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427 SOUTH CHAPELLE
C/0 500 EAST CAFPITOL
PIERRE SD 57501-5070
(605)773-3595

MARTIN L. GUINDON, CPA
AUDITOR GENERAL

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
- BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Honorable Dennis Daugaard
Governor of South Dakota

and
South Dakota Board' of Water and Natural Resources

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the Clean Water State |
Revolving Fund, which comprise the statement of net position as of June 30, 2016, and the related
statements of revenues, expenses and changes in fund net position, and cash flows for the year then
ended, and the related notes to the financial statements, which collectively comprise the Clean Water

State Revolving Fund’s basic financial statements, and have issued our report thereon dated October 7,
20186.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the South Dakota Board
of Water and Natural Resources’ 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 the
South Dakota Board of Water and Natural Resources’ internal control. - Accordingly, we do not express an
opinion on the effectiveness of the South Dakota Board of Water and Natural Resources’ 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 combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the South Dakota Board of Water and Natural
Resources’ financial statements are free from material misstatement, we performed tests of its :
compliance with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the resuilts 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. As required by South Dakota Codified Law 4-11-
11, this report is a matter of public record and its distribution is not limited.

Martin L. Guindon, CPA
Auditor General

October 7, 2016
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INDEPENDENT AUDITOR’S REPORT

The Honorable Dennis Daugaard
Governor of South Dakota

and

South Dakota Board of Water and Natural Resources
Report on the Financial Statements

We have audited the accompanying financial statements of the Clean Water State Revoiving Fund, a
fund of the Board of Water and Natural Resources, a blended component unit of the State of South
Dakota, as of and for the year ended June 30, 2016, and the related notes to the financial statements,
which collectively comprise the Clean Water State Revolving Fund's basic financial statements as listed in
the table of contents. '

Management’s Responsibility for the Financiél :S‘tatements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement, whether due to fraud or
error. :

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of '
America and the standards applicable to financial audits contained in 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 opinion. '

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Clean Water State Revolving Fund as of June 30, 201 6, and the changes in its

“financial position and its cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matter

As described in Note 1, the financial statements present only the Clean Water State Revolving Fund and
do not purport to, and do not, present fairly the financial position of the Board of Water and Natural
Resources as of June 30, 2016, the changes in its financial position, or, where applicable, its cash flows
for the year then ended in accordance with accounting principles generally accepted in the United States
of America. 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 5-7 and the Schedules of Proportionate Share of the Net Pension
Liability (Asset) and Employer Contributions on pages 20-21 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 informationin
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 October 7,

2016 on our consideration of the South Dakota Board of Water and Natural Resources’ internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,

.

Martin L. Guindon, CPA

Auditor General

October 7, 2016



SOUTH DAKOTA BOARD OF WATER AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the South Dakota Department of Environment and Natural Resources Clean
Water State Revolving Fund’s (Fund) financial report presents a narrative overview and analysis
of the financial activities of the Fund for the fiscal year ended June 30, 2016. This analysis has
been prepared by' management of the Department, and is intended to be read in conjunction
with the Fund’s financial statements and related footnotes which follow this section.

OVERVIEW OF THE FINANCIAL STATEMENTS '

This discussion "and analysis is intended to serve as an introduction to the Fund'’s basic financial
statements. The Fund’s basic financial statements include: 1) Statement of Net Position,

- 2) Statement of Revenues, Expenses and Changes in Fund Net Position, 3) Statement of Cash

Flows, and 4) Notes to the Financial Statements.

The Statement of Net Position presents information on all of the Fund’s assets and liabilities,
with the difference between the two reported as net position. The Statement of Revenues,
Expenses and Changes in Fund Net Position presents information showing how the Fund’s net
position changed during the most recent fiscal year.

The Statement of Cash Flows presents the Fund'’s flows of cash by defined categories. The
primary purpose of the Statement of Cash Flows is to provide information about the Fund’s cash
receipts and payments during the year.

The Notes to the Finéncial Statements are an iniegral part‘of the financial statements and

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

DEBT ADMINISTRATION

The Clean Water Fund is authorized to issue revenue bonds for the purpose of financing loans
and other types of financial assistance to qualified communities or local agencies for clean
water projects. ‘

The Fund'’s bonds are rated AAA with a positive outlook by Standard and Poor’s and Aaa by
Moody’s Investor Service. ‘

More detailed information about the Authority’s debt can be found in Note 4, Long-Term Debt.



SOUTH DAKOTA BOARD OF WATER AND NATURAL RESOURCES

CLEAN WATER STATE REVOLVING FUND
MANAGEMENT’S DISCUSSION AND ANALYSIS

ANALYSIS OF BALANCES AND TRANSACTI

REVOLVING FUND

Changes in Net Position

. For the fiscal year ended June 30, 2016, net
due to total revenues for the fund exceedin

especially in grants, and with the rest of the revenue holding fairly steady,
in FY16 to be modestly higher than expenses, resulting in the 2.2% increa
65 required that the deferred amounts for refundin
payable. This amount is found after the total asse
71 required that pensions be reported in the financial statements. Those
in the Deferred Outflows and Inflows shown in the table below.

ONS OF THE CLEAN WATER STATE

position of the Fund increased by 2.2% - primarily

g total expenses by $4,795,964. This increase is
smaller than the 4.1% increasey in FY15 due primarily to federal capitalization grants receipts
totaling $5.5 million less in FY16 than in FY15. However expenses were also down in FY16,

it allowed for revenue
se. GASB Statement
g be broken out separately from bonds

ts in the table below. GASB Statements 68 &

amounts are reflected

NET POSITION

2016 2015 % Change
" Current Assets $ 91,589,831 $ 71,295,785 28.5%
Noncurrent Assets 314,085,079 340,071,630 -7.6%
Total Assets 405,674,910 411,367,415 -1.4%
Related to Pensions 114,983 84,489 36.1%
Deferred Amount of Refunding 3,215,968 3,590,358 -10.4%

Total Deferred Outflows of :
Resources 3,330,951 3,674,847 -9.4%
Current Liabilities 14,065,550 13,993,852 - 0.5%
Noncurrent Liabilities 172,010,250 182,858,377 -5.9%
Total Liabilities 186,075,800 196,852,229 -5.5%
Related to Pensions 91,749 107,701 -14.8%
Total Deferred Inflows of Resources 91,749 107,701 -14.8%

Net Position: :

Restricted For Pension Benefits 84,875 69,781 21.6%
Restricted For Debt Service 98,718 198,733 0%
Unrestricted 222,654,720 217,913,818 2.2%
Total Net Position $ 222838313 218,082,332 2.2%




SOUTH DAKOTA BOARD OF WATER AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND

MANAGEMENT’S DiSCUSSION AND ANALYSIS

CHANGES IN NET POSITION

2016 - 2015 % Change

Loan Interest Income $ 5,487,876 $ 5,413,738 1.4%
Other Income 1,409,941 1,441,729 -2.2%
Total Operating Revenue . 6,897,817 6,855,467 0.6%
Administrative Expenses 1,300,686 1,666,739 -22.0%
Grant Expenses 365,624 1,286,271 -71.6%
Interest Expense 6,489,579 6,196,158 4.7%
Bond Issuance Expense _ - 0 318,180 -100.0%
Total Operating Expenses 8,155,889 9,467,348 -13.9%
Operating Income (Loss) (1,258,072) (2,611,881) 51.8%
Federal Capitalization Grants 1,564,264 7,034,489 -77.8%
Other Income 429,534 428,609 0.2%
Investment Income- 4,194,447 3,916,250 7.1%
Investment Expense (2,328) (16,216) . -85.6%
Arbitrage** (131,881) (188,125) -29.9%
Payments to State (39,983) (41,009) -2.5%
Non Operating Rev (Exp) 6,014,053 11,133,998 46.0%
Change in Net Position 4,755,981 8,522,117 -44.2%
Beginning Net Position * 218,082,332 7 209,560,215 4.1%
Total Net Position $ 218,082,332 2.2%

$ 222,838,313

*2015 was restated in accordance with GASB Statement 68 & 71
**2016 Arbitrage reclassification was due to recent GASB pronouncements and review of
current information.

CURRENT CONDITIONS

The state is challenged demographically with a large number of small rural communities and
only two cities with populations over 50,000 people. The Clean Water State Revolving Fund
Program assists the state in meeting these challenges and infrastructure needs. In state fiscal
year 2016, the Clean Water State Revolving Fund obligated $40.4 million to 16 projects.



SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND
STATEMENT OF NET POSITION
June 30, 2016

Assets

Current Assets:
Cash and Cash Equivalents
Restricted Cash and Cash Equivalents

41,064,790.00
2,946.86

Total Cash and Cash Equivalents

N Investments
Due from Federal Governments
Due from Other Governments
Accrued Interest Receivable
Loans Receivable

41,067,736.86

25,778,552.05
115,891.87
273,297.47
2,701,083.40
21,653,268.90

Total Current Assets

91,589,830.55

Noncurrent Assets:
Investments 86,136,889.94
Restricted Investments 95,770.84
Restricted Net Pension Asset 61,641.00
Loans Receivable 227,790,777.59
Total Noncurrent Assets 314,085,079.37
Total Assets 405,674,909.92
Deferred Outflows of Resources
Related to Pensions 114,983.00
Deferred Charge on Refunding 3,215,968.35
Total Deferred Outflows of Resources 3,330,951.35
" Liabilities
Current Liabilities:
Accounts Payabie 218,509.79
Accrued Liabilifies 19,576.76
Compensated Absences Payable 36,290.76
Accrued Interest Payable 2,943,701.78
Bonds Payable - net of unamortized premium and discount 10,847,470.42
Total Current Liabilities 14,065,549.51
Noncurrent Liabilities:
Compensated Absences Payable 31,912.13
Bonds Payable - net of unamortized premium and discount 171,978,337.90
Total Noncurrent Liabilities 172,010,250.03
Total Liabilities 186,075,799.54
Deferred Inflows of Resources
Related to Pensions 91,749.00
Total Deferred Inflows of Resources 91,749.00
Net Position
- Restricted For Debt Service 98,717.70
Restricted For Pension Obligations 84,875.00
Unrestricted 222,654,720.03

Total Net Position

222,838,312.73

The notes to the financial statements are an integral part of this statement.



SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND -

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

For the Fiscal Year Ended June 30, 2016

Operating Revenues:
Loan Interest Income
Other Income '

Total Operating Revenue

Operating Expenses:
Administrative Expenses
Personal Services
Employee Benefits
Travel
Contractual
Supplies
Grants
Other
Total Administrative Expenses-
Grant Expense
Interest Expense
Total Operating Expenses

Operating income (Loss)

Nonoperating Revenues (Expenses):
Federal Capitalization Grants
Other Income
Investment Income
Investment Expense
Arbitrage Rebate
Payments to State
Total Nonoperating Revenues (Expenses)

Change in Net Position
Net Position at Beginning of Year

Net Position at End of Year

$ 5,487,876.28 ~
1,409,940.84 —
6,897,817.12_-
268,650.81
48,879.67
8,752.29
421,390.86
172.19
551,391.09
1,449.17
1,300,686.08
365,624.00
6,489,579.35
8,155,889.43

(1,258,072.31)

1,564,264.15 —
429,533.60

4,194,446.76 =
(2,327.58)
(131,880.62)
(39,983.26)
6,014,053.05

4,755,980.74

218,082,331.99

$ = 222,838,312.73

The notes to the financial statements are an integral part of this statement.



- SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES .
CLEAN WATER STATE REVOLVING FUND
STATEMENT OF CASH FLOWS
For the Fiscal Year Ended June 30, 2016

Cash Flows from Operating Activities:
Receipts for Loan Repayments
Receipts for Interest Income on Loans
Receipts for Surcharge Interest on Loans
Payments to Loan Recipients
Payments for Principal Forgiveness
Payments for Employee Services
Payments for Contractual Services
Payments for Grants
Other Payments

Net Cash Provided (Used) by Operating Activities

Cash Flows from Noncapital Financing Activities:
Payments to State
Principal Payments on Bonds
Interest Payments on Bonds
Receipts for Administering Program
Other Income
Net Cash Provided (Used) by Noncapital Financing Activities

Cash Flows from Investing Activities:
Arbitrage Payment
Interest on Investments .
Proceeds from Sale of Investment Securities
Purchase of Investment Securities

Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Reconciliation of Operating Income to Net
Cash Provided (Used) by Operating Activities
Operating Income (Loss) -

Adjustments to Reconcile Net Income to Net Cash
Provided (Used) by Operating Activities:
Interest Expense
Assets: (Increase)/Decrease
Loans Receivable
Accrued Interest Receivable on Loans
Due from Other Governments
Pension Assets

Decrease/(Increase) in Deferred Outflows of Resources:
Deferred Outflows of Resources - Related to Pensions

Liabilities: Increase/(Decrease)
Accounts Payable

Accrued Employee Benefits
Accrued Liabilities

IncreaseI(Decrease) in Deferred Inflows of Resources:
- Deferred Inflows of Resources - Related to Pensions
Total Adjustments

Net Cash Provided by Operations

$ 23,144,194.22

5,520,975.43
1,421,686.82
(16,373,865.00)
(365,624.00)

~ (335,536.23)
(381,592.52)
(595,127.26)
(10,323.65)

(39,983.26)
(9,290,000.00)

. (7,187,474.28)
1,559,960.00 -

429,533.60

(539,225.81)
4,216,574.41
26,410,119.28

(16,120,467.96)

6,489,579.35

6,770,329.22
33,099.15
11,745.98
31,352.00

(30,494.00)

(3,887.83)
(1,047.30)
(1,864.45).

(15,952.00)

The notes to the financial statements afe an integral part of this statement.
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12,024,787.81

(14,527,963.94)

13,966,999.92

11,463,823.79

29,603,913.07

$ 41,067,736.86

$

(1,258,072.31)

13,282,860.12

3

12,024,787.81




SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Authorizing Legislation

The 1988 South Dakota Legislature authorized the State Water Pollution Control
Revolving Loan Fund Program, also known as the Clean Water State Revolving Fund
(CWSRF) Loan Program. Additionally, the legislature appropriated $1,200,000 and
directed the South Dakota Conservancy District (SDCD) to administer the program.
The SDCD was created by the Legislature under Chapter 46A-2 of the South Dakota
Codified Law as a body politic and corporate for the purpose of constructing water
resource facilities for the conservation, storage, distribution and utilization of water for
municipal purposes within the State of South Dakota. The SDCD bonds do not
constitute a debt of the State of South Dakota, or a pledge of the faith and credit of the
State. Because the State of South Dakota is able to impose its will over the SDCD
and the governlng body is substantively the same as the governing body of the primary
government, it is considered a blended component unit and, as such, the
accompanying financial statements are included in the Comprehensnve Annual
Financial Report of the State of South Dakota. The Department of Environment and
Natural Resources performs all of the functions of the South Dakota Conservancy
District, except for quasi-legislative, quasi-judicial, advisory, and special budgetary
functlons which are performed by the Board of Water and Natural Resources acting in
its capacity as the Conservancy District. The CWSRF is a low interest loan program to
finance the construction of wastewater facilities, storm sewers and non-point source
pollution control projects. The program was created by the 1987 Clean Water Act
amendments. Funds are provided to the states in the form of capitalization grants
awarded annually through the United States Environmental Protection Agency. The
federal capitalization grants are matched by state funds at a ratio of 5:1.

B. Fund Accounting
The CWSRF is accounted for as an enterprise fund. An enterprise fund is a
proprietary fund type used to report an activity for which a fee is. charged to external
users for goods or services.

C. Basis of Accounting

The CWSREF follows the accrual basis of accounting. This method of accounting
recognizes the financial effect of transactions, events, and interfund activities when
they occur, regardless of the timing of related cash flows.

D. Cash and Cash Equivalents

For purposes of the accompanying statement of net position and statement of cash
flows all highly liquid investments with original maturities of 90 days or less are
considered to be cash equivalents.

11



. Investments

Investments are reported at fair value except for Guaranteed Investment Contracts,
which are nonparticipating and, therefore, are recorded at carrying value. Unrealized

gains and losses due to fluctuations in market value are included in investment
income. :

. Premiums and Deferred Amounts on Refunding

Premiums and the deferred amount of refunding on bonds are amortized using the
straight line method over the life of the bonds to which they relate.

[y

. Reserves

The bond indentures provide that certain reserve accounts be established. The
reserves as of June 30, 2016, consist of the following Investment Agreement and are
reported as restricted net position in the financial statements:

« 6.22% MBIA Inc. due August 1, 2017 totaling $95,770.84
In addition, $2,946.86 is invested in a Money Market Fund described in note 2 below.

. Restricted Resources

When both restricted and unrestricted resources are available for use, it is the

CWSRF's policy to use restricted resources first, and then unrestricted resources as
they are needed.

N

Revenue and Expense Recognition

Enterprise funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering items in connection with an enterprise fund’s principal
ongoing operations. The CWSRF records all revenues derived from interest on loans
as operating revenues since these revenues are generated from the CWSRF’s daily
operations needed to carry out its purpose. Operating expenses include grants and
subsidies, and contractual service expenses related to the administration of the -
CWSRF program. ~ : '

Federal Capitalization Grant

L

Federal capitalization grants reported as nonoperating income in the statement of
revenues, expenses, and changes in fund net position is a federally funded loan
program. Information about the program is as follows:

CFDA Number: 66.458 v o
Federal Agency: Environmental Protection Agency
Program: - - Clean Water State Revolving Fund
State Agency: . Environment & Natural Resources
Outstanding Loans:  $249,444,046 ‘ ,
Current Year

Administrative Expense:  $375,200

Loan Disbursement: $16,739,489

12






