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Financial Audits
Financial audits are conducted by the Legislative Audit Division 
to determine if the financial statements included in this report 
are presented fairly and the agency has complied with laws and 
regulations having a direct and material effect on the financial 
statements. In performing the audit work, the audit staff uses 
standards set forth by the American Institute of Certified Public 
Accountants and the United States Government Accountability 
Office. Financial audit staff members hold degrees with an 
emphasis in accounting. Most staff members hold Certified Public 
Accountant (CPA) certificates.

Government Auditing Standards, the Single Audit Act 
Amendments of 1996 and OMB Circular A-133 require the auditor 
to issue certain financial, internal control, and compliance reports 
in addition to those required by Government Auditing Standards. 
This individual agency audit report is not intended to comply 
with these requirements. The Legislative Audit Division issues a 
statewide biennial Single Audit Report which complies with the 
above reporting requirements. The Single Audit Report for the two 
fiscal years ended June 30, 2007, was issued on January 23, 2008. 
The Single Audit Report for the two fiscal years ended June 30, 
2009, will be issued by March 31, 2010. Copies of the Single Audit 
Report can be obtained by contacting:

Single Audit Coordinator Legislative Audit Division
Office of Budget and Program Planning Room 160, State Capitol
Room 277, State Capitol PO Box 201705
PO Box 200802 Helena MT 59620-1705
Helena MT 59620-0802



March 2008

The Legislative Audit Committee
of the Montana State Legislature:

This is our report on the fiscal year 2006-07 financial audit of the Montana Water Pollution Control 
State Revolving Fund (WPCSRF) and Drinking Water State Revolving Fund (DWSRF) Programs. 
The Department of Natural Resources and Conservation requested the audit of these programs because 
annual audits are required by the federal Environmental Protection Agency. These programs are 
administered jointly by the Department of Natural Resources and Conservation and the Department of 
Environmental Quality.

The objectives of a financial audit include determining if the programs’ financial statements present 
fairly their financial position at June 30, 2007, and the results of the programs’ operations for the fiscal 
year then ended. We tested compliance with state and federal laws that have a direct and material impact 
on the financial statements.

The WPCSRF program provides loans at a reduced interest rate to finance construction of publicly owned 
water pollution control facilities, nonpoint source pollution control projects, and estuary management 
plans. Water pollution control loans are comprised of federal grants and state match funds and may 
be financed up to 30 years. As of June 30, 2007, the WPCSRF had $137,695,445 of outstanding loans, 
including advances to other funds.

The DWSRF program provides low interest loans to communities for the construction of drinking water 
treatment facilities. Drinking water loans are comprised of federal grants and state match funds and 
may be financed up to 30 years. At June 30, 2007, the DWSRF had $79,251,391 of outstanding loans.

On page A-1, you will find the Independent Auditor’s Report followed by the financial statements and 
accompanying notes. We issued an unqualified opinion which means the reader can rely on the presented 
information. The programs’ financial statements begin on page A-3. Our opinion on the programs’ 
supplementary financial information is on page B-1. The supplementary information begins on page 
B-3. 

Our report on consideration of the Water Pollution Control and Drinking Water State Revolving 
Fund Programs’ internal control over financial reporting and on our tests of compliance with certain 
provisions of laws, regulations, contracts, and grant agreements, which is required by Government 
Auditing Standards, is on page C-1. Auditing standards require us to communicate, in writing, control 
deficiencies over financial reporting we identified based on an audit of financial statements performed 
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in accordance with Government Auditing Standards and considered to be significant or material. A 
significant deficiency affects management’s ability to accurately process transactions. A material 
weakness is one or more significant deficiencies that adversely affect management’s ability to fairly 
present its financial statements.

Table 1 below outlines the significant deficiencies and material weaknesses we identified during this 
audit.

Table 1
Summary of Control Deficiencies

Subject Significant Deficiency Material Weakness Page
Ineffective Controls to Ensure 
Proper Recording of Fund Balance 
Related to Loans Receivable

Yes Yes C-1

Ineffective Controls to Ensure 
Accurate Presentation of Financial 
Position and Results of Operations

Yes Yes C-1

Officials from both departments have reviewed this report and agree with its contents. The response 
from the departments is at page D-1. We thank the directors of the Department of Environmental 
Quality and the Department of Natural Resources and Conservation and their staff for their cooperation 
and assistance during the audit.
 

Respectfully submitted,

/s/ Scott A. Seacat

Scott A. Seacat
Legislative Auditor



Appointed and Administrative Officials

Department of Environmental 
Quality

Richard Opper, Director

Tom Livers, Deputy Director

Dean Rude, Chief Financial Officer, Financial Services

Department of Natural Resources 
and Conservation

Mary Sexton, Director
Anna Miller, Financial Advisor
Ann Bauchman, Administrator, Centralized Services Division

For additional information concerning the Montana Water 
Pollution Control and Drinking Water State Revolving Fund 
Programs, contact:

Anna Miller, Financial Advisor
PO Box 201601
Helena MT  59620-1601
(406) 444-6689
E-mail: annam@mt.gov
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Independent AudItor’s report

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Combined Balance Sheet, Special Revenue and Debt Service Funds, 
of the Montana Water Pollution Control and Drinking Water State Revolving Fund Programs as of 
June 30, 2007, and the related Combined Statement of Revenues, Expenditures, and Changes in Fund 
Balances, Special Revenue and Debt Service Funds, for the fiscal year then ended. The information 
contained in these financial statements is the responsibility of the management of the Department of 
Environmental Quality and the Department of Natural Resources and Conservation. 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 standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in the notes to the financial statements, the financial statements of the Montana Water 
Pollution Control and Drinking Water State Revolving Fund Programs are intended to present the 
financial position and results of operations of only that portion of the financial reporting entity of the 
state of Montana that is attributable to the transactions of the programs. They do not purport to, and do 
not, present fairly the financial position of the state of Montana as of June 30, 2007, or the changes in its 
financial position for the year then ended in conformity with accounting principles generally accepted 
in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Montana Water Pollution Control and Drinking Water State Revolving Fund 
Programs as of June 30, 2007, and results of operations for the fiscal year then ended, in conformity with 
accounting principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued our report dated 
February 21, 2008, on our consideration of the programs’ internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements 
and other matters. The purpose of that report is to describe the scope of our testing of internal control 
over financial reporting and compliance and results of that testing, and not to provide an opinion on the 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and should be considered in assessing 
the results of our audit.

Respectfully submitted,

/s/ James Gillett

James Gillett, CPA
Deputy Legislative Auditor

February 21, 2008
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Independent AudItor’s report

The Legislative Audit Committee
of the Montana State Legislature: 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the Montana Water Pollution Control and Drinking Water State Revolving Fund 
Programs’ financial statements.  The Montana Water Pollution Control and Drinking Water Schedule of 
Revolving and Non-Revolving SRF Programs Balance Sheet, Special Revenue and Debt Service Funds, 
Regulatory Basis, as of June 30, 2007, and the related Schedule of Revolving and Non-Revolving SRF 
Program Revenues, Expenditures, and Changes in Fund Balances, Special Revenue and Debt Service 
Funds, Regulatory Basis for the year then ended are presented for the purposes of additional analysis 
and are not a required part of the financial statements.  Such information has been subjected to the 
auditing procedures applied in the audit of the programs’ financial statements and, in our opinion, is 
fairly stated in all material respects in relation to the programs’ financial statements taken as a whole. 

Respectfully submitted,

/s/ James Gillett

James Gillett, CPA
 Deputy Legislative Auditor

February 21, 2008
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Independent AudItor’s report on ComplIAnCe And other mAtters
And on InternAl Control over FInAnCIAl reportIng

BAsed on An AudIt oF FInAnCIAl stAtements
perFormed In ACCordAnCe WIth Government AuditinG StAndArdS

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the financial statements of the Montana Water Pollution Control and Drinking Water 
State Revolving Fund Programs as of and for the fiscal year ended June 30, 2007, and have issued our 
report thereon dated February 21, 2008.  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.

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

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the Montana Water Pollution Control and Drinking 
Water State Revolving Fund Programs’ internal control over financial reporting as a basis for designing 
our auditing procedures for the purpose of expressing our opinion on the financial statements, but not 
for the purpose of expressing an opinion on the effectiveness of the programs’ internal control over 
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the programs’ 
internal control over financial reporting. 
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A control deficiency 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 
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of 
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or 
report financial data reliably in accordance with generally accepted accounting principles such that there 
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more 
than inconsequential will not be prevented or detected by the entity’s internal control. We consider the 
deficiencies described below to be significant deficiencies in internal control over financial reporting. 

The Montana Water Pollution Control State Revolving Fund Program did not accurately record fund 
balance related to loans receivable on the accounting records in accordance with generally accepted 
accounting principles, as required by state law and accounting policy, due to ineffective controls to 
prevent or detect material errors on the accounting records in a timely manner. 

The Montana Water Pollution Control and Drinking Water State Revolving Fund Programs did 
not accurately compile and classify its financial status and results of operations, including related 
disclosures, in accordance with generally accepted accounting principles and state accounting 
policy, due to ineffective controls to prevent or detect material errors in the financial statements in 
a timely manner.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results 
in more than a remote likelihood that a material misstatement of the financial statements will not be 
prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described 
in the first paragraph of this section and would not necessarily identify all deficiencies in internal control 
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant 
deficiencies that are also considered to be material weaknesses. However, of the significant deficiencies 
described above, we consider items 1 and 2 above to be material weaknesses.

This report is intended solely for the information and use of the Legislative Audit Committee, the 
departments’ management, the Montana State Legislature, and the federal Environmental Protection 
Agency and is not intended to be and should not be used by anyone other than these specified parties. 
However, this report is a matter of public record and its distribution is not limited.

Respectfully submitted,

/s/ James Gillett

James Gillett, CPA
       Deputy Legislative Auditor
February 21, 2008

1.

2.
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