

$708,406

593,681
75

. 1898
1756
102725
700,135

8,271

853,850

5865,647




Lower Yellowstone Trrigation District # 2
Sidney, Montana
- Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

The total change of net assets of LYID #2 increased by $120,632.

Capital Assets

Capital Assets in land, buildings and equipment are owned by LYID #1 and #2. The
Tower Yellowstone Irrigation Project Board of Control utilizes them. Ownership and
associated expenses are shared 66% and 34% by LYTD #1 and LYID #2, respectively, the
ratio being the ratio of irrigable acreage. Fixed assets include land and buildings where the
O&M headquarters are located and the equipment used to operate and maintain the Project.
Depreciation on the above is by the straight-line method. '

There were changes in buildings and land in 2015. The followiﬁg equipment and building
items were added in 2015:

. Item Total Cost ’ D2's Share

2014 Canon Copier 511,657 $3,963
2015 Chev. Pkup ' 526,429 : 58,986
2007 Vac. Excvtr . 516,585 _ $5,639
2015 Cat 326 LR Excvtr _ 5$104,200 $35,428
2015 Ford Pkup $26,843 : 59,127
1990 Chev, Pkup $7,627 $2,593
Total Equipment $193,341 $65,736
Debt Service

District #2 has no outstanding bonds, notes or any other debts.




"Lower Yellowstone Trrigation District # 2
Sidney, Montana
Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

Special Activities:

The Lower Yellbwstone' In"igation District 2 chose (o participate as a 34% Share in the
following activities of the Board of Control:

Description Date Cmpltd Cost

FEMA LAT HH1 May 1, 2015 $130,658
LAT SS Road 119 pipe  ~ June 1, 2015 $7,124
LAT PP Road 117 pipe ~ January 27, 2015 $7,258

LAT PP-5 Road 118 September 16, \
 pipe 2015 - $13,632
LAT D Rail Road pipe June 1, 2015 $5,824
LATD Road 351 pipe . June 1, 2015 $8,747
Total o | $173,243
| Special Activities

F.JE.M.A Lateral HH1: The LYIP applied for a [east cost alternative project PW1442-1 from
FEMA for labor and material proposed to be used to mitigate the effects of severe flooding
that began April 4,,2011. Pipe was purchased in 2013 in order to begin construction,
significant construction progress was made in 2014, but completion was delayed by the
freezing winter. The Project was completed May 12, 2015.

FlowMeter to detect water seepage: The LYIP applied for and was awarded a $15,000
DNRC grant to purchase an Acoustic Doppler Current Profiler FlowMeter for $18,876 to -
detect, locate, prioritize, and document areas of water seepage. $13,500 was reimbursed by
grant in 2014, The remaining $1,500 was reimbursed in January 2013. '

Pending Litigation:

The USBR has been working with the USACE, USFW, and the Lower Yellowstone Irrigation
Districts to achieve fish passage for the endangered species Pallid Sturgeon. The USACE
proposed a partnership to build a fish passage around the existing LYIP’s irrigation diversion
dam at Intake. The proposal also included replacing the stacked boulders with a concrete
addition to improve fish passage while protecting the wooden structure. This proposal was
halted by legal action initiated by plaintiffs in a lawsuit. This legal action is still pending by
additional hearings. Plaintiffs are suing for ultimate removal of the diversion dam and
conversion to a very expensive system of pumps for the delivery of the irrigation water.
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Lower Yellowstone Tirigation District # 2
Sidney, Montana
Management's Discussion and Analysis
For the Year Ended December 31, 2015
Unaudited

Contact About This Report

If you have any questions concerning this report, you may contact Cindy Nygaard or James
Brower, Lower Yellowstone Irrigation Project Board of Control, phone (406} 433-1306.
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" LOWER YELLOWSTONE IRRICATION DISTRICT NO.
‘ MCKENZIE COUNTY, NORTH DAKOTA
STATEMENT OF NET POSITICH
DECEMBER 31, 2015

ASSETS

CURRENT ASSETS
Cash and cash ecquivalents
Investments

Agsessments receivable

TOTAL CURRENT ASSETS

Capital assets (net of accumulated depreciation)

TOTAL ASSETS

LIABILITIES
CURRENT LIABILITIES
Accounts pavyable

Current porticn of compensated absences

TOTAL CURRENT LIABILITIES

NONCURRENT: LIABILITIES

Compensated absences

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
Assessments receivable

TOTAL DEFERRED INFLOWS OF RESOURCES

NET POSITION
Invested in capital assets
Unrestricted ' .

TOTAL NET POSITION

See notes to the basic financial statements.
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Enterprise .

Fund

$406,427
83,559

791,166 -

1,281,152

593,528

1,854,680

35,543
51,782

87,325

12,945

100,270

768,131

768,131

573,528
412,751

$986,279




LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, NORTH DAKOTA
STATEMENT OF REVENUES, EXPENSES AND

) CHANGES IN FUND NET POSITTON
FOR THE YEAR ENDED DECEMBER 31, 2015

Enterprise
Fund
OPERATING REVENUES
Charges and fees $750,914
CPERATING EXPENSES
Paymehts to Board of Control 525,472
Audit ' 2,425
Miscellaneous ‘ 90
Per Diem 2,009
Depreciation . 105,077
TOTAL OPERATING EXPENSES 635,073 - i
OPERATING INCOME (LOSS) /" 115,841
:’f
NONOPERATING REVENUES (EXPENSES)
Interest and investment income 3,498
Gain {loss) on sale cof assets 1,293
TOTAL NONOPERATING REVENUES (EXPENSES) 4,791
CHANGE IN NET BFOSITION 120,632
TOTAL NET POSITION - JANUARY 3, 2015 865,647
TOTAL NET POSITION - DECEMBER 31, 2015 5986,279

See notes to the basic financial statements.
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LOWER YELLOWSTOMNE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, NORTH DAKOTA
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2015

' Enterprise
Fund
CASH FLOWS FRCM QPERATING ACTIVITIES
Cash received from users $633,687
Cash paid for services (515, 126)
Net cash provided (used) by operating activities 118,561
CASH FLOWS FROM CA?ITAL AND RELATED FINANCING ACTIVITIES
Acguisition and constructiqn of capital assets (65,736)
Proceeds from sale of captial assets 9,792
Met cash provided (uged) by capital and
related financing activities {55,944)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of investments 83,318
Purchase of investments . {83,559}
" Investment income’ 3,498
Net cash provided by investing activities 3,257
Net increase {décrease) in cash.and cash equivalenﬁs 65,874
Cash and cash equivalents - December 31, 2014 340,553
Cash and cash equivalents - December 31, 2015 5406, 427
Reconciliation of operating income to net cash
provided (used) by operating activities:
Operating incbme_ $115, 841
Adjustments to reconcile operating income {(loss) Lo
net cash provided (used} by operating activities
Depreciation 105,077
{(Increase) decrease in receivables (135,962)
Increase (decrease) in payables 15,215
Increase {decrease) in deferred inflows 18,735
Increase (decrease}) in compensated absences (345)
Total adjustments 2,720
Net cash provided (used) by operating activities 5118, 561

See notes to the basic financial statements.
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MCKENZIE COUNTY, NORTH DAKOTA
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LOWER YBRPLLOWSTONE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, NORTH DAKOTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

NOTE A —-SGMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting methods and procedures adopted by Lower Yellowstone
Irrigation District No. 2 conform to U.S. generally accepted accounting
principles (GAAP) as applied to governmental entities, The District’s
reporting entity applied all relevant Governmental Accounting Standards
Board (GASB) pronouncements.

1. Reporting Entity - The District is governed by an elected, five member
Board and is considered to be the primary government. The financial
statements .include all funds, account groups, boards, commissions and
authorities for which the District is financially accountable and other
organizations for which the nature and significance of the relationship
are such that exclusion would cause the Digtrict’s financial statements
to be migleading or incomplete. '

Related Party Transactions - Lower Yellowstone Irrigation District No 2
" utilizes the services of the Lower Yellowstone Irrigation Project - Board
‘of Control, a separate legal entity created under the provisions of Title
85, Chapter 7, Part 16, MCA. The services provided by the Board of Control
for Lower Yellowstone Irrigation Disgtrict No. 2 include, among other
things, accounting for payroll, operating expenses and  equipment’
purchases. The Board of Control is reimbursed on a monthly basis for any
expenditures it makes on behalf of Lower Yellowstone Irrlgatlon District
No. 2. The Board of Control alsc provides the same type of sexrvices for.
Lower Yellowstone Irrigation District No. 1, Savage and Intake. The Board
of Control is governed by three trustees, one appointed each from the
commigsioners of Irrigation Districts No. T and 2 and a member-at-large.

Lower Yellowstone Irrigation District No. 2 ig provided various financial
services by McKenzie County, North Dakota. The County serves as cashier
and treasurer for the District for agsessment collections. ~The County
levies and collects assessments for the District and remits the amounts
collected monthly to Richland County, Montana. The treasurer of Richland
County maintaine the District’s funds in an agency account and makes
payments on District issued warrants. No service charges "have been
recorded by the District or either of the Counties.

2. Basis of Presentation and Basis of Accounting - Lower Yellowstone
Irrigation District No. 2 engages in only business-type activities and thus
report the financial statements required for proprietary funds. These
financial statements include the statement of net position, statement of
revehues, expenses and changes in fund net position, and statement of cash
flows. Proprietary fund financial statements are accounted for using the
economic resources meagurement focus and the

15




LOWER YELLOWSTONE IRRIGATION DISTRICT WO, 2
. MCKENZIE COUNTY, NORTH DAKOTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YERAR ENDED DECEMBER 31, 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING'POLICI.E‘.S {CON'T)

9. Basig of Prasentation and Basis of Accounting (con’t) - accrual basis
of accounting. Revenues are recorded when earned and expenses are recorded
at the time the liability is incurred, regardless of when the related cash
flows take place. The accounting objectives are determination ©of mnet
position, financial position and cash flows. Operating income reported
in proprletary fund financial statements includes revenues and expenses
related to the primary, continuing operations of the fund. . Pr1nc1pa1
operating revenues for proprietary funds are charges to cugtomers for sales
or gervices. Principal operating expenses are the costs of providing goods
or services and include administrative expenses and depreciation of capital
assets. Other revenues and expenses are classified as non-operating in
the financial statements. These other revenues include gain (loss) on
disposal of assets and interest income.

3. Cash and Investments - For purposes of the statement of cash flows, the
District considers all highly liquid investments with a maturity of three
menthe or less when purchased to be cash equivalents. Thig includes
unrestricted and restricted cash. '

4. Tnventories - Inventories of materials and supplies are maintained by
‘the Board of Control and are valued at cost.

5. Assessments and Deferred Inflow of Resources - The Board is authorized
by law to assess the users for funds needed to operate the Irrigation
District based upon the budget as adopted. The assessments are levied by
August 31, and collected by the county in which the irrigated land is
located. The assessments become due March 31. After the due date, the
bill becomes delinguent and penalties are agssessed. -An allowance for
uncollectible accounts was not maintained for assessments receivable. The
direct write-off method is used for those accounts, Although this is a
departure from U.5. GAAP, uncollectible assessments receivable were not
considered material. The 2016 assessments are recorded as Deferred Inflow
of Resources and reported in the Statement of Net Position. Total deferired
inflow of resources at December 31, 2015 was $768,131 and is classified
as asséssments receivable. These items represent increases to net position
that applies to a future period and so will not be recognized as revenue
until then.

16




LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, NORTH DAROTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

NOTE A.H SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CON'T)

6. Capltal.Assets - Fixed assets purchased or acquired by proprietary funds
are recorded in the individual fund making the purchase. Any fixed assets

donated specifically for a proprietary fund are also recorded in that
individual fund.

Proprietary fund fixed assets are recorded at cost or estimated hilistorical
cost and depreciated using the straight-line method. Estimated useful
lives, in years, for depreciable assets are as follows:
‘Buildings 25 '
Eguipment 3-16

The Board of Trustees implemented a capitalization policy whereby equipument
and infrastructure costs in excess of $4,000 are recorded as additions to
fixed assets. The cost of normal maintenance and repairs that do not add
to the value of the asset or do not materially extend asset lives are not
capitalized. '

7. Compensated Absences - Liabilities incurred because of unused vacation
and sick leave accumulated by employees and paid when they terminate are

recorded when accrued in the proprietary funds on the full accrual basis

of accounting.

8. Accounts bPayable - This is the amount due to the Board of Control at
year-end for the District’s proportionate share of operations and
maintenance, equipment purchases and other reimbursements.

9. Estimates - The preparation of financial statements in conformity with
U.8. generally accepted accounting principles requires management to make
estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those
estimates.

NOTE B - CASH AND INVESTMENTS
Details of cash and investments on December 31, 2015 follows:
Cash with Richland County Treasurer ' S 406,427

Certificate of Deposit-18 month
Dakota West Credit Union interest at

0.50% with maturity at 12/25/16 83,559
"Total cash & investments 489,986

Less long-term investments which are not
congidered cash equivalents { ~ 83,559)

Cash & cash equivalents ' S 406,427
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LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, NCRTH DAKOTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

NOTE B - CASH AND INVESTMENTS

State statutes stipulate that all amounts must be deposited in a financial
institution situvated and doing business within the state. In additionm,
state gtatutes authorize the District to invest in 1) bonds, treasury bills
and notes, or other securitieg that are a direct obligation of, or an
obligation insured or guaranteed by the treasury of the United States, or
its agencies, instrumentalities, or organizations created by an act of
Congress, 2) gecurities sold under agreements to repurchase written by a
fipancial institution in which the underlying securities for the agreement
‘to repurchase are of the type listed above, 3) certificates of deposit fully
insured by the federal deposit insurance corporation or the state, 4)
obliigations of the state.

At December 31, 2015 .the carrying amount of the District's deposits with
financial insﬁitutions was $83,559 and the bank balance as $83,559.

rustodial credit risk is the risk that, in the event of a financial

institution failure, the District’s investment may not be recovered.
Tnvestments in local financial institutions included $250,000 covered by
NCUA insurance.

Concentration of credit risk is the risk of loss attributed to the magnitude
of the District’s investment in a single issuer. The certificate of
deposit with Dakota West Credit Union is in excess of 5% of net position.

Interest rate risk is the rigk that changes in interest rates will adversely
affect the fair value of an investment. Generally, the longer the maturity
of an investment, the greater the sensitivity of its fair value to changes
in market rate. The District has a certificate of deposit with a maturity
of 18 months and interest rate of 0.50%.
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LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
| MCKENZIE COUNTY, NORTH DAKOTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

NOTE C - CAPITAL ASSETS

A summary of capital assets follows:

Balance Balance
01/01/15 Additions  Deletions 12/31/15
CAPITAL ASSETS NOT
BEING DEPRECIATED 7
Land & Land Rights 8 3,706 S 0 8 0 3 3,706
CAPITAL ASSETS BEING
' DEPRECIATED
Builings 178,759 0 0 178,759
Equipment 1,534,502 93,107 ( 70,474) 1,557,135
Total capital assets . ‘
being depreciated 1,713,261 93,107 { 70,474) 1,735,894
Legs Accunulated .
Depreciation { 1.,095,599) ( 105,077) 34,604 (1,166,072}
Net Capital Assets
Reing Dépreciated 617,662 { 11,970} 0 569,822
TOTAL CAPITAL ASSETS S '621,368 (5 11,970) {5 35,870) 5573,528

Cash cutlay for the purchase of equipment was 565,736. The amount of capital
asset additions will be depreciated over the life of the new assets
purchased.

NOTE D - COMPENSATED ABSENCES

The District accrues a liability for unpaid vacation and sick leave due
to employees of the Board of Control. On termination of employment, an
employee is paid for unused vacation and 25% of accumulated sick pay based
on the current hourly rate of pay. A portion of the compensated absences
payable is classified as a current liability, with the remainder classified
as long-term liability. A summary of compensated absences payable for the
yvear ended December 31, 2015 follows: ’

Balance Balance
1-1-15 (Decreage) 12-31-15
565,072 (5345) 464,727
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LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, MNORTH DAKOTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015
NOTE E -~ SUMMARY OF LAND AREA AND ASSESSMENTS LEVIED
amount of Irrigable Land in District:

'McKenzie County, ND 18,734.91 acres

The assessment was levied at $40.00 per acre for 2015. The 2016 aggesament
will be $41.00 per acre.

NOTE F - RISK MANAGEMENT

The District_faces'a considerable number of risks of 1oés, including

a)damage to and loss of property and contents, »b)employee Lorts,
c)professional liability, i.e. errors and omissions, d)environmental
damage, e)workers compensation, 1.e. employee injuries, and f)medical
insurance costs of employees.

A, variety of methods are used to provide insurance for these risks.

Commercial policies, transferring all rigks of loss, except for relatively
small deductible amounts, are purchased for property and content damage,

employeeHEdicalcosts,employeetorts,andgmofessional1iabilities. “The

District participates in the State Compensation Fund for workers’

compensation coverage. Given the lack of coverage available, the District

has no coverage for potential losses from environmental damages.

Coverage limits and the deductibles on the commercial policies have stayed
relatively constant for the last several years and settled claims resulting
from these risks have not exceeded commercial insurance coverage in the
past three fiscal years.

NOTE G - OTHER POST-RETIREMENT EMPLOYMENT BENEFIT

According to Montana Stalte Law, qualified retired employees may elect to
remain on the Lower Yellowstone Irrigation Project-Board of Control’s
health insurance plan until they attain the age for medicare coverage. The
retiree pays the cost of health insurance premium, however they are insured
together as a group with current employees. This causes the premiums paid
by the retirees to be lower than they would have been if the retirees were
insured separately. This results in an implicit rate subsgidy. The
covernmental Accounting Standards Board states that this implicit rate
subgidy be considered an other post-retirement employment benefit (OPEB)
and an accrual for the valuation of this benefit be included in the Board
of Control’s financial statements. There are numerous agsagumptions that
are a part of the calculation for estimating this accrued liability. The
Board of Control’s management has elected ‘
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LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
MCKENZIE COUNTY, NORTH DAKOTA
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

NOTE G - OTHFR POST-RETIREMENT EMPLOYMENT BENEFIT (CON’T)

not. to accrue a liability for this OPEB because they feel the amount of
any requlred accrual would not be material to the financial statements.
Had the Board of Control’s management determined a liability for this OPEB
existed, a liability for District No. 2's share of this liability would.
have been accrued.

NOTE H - CONTINGENCIES/SUBSEQUENT EVENTS

The US Bureau of Reclamation requested the need to achieve endangered
species fish passage at the Intake Diversion Dam. The Corp of Engineers
proposed a partnership to build the fish passage around the existing
diversion dam located at Intake. The proposal also included replacing the
stacked boulders with a concrete addition to improve fish passage. This
proposal was halted by legal action initiated by plaintiffs in a lawsuit.

Thig legal action is still pending by additional hearings. Plaintiffs are

suing for ultimate removal of the diversion dam and conversion to a very

. expengive system of pumps for the delivery of water for the Lower

Yellowstoge Irrigation Project.
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REPORT ON INTERNAL CONTRCL 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 Commissioners
Lower Yellowstone Irrigation District No. 2
Sidney, Montana :

We have audited, in accordance with auditing standards generally accepted .
in the United States of America and the standards applicablie to financial
"audits contained in Govermment Auditing Standards, issued by the
ComptroilerlGEneral of the Uriited States, the financial statements of the
business-type activities of Lower Yellowstone Irrigation District No. 2
as of and for the year ended December 31, 2015, and the related notes to
_the financial statements, which collectively comprise Lower Yellowstone
Irrigation District No. 2's basic . financial statements and have issued our
- report thereon dated February 10, 2017.

Internal Control Over Financial Reporting :

In planning and performing our audit of the financial statements, we
considered Lower Yellowstone Irrigation Digtrict No. 2'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 opinion on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of Lower Yellowstone
Irrigation District No. 2's internal control. Accordingly, we do not
éxpress an opinion on the effectiveness of Lower vellowstone Irrigation
District No. 2's intermal control.

A deficiency in internal control exists when the design or operation of
a control does not allow managsment 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 preventéd, or detected and corrected on
a timely basis. A significant deficiency is a deficiency, or combination
of deficiencies, in internal control that ig less severe than a material
weakness, yet ilmportant enough to merit attention by those charged with
governance.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MAT'TERS

Page 2

our consideration of internal control was for the limited purpose described
in the first paragraph of this section and was not designed to identify
all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. Given these limitations,
during our audit we did not identify any deficiencies in internal control
that we consider to he material weaknesses. We did identify certain
deficiencies in internal control, described in the accompanying schedule
of audit findings as item 15-1 that we consider to be a significant
def1c1ency

Compliarnce And Other Matters

Az part of obtaining reasonable assurance about whether Lower Yellowstone
Irrigation District No. 2'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 expressg such an opinion. The results of cuxr tests disclosed no
instances of noncompliance or other matters that are requ:Lred 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. :

Smith, ‘Egangd & 9{'&5&% PE, |

Smith, Lange & Halley, PC
Sidney, Montana

February 10, 2017
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LOWER YELLOWSTONE IRRIGATION DISTRICT NO. 2
SCHEDULE OF AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2015

Finding 15-1 Lack of Segregation of Duties

Condition:

The District has a limited number of office personnel and accordingly, does

not have adequate internal accounting controls in certalin areas because
of -a lack of segregaticn of duties. :

Criteria:
An adequate system of internal accounting control provides for a proper

: seg:egation.of duties so that no one individual handles a transaction from
itg inception to its completion.

Bffect:

Risk of misappropriation of District assets and inaccurate financial
records ‘as a result of errors or fraud. '

Cause: _
Limited office staftf.

Recommendation: :

While we recognize that the office staff may not be large enough to permit
an adequate segregation of duties in all respects for an effective system
of internal accounting control, management should review the assignment
of accounting functions and segregate duties of receiving, recording, and
reconciling to the extent possible. C

No action is necessary.
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