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INDEPENDENT AUDITOR’S REPORT

Board of Directors
McLean-Sheridan Rural Water Digtrict
Turtle Lake, North Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the major fund
of the McLean-Sheridan Rural Water District, Turtle Lake, North Dakota,
as of and for the year ended December 31, 2017, and the related noteg to
the financial statements, which collectively comprise the district's
basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of
these financial statements in accordance with accounting principles
generally accepted in the United States ot 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 migstatement, whether due to £raud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements
bagsed on our audit. We conducted our audii 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 judgement, including the assessment of
the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assesaments, the auditor
conaiders internal contrel relevant to the district'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 district's
internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used
and the reagonableness of significant accounting estimates made by
management, as well ag 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.



Opinions

In our opinion, the financial statements referred to above present
fairly, in all material respects, the respective financial position of
the major fund of the McLean-Sheridan Rural Water District, Turtle Lake,
North Dakota, as of December 31, 2017, and the resgpective changes in
financial position and cash flows, where applicable, for the year then
ended in accordance with accounting principles generally accepted in the
United States of America.

Other Mattexs

Required Supplementary Information

Accounting principles generally accepted in the United States of America
require that the management’s discussion and analysis on pages 4 through
8 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 informaticn 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 inguiries, 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
gsufficient evidence to expressg an opinion or provide any assurance.

oOther Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued
our report dated March 23, 2018 on our consideration of the district’s
internal control over fimancial 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 the
district’'s internal control over financial reporting and compliance.

Rath and Mehrer, P.C.
Bismarck, North Dakota

March 23, 2018



MCLEAN-SHERIDAN RURAI, WATER DISTRICT
Management’s Discussion and Analysis

December 31, 2017

The Management’s Discussion and Analysis (MD&A) of the McLean-Sheridan
Rural Water District’s financial performance provides an overall review
of the district’'s financial activities for the fiscal year ended
December 31, 2017. The intent of the MD&A iz to lock at the district’s
financial performance as a whole. It should, therefore, be read in
conjunction with the basic financial statements and related notes.

The MD&A is a new element of the Required Supplementary Information
specified in the Government Accounting Standards Board's (GASE)
Statement No. 34 "Bagic Financial Statements - and Management’s
Discussion and Analysis - For State and Local Governments". Certain
comparative information between the current fiscal year and the prior
yvear is required to be presented in the MD&A.

FINANCIAL HIGHLIGHTS

Key financial highlights for the year ended December 31, 2017 are as
follows:

* Total net position of the district increased $i87,077 as a result of the
current year’s cperations.

* Enterprise Fund net position totaled $6,278,350,
* Total revenues from all sources were $998,709.

* Total expenses were 3$811,632.

USING THIS ANNUAL REPORT

This annual report presents the following two components of the
financial statements:

1. Fund financial statements provide detailed information for the
district’s significant fund.

2. Notes to the financial statements provide additional information
that is essential to understanding the fund statements.

rFund Financial Statementg

A fund is a grouping of related accounts that is used tc maintain
control over resources that have been segregated for specific activities
or objectives. The McLean-Sheridan Rural Water District uses fund
accounting to ensure and demonstrate compliance with finance-related
legal requirements.

The fund financial statements provide detailed information about the
district‘'s significant fund. The district’s fund is considered a
proprietary fund.



Proprietary Funds - The McLean-Sheridan Rural Water District maintains
one type of proprietary funds. Enterprise funds are used to report
activities that charge for serviceg it provides to outside customers.
The district uses its enterprise fund to account for its water
distribution system.

Notesg to the Financial Statements

The notes provide additional information that is essential to a full
understanding of the data provided in the fund financial statements.

FINANCIAL ANALYSIS OF THE DISTRICT

Table I provides a summary of the district’s net position as of December
31, 2017. A comparative analysis of district-wide data is presented for
both current and prior year.

As indicated in the financial highlights above, the district’s net
position increased by $187,077 for the year ended December 31, 2017.
Changes in net position may serve over time as a useful indicator of the
digtrict’s financial position.

As of December 31, 2017, the district’s net position of $6,278,950 is
segregated into three separate categories. Net investment in capital
assets represents 90% of the district's total net position., It should
be noted that these assets are not available for future spending. The
restricted component of net position represents 8% of the district’s net
position and represents resources that are subject to external
restrictions on how they must be spent. The remaining unrestricted
component of net position represents 2% of the district’s net position
and is available to meet the district’s ongoing cbligations.

Table I
Net Pogition
As of December 31, 2017
{With comparative totals for December 31, 2016)

2017 2016
Assets
Current Assets 639,748 492,414
Capital Assets (net of
accumulated depreciation) 8,498,196 8,610,617
Total Assets 9,137,944 9,103,031
Liabilities
Current Liabilities 163,835 155, 000
Long-Term Liabilities 2,695,158 2,856,158
Total Liabilities 2,858,993 3,011,158
Net Position
Net Investment in Capital
Assets 5,642,038 5,599,459
Restricted 516,921 342,697
Unrestricted 119,931 149,717
Total Net Position 6,278,950 6,091,873



Table II shows the changes in net position for the fiscal year ended
December 31, 2017. A comparative analysis of district-wide data is
presented for both current and prior year.

Table IL
Changes in Net Posgition
Ag of December 31, 2017
(With comparative totals for December 31, 2016)

2017 2016
Revenues
Program Revenueg:
Chargeg for Services 854,472 817, %06
Operating Grants and
Contributions 8,000 10,000
Capital Grants and
Contributions 71,422 9,594
General Revenues:
Intereat Earnings and
Other Revenue 57,516 12,527
Gain on Sale of Capital
Agsets 7,300 2,550
Total Revenues 998,709 852,578
Expenses
Enterprise 811,632 807,694
Net Change in Pogition 187,077 44,884

Operating grants and contributions constituted 1%, capital grants and
contributions 7% and charges for services made up 86% of the total
revenueg of all activities of the district for the fiscal year ended
December 31, 2017.

Enterprise services constituted 100% of total expenses for all
activities during the fiscal year ended December 31, 2017.

CAPITAL ASSETS

Ls of December 31, 2017, the district had $8,498,196 invested in capital
asgets. The following table shows the balance as of December 31, 2017.

Table III
Capital Assets
(et of Accumulated Depreciation)
As of December 31, 2017
(With comparative totals for December 31, 2016)

2017 2016
Construction in Progress 2,274,807 2,206,058
Buildings and Infrastructure 5,913,787 6,078,942
Vehicles 23,192 34,519
Other Assets 286,410 291,098
Total {net of depreciation) 8,498,196 8,610,617

This total represents a decrease of $112,421 in capital assets from
January 1, 2017. This change includes the ongoing construction of
water lines to Brush Lake and the sale of a 2012 Ford F250 pickup.
For a detailed breakdown of the additions and deletions to capital
asgets, readers are referred to Note 4 to the audited financial
statements which follow this analysis.



DEBT ADMINISTRATION

Ag of December 31, 2017, the district had $2,856,158 in outstanding debt
of which %161,000 was due within one year. During fiscal year 2017, the
district did not issue any new long-term debt obligations.

For a detailed breakdown of the long-term debt, readers are referred to
Note 6 to the audited financial statements which follow this analysis.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Water sales for 2017 increased $36,566 from the prior year. This was
the result of an increase of approximately 15 patrong from the prior
year and fluctuation in water usage. The rural water district’s
operating expenses for 2017 increased by $11,151 compared to the totals
for 201i6. This was mainly due to an increase in employee salaries and
benefits of 418,664 being offset by various fluctuations in other
operating expenses. Overall, the district reported an operating

income of $127,129 compared to $101,714 for the prior year.

Starting January 1, 2018, the district increased its minimum water
charge from $49 to $59 and effective April 15, 2018, rates fox bulk
water sales will increase by $.50, from $3.30 to $3.80. The district
expects these increased rates to generate an additiomal §75,000 in
water sales.

System maintenance costs are expected to remain the same as in previous
years. The district is committed to the repair and replacement of all

major pumps, motors and variable drives as needed to keep the system in
good working condition.

The McLean-Sheridan Rural Water District is working on an expansion of
services to the Brush Lake/Blue Lake area north of the City of Mercer,
located in McLean County. This expansion project has the potential of
adding an additional 250 water users in future years and currently has
about 135 new water users committed to use water with this project. The
district is working with the North Dakota State Water Commission and has
been approved for a total of $1,435,000 in grant funding for this
expansion project. During the year ending December 31, 2017, the
district received a total of $71,422 in grant funds. The district has
received a total of $1,300,526 of funding for this project since its
commencement in 2013. The governing board has voted to approve a
long-term loan of $1,350,000 to finance the balance of the project and
has been approved to receive this funding as part of the Drinking Water
State Revolving Fund Program from the North Dakota Public Finance
Authority. During the year, the district did not request any additional
fundg from the North Dakota Public Finance Authority. Since the
inception of this project, the district has received a total of
$1,280,158 of the $1,350,000 available. BAs of December 31, 2017, this
project is approximately 98% completed and is estimated to be

completed during 2018.



" The district has been approved by the North Dakota State Waterx
Commission for an application for phase 1 of the construction of a
water tower. This project consist of the construction of a 350,000
gallon water tower in the City of Turtle Lake. The water district
would use 250,000 gallons for storage so as to allow the aystem to
provide additional water to other parts of the water system. Phase 1
of this project includes pre-construction engineering through the
bid phase. If approved, work on this project would start later in
2018.

The district’'s governing board will continue to review the operating
budget and cash flow in 2018 to determine if the rates are adeguate to
maintain required levels of operating funds to make timely loan payments
and replace worn or outdated equipment.

CONTACTING THE WATER RESOURCE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our patrons and creditors
with a general overview of the water resource district’s finances and to
show the water resources district’s accountability for the money it
receives to provide the best possible services to the rural water users.
Anyone who has questions about information contained in this report or
who is interested in receiving additional information is encouraged to
contact Mcliean-Sheyidan Rural Water District, Turtle Lake, ND 58575,



MCLEAN-SHERIDAN RURAL WATER DISTRICT
Turtle Lake, North Dakota

. Statement of Net Position
Proprietary Fund
December 31, 2017

Enterprise
Fund
ASSETS
Current Assets:

Cash and Cash Equivalents 396,909.65

Investments 172,935.00

Accounts Receivable £69,902.92
Total Current Assets 639,747.57
Noncurrent Assets:

Capital Assets {net of accumulated depr}:

Construction in Progress 2,274,807.00
Buildings and Infrastructure 5,913,787.00
Vehicles 23,192.00
Other Assets 286,410.00
Total Noncurrent Assets 8,498,196.00
Total Assets 9,137,943.57
LIABILITIES
Current_Liabilities:

Payroll Taxes Payable 2,835.49

Revenue Bonds Payable 161,000.00
Total Current Liabilities 163,835.49
Noncurrent Liabilities:

Revenue Bonds Payable 2,695,158.00
Total Liabilities 2,858,993.49
NET POSITICN

Net Investment in Capital Assets 5,642,038.00

Restricted for Debt Service 516,921.37

Unrestricted 119,990.71
Total Net Position 6,278,950.08

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



MCLEAN-SHERIDAN RURAL WATER DISTRICT

Turtle Lake, North Dakota

Proprietary Fund

Statement of Revenues, Expenses and Changes in fund Net Position

For the Year Ended December 31, 2017

Enterprise
Fund

Operating Revenues:

Charges for Sales and Services:

Water Sales 845,202.91
Late Fees 2,269.06
Total Operating Revenues B54 ,471.97
Operating Expenses:

Governing Board 9,695.14
Salaries and Benefits 199,897.73
Workman’s Compensation 811.55
Utilities 82,420.06
Chemicals 22,248.80
Supplies 693.99
0ffice Expense 16,055.30
Repairs and Maintenance 96,333.77
Vehicle Expense 31,725.70
Insurance 5,041.35
Professional Fees 8,358.00
Education and fraining 4,201.82
Water Purchases 44 390,84
Advertising 2,361.81
bues and Subscriptions 2,227.00
Depreciation 196,175.00
Other 4,695.26
Total Operating Expenses 727,343.12
Operating Income 127,128.85
Non-Operating Revenues (Expenses):

Garrison Diversion Conservancy District:

MR&! Funds 71,421.89
Connection Fees 8,000.00
Proceeds from Legal Settlement 50,000.00
Interest/Dividend Income 6,639.33
Gain on Sale of Capital Assets 7,300.00
Other Revenues 876.27
Other Expenses (3,760.01)
Interest Expense {72,334.43)
Service Charges (8,194.86)

Total Neon-Operating Revenues {Expenses) 59,948.19
Change in Net Position i87,077.04

MNet Position - January 1

6,091,873.04

6,278,950.08

Net Position - December 31

The accompanying notes are an integral part of these financial statements.
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MCLEAN-SHERIDAN RURAL WATER DISTRICT
Turtle Lake, North Dakota

Statement of Cash Flows
Proprietary Fund
For the Year Ended December 31, 2017

Cash flows from operating activities:
Receipts from customers

Payments to suppliers

Payments to employees

Net cash provided (used) by
operating activities

tash flows from noncapital financing activities:
Connection fees

Proceeds from legal settiement

Other receipts

Other disbursements

Net cash provided (used) by noncapital
financing activities

Cash flows from capital and related

financing activities:

Garrison Diversioh Conservancy District Grants:

MR&E funds

Sale of capital assets

Purchase of capital assets

Brush lake project

Principal payments

Interest expense

Service charges

Net cash provided (used) by capital and
related financing activities

Cash flows from investing activities:
Interest/dividend income

Net increase in cash and cash equivalents
Cash and cash equivalents, January 1

cash and cash equivalents, December 31

(continued)
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Enterprise
Fund

851,125.35
(331,270.39)
(197,062.24)

322,792.72

8,000.00
50,000. 00

876.27
(3,760.01)

55,116.26

71,421.89
7,3060.00
(15, 005.00)
(68, 749.00)
(155,000.00)
(72,334.43)
(8,194.86)

(240,561.40)

6,639.33

143,986.91
252,922.74

396,909.65



MCLEAN-SHERIDAN RURAL WATER DISTRICT
Turtle Lake, North Dakota

Statement of Cash Flouws
Proprietary Fund
For the Year Ended December 31, 2017
(continued)

Enterprise
Fund
Reconcilation of Operating Income to Net
Cash Provided (Used) by Operating Activities
Operating income 127,128.85
Adjustments to reconcile operating income to net
cash provided (used) by operating activities:
Depreciation expense 196,175.00
Net (increase) in accounts receivable (3,346.62)
Net increase in payroll taxes payable 2,835.49
Net cash provided (used) by operating activities 322,792.72

The accompanying notes are an integral part of these financial statements.
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Note 1

MCLEAN-SHERIDAN RURAL WATER DISTRICT
Turtle Lake, North Dakota

Notes to the Financial Statements
December 31, 2017

SUMMARY OF SIGNIFICANT ACCCUNTING POLICILES

The financial statements of the water resource district have been
prepared in conformity with accounting principles generally accepted in
the United States of America (GAAP) as applied to government units. The
Government Accounting Standards Board (GASB) i1s the accepted
gtandard-setting body for establishing governmental accounting and
financial reporting principles. The more significant of the
government’s accounting policies are described below.

A. Financial Reporting Entity

The accompanying financial statements present the activities of the
water resource district. The water resource district has considered all
potential component units for which the water resource district is
financially accountable and other organizations for which the nature and
significance of their relatiomships with the water resource district are
such that exclusion would cause the district’s financial statements to
be misleading or incomplete. The Government Accounting Standards Board
has set forth criteria to be considered in determining financial
accountability. This criteria includes appointing a voting majority of
an organization's governing body and (1) the ability of the water
regource district to impose its will on that organization or (2) the
potential for the organization to provide specific financial benefits
to, or impose specific financial burdens on the district.

Based on these criteria, there are no component units to be included
within the McLean-Sheridan Rural Water District as a reporting entity.

B. Basiz of Presentation

Goverrmments engaged only in a single business-type activity should
present only the financial statements required for enterprise funds.

Fund Financial Statements: The fund financial statements provide
information about the water resource district’s fund. The emphasis of
fund financial statements is on the major enterprise fund.

Proprietary fund operating revenues, such as charges for services,
result from exchange transactions associated with the principal activity
of the fund. Exchange transactions are those in which each party
receives and gives up essentially egual values. Nonoperating revenues,
such as subsidies and investments earnings, result from nonexchange
transactions or ancillary activities.

The water resource district reports the following major enterprise fund:

Enterprise Fund. This fund accounts for the activities of the
district’s water distribution system.

13



C. Measurement Focus and Basis of Accounting

Measurement focus is a term used to describe "how" transactions are
recorded within the various financial statements. Basis of accounting
refers to "when" transactions are recorded regardless of the measurement
focus applied.

Meaggurement Focus

The proprietary funds utilize an "ecconomic regources" measurement focus.
The accounting objectives of this measurement focus are the
determination of operating income, changes in net position (or cost
recovery), financial position and cash flows. All assets and
liabilities (whether current or noncurrent, financial or nonfinancial)
associated with their activities are reported. Proprietary fund equity
is c¢lasgified as net position.

Basis of Accounting

The fund financial statements are reported using a the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded
at the time liabilities are incurred, regardless of when the related
cash flows take place. Nonexchange transactions, in which the district
gives (or receives) value without directly receiving (or giving) equal
value in exchange, include grants, entitlements and donations. On an
accrual basis, revenue from grants, entitlements and donations is
recognized in the fiscal year in which all eligibility requirements

have been satisfied.

D. Cash, Cash Equivalents and Invegstments

Cash and cash equivalents include amounts in demand deposits, money
market accounts and highly liguid short-term investments with original
maturities of three months or less.

Investments consist of certificates of deposit, stated at cost.

E. Capital Agsets

Capital assets include plant and equipment. Capital assets are defined
by the water resource district as assets with an initial, individual
cost of $5,000 or more. Such assets are recorded at cost or estimated
historical cost if purchased or constructed. Donated capital assets are
recorded at estimated fair market value at the date of donation. The
cogts of normal maintenance and repairs that do not add to the value of
rhe asset or materially extend assets lives are not capitalized. Major
outlays for capital assets and improvements are capitalized as projects
are constructed. Interest incurred during the construction phase of
capital assets is not capitalized,

Capital assets are depreciated using the straight line method over the
following estimated useful lives:

Buildings and Infrastructure 6 to BC years
Vehicles 5 years
Other Assets 5 to 20 years

14



Note 2

F. Compensated Absences

No liability is recorded for nonvesting accumulating rights to receive
gsick pay benefits.

Vested or accumulated vacation leave ig not reported as it is considered
immaterial.

G. Long-Term Obligations

The long-term debt financed from the proprietary fund operations are
accounted for in those funds.

H. Uge of Estimates

The preparation of financial statements in conformity with accounting
principles generalily accepted in the United States of Bmerica, requires
management to make estimates and assumptions that affect certain
reported amounts and disclosures (such as estimated useful lives in
determining depreciation expense); accordingly, actual results could
differ from those estimates.

DEPCSITS AND INVESTMENTS

in accordance with North Dakota Statutes, the district maintains
deposits at the depository banks designated by the governing board. All
depositories are mewmbers of the Federal Reserve System.

Deposgits must either be deposited with the Bank of North Dakota or in
other financial institutions situated and doing business within the
state. Deposits, other than with the Bank of North Dakota, must be
fully insured or bonded. In lieu of a bond, a financial institution may
provide a pledge of securities equal to 110% of the deposits not covered
by insurance or bonds.

Auvthorized collateral includes bills, notes or bonds issued by the
United States government, its agencies or instrumentalities, all bonds
and notes guaranteed by the United States government, Federal Land Bank
bonds, bonds, notes, warrants, certificates of indebtedness, insured
certificates of deposit, shareg of investments companies registered
under the Investment Companies Act of 1940, and all other forms of
securities issued by the State of North Dakota, its boards, agencies or
instrumentalities or by any county, city, township, school district,
park district or any other political subdivision of the State of North
Dakota, whether payable from special revenues or supported by the full
faith and credit of the issuing body and bonds issued by another state
of the United States or other securities approved by the banking board.

At December 31, 2017 the water resource district’s carrying amount of
deposits was 5569,845 and the bank balance was $602,48%. Of the bank
balance, $329,940 was covered by Federal Depository Insurance. The
remaining balance of $272,549 wag collateralized with securities held by
the pledging financial institution’s agent in the government's name.

15



Note 3

Note 4

Credit Risk

The water regource district may invest idle funds as authorized in North
Dakota Statutes, as follows:

{1} Bonds, treasury bilis and notes, or other securities that are a
direct obligation insured or guaranteed by, the treasury of the
United States, or its agencies, instrumentalities or
organizations created by an act of Congress.

(2) Securities sold under agreements to repurchase written by a
financial 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.

(4) Obligations of the State,.

At December 31, 2017 the water resource digstrict held certificates of
deposit in the amount of $172,935, which are all considered depogits.

Concentration of Credit Risgk

The water resource district does not have a limit on the amount the
district may invest in any one issuer.

ACCOUNTS RECEIVABLE

Accounts receivable consist of amounts due from patrons for monthly
water usage.

CAPITAL ASSETS

The following is a summary of changes in capital assets for the year
ended December 31, 2017:

Balance Balance
January 1 Increases Decreageg Pecember 31

Capital assets not
being depreciated:

Construction in
Progress 2,206,058 68,749 2,274,807

Capital assets
being depreciated:

Buildings and

Infrastructure 9,867,555 9,B67,555
Vehicles 81,625 24,991 56,634
Other Aasets 370,143 15,005 385,148

Total 10,319,323 15,005 24,991 10,309,337

Less acqumqlated
depreciation for:

Buildings and

Infrastructure 3,788,613 165,155 3,953,768
Vehicles 47,106 11,327 24,991 33,442
Other Assets 79,045 19,693 98,738

Total 3,914,764 196,175 24,991 4,085,948
Total capital assets

being depreciated, net 6,404,559 (181,170) 6,223,389
Total Capital Assets 8,610,617 (112,421} -0- 8,498,186

Depreciation expense was charged to functions/programs of the water
regource district as follows:

Enterprise Fund 196,175

16



Note 5

Note 6

Revenus

PAYROLL TAXES PAYABLE

Payroll taxes payable consgist of amounts owed to federal and state
agencies for taxes withheld from employee's salaries as of December 31,
but not yet remitted.

LONG-TERM DEBT

Changeg in Long-Term Liabilitieg. During the year ended December 31,
2017, the following changes occurred in liabilities reported in the
long-term debt of the enterprise fund:

Balance Balance Due Within
January 1 Increageg Decreases December 31 One Year

Bonds Payable 3,011,158 -0- 155,000 2,856,158 161,000

outstanding debt at December 31, 2017 comsists of the following:

Revenue Bonds. The water resource district has issued bonds whereby the
district pledges income derived from the acquired or constructed assets
to pay debt service. Revenue bonds cutstanding at December 31, 2017 are
as follows:

41,645,000 Water Revenue Refunding Bonds,

Series 2014B, due in annmual installments of

475,000 to $135,000 through September X, 2029;

interest is at 2% to 3.5%. 1,345,000.00

£519,104 Rural Water System Revenue Bonds,
due in annual installments of $26,000 to
432,000 through September 1, 2027;

interest is at 2.5%. 291,000.00
Total Revenue Bonds 1,636,000.00

The annual requirements to amortize the outstanding revenue bonds are
as follows:

Year Ending

December 31 Principal Interegt
2018 131,000 45,050
2019 132, 000 42,300
2020 132,000 39,525
2021 138,000 36,750
2022 144,000 33,850

2023-2027 749,000 105,988
2028-2029 210,000 9,975
Total 1,636,000 313,438
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Note 7

Note 8

The water resource district also received funding as part of the
Drinking Water State Revolving Fund Program, from the North Dakota
Publi¢ Finance Authority. The water resource district is in the process
of a water line construction project and issued revenue bonds in the
amount of $1,350,000. As of December 31, 2017, the district had
requested drawdowns of $1,280,158 and repaid principal of $60,000. This
project wag not completed as of December 31, 2017 and a final debt
repayment schedule is not yet available since the district has not
received the full amount of the drawdewns under this agreement. The
outstanding balance at December 31, 2017 was $1,220,158. The water
regource district still has $%69,842 of funding available as of December
31, 2017.

RISK MANAGEMENT

The McLean-Sheridan Rural Water District is exposed to various risks of
loss relating to torts; theft of, damage to, and destruction of assets;
erroras and omissions; injuries to employees; and natural disasters.

In 1986, state agencies and political subdivisions of the State of North
Dakota joined together to form the North Dakota Insurance Reserve Fund
(NDIRF}, a public entity risk pool currently operating as a common risk
management and insurance preogram for the state and over 2,000 political
subdivigions. The water resource district pays an annual premium to
NDIEF for itsg general liability and automckile insurance coverage. The
coverage by NDIRF is limited to losses of $£2,000,000 per occurrence for
general liability and $1,000,000 for automobile.

The water regource digstrict also participates in the North Dakota Fire
and Tornade Fund and the State Bonding Fund. The district pays an
annual premium to the Fire and Tornado Fund to cover property damage to
buildings and personal property. Replacement cost coverage is provided
by estimating replacement cost in consultation with the Fire and Tornado
Fund. The Fire and Tornado Fund is reinsured by a third party insurance
carrier for losses in excess of $1,000,000 per occurrence during a 12
month period. The State Bonding Fund currently provides the water
regource district with a blanket fidelity bond coverage in the amount of
$278,000 for its employees. The State Bonding Fund does not currently
charge any premium for this coverage.

The water resource district has worker’s compensation with the
Department of Workforce Safety and Insurance; and purchases commercial
ingurance for employee health and accident insurance.

Settled claims resulting from thesge risks have not exceeded insurance
coverage in any of the past three fiscal vears.

PENSION PLAN

The water resource district provides benefits for all of its full-time
employees through a defined contribution plan with Morgan Stanley. Ia a
defined contribution plan, benefits depend solely on amcunts contributed
to the plan plus investment earnings. The water resource district
contributes 2% of the emplovee's gross salary for the year. During the
vear ended December 31, 2017, the water resource district contributed
$4,834.98,
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITOR’S REPORT

Board of Directors
McLean-Sheridan Rural Water District
Turtle Lake, North Dakota

We have audited, in accordance with the auditing standards generally
accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by
the Couptroller General of the United States, the financial statements
of the major fund of the Mclean-sSheridan Rural Water District, Turtle
Lake, North Dakota, ag of and for the year ended December 31, 2017, and
the related notes to the financial statements, which collectively
comprige the district’s basic financial statements, and have issued our
report thereon dated March 23, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we
considered the district’s internal control over financial reporting
{internal ¢ontrol) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing ouxr
opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the district’s internal
control. Accordingly, we do not express an opinion on the effectiveness
of the district’s internal comtrol.

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 combination of deficiencies, in internal control, such
that there is a reasonable possibility that a material misstatement of
the district’s financial statements will not be prevented, or detected
and corrected on a timely basis. A gignificant deficiency is a
deficiency, or a combination of deficiencies, in internal control that
ig less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

our consideration of intermal control was for the limited purpose
described in the first paragraph of this section and was not designed to
identify all deficiencies in intexnal control that might be material
weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not
identified. Given these limitationsg, during our audit we did not
identify any deficiencies in internal control that we consider to be
material weaknesses. However, material weaknesses may exist that have
not been identified. We did identify certain deficiencies in internal
control, described in the accompanying schedule of findings and
responses as items II-1 and II-2, that we consider to be significant
deficiencies.
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Compliance and Other Matters

Ag part of obtaining reasonable assurance about whether the district’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 f£inancial statement
amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accoxdingly, we do not
express such an opinion. The results of our tests digclosed no
instances of noncompliance or other matters that are required to be
reported under Govermment Auditing Standards.

District’s Response to Findings

The district’s response to the findings identified in our audit are
described in the accompanying Schedule of Findings and Responses. The
district’s response was not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no
opinion on it.

Purpose of this Report

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

fa%/ ol Plelet

Rath and Mehrer, P.C.
Bismarck, North Dakota

March 23, 2018
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MCLEAN-SHERIDAN RURAL WATER DISTRICT
Turtle Lake, North Dakota

Schedule of Findings and Responses
For the Year Ended December 31, 2017

SECTION I - SUMMARY OF AUDIT RESULTS:

Financial Statements

Type of Auditor’s Report Issued:
Major Fund Unmodified

Internal control over financial reporting:
* Material weakness(es) ldentified? Yes X No
* gignificant deficiency(ies) identified? X Yes None Reported

Noncompliance Material to f£inancial
statements noted? Yes X No

SECTION IT - FINANCIAL STATEMENT FINDINGS:

Significant Deficiencies

1. Segregation of Duties

condition: The district has one person responsible for most
accounting functions.

Criteria: There should be sufficient accounting personnel so
duties of employees are segregated. The segregation of duties
would provide better control over assets of the district.

Effect: There is no segregation of duties as one employee is
regponsible to collect monies, deposit monies, issue checks, send
checks to vendors, record receipts and disbursements in journals,
maintain the general ledger and prepare financial statements.

This increases the risk of misstatement of the district’s financial

condition.
Recommendation: Due to the gize of the district, it is not feasible
to obtain proper separation of duties and nc recommendation will

be made.

Client Response: No response is considered necessary.
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Financial Statement Preparation

Condition: The district’s financial statements as of December 31,
2017 are prepared by the district’s external auditors.

Criteria: B good system of internal controls requires the
district to determine that the financial statements are prepared
based on accounting principles generally accepted in the United
States of America. This means that the district must maintain
knowledge of current accounting principles and required financial
statement disclosures.

Effect: A control system is not in place to determine that the
financial statements are properliy stated and in compliance with
accounting principles generally accepted in the United States
of America.

Recommendation: We recommend the district cobtain the necessary
knowledge of current accounting principles to prepare financial

statements or outgource the preparation of its financial statements.

Client Response: It is not cost effective for the district
to prepare its own financial statements.
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