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RSM

Independent Auditor's Report RSMUSLLP

Members of the School Board
Mandaree Public School District No. 36

Report on the Financial Statements

We have audited the accompanying modified cash basis financial statements of the governmental
activities, the major fund and the aggregate remaining fund information of Mandaree Public School
District No. 36 (the District), as of and for the year ended June 30, 2018, 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 responsible for the preparation and fair presentation of these financial statements in
accordance with the modified cash basis of accounting described in Note 1; this includes determining that
the modified cash basis of accounting is an acceptable basis for the preparation of the financial
statements in the circumstances. Management is also responsible for the design, implementation and
maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our 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 opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective modified cash basis financial position of the governmental activities, the major fund and the
aggregate remaining fund information of Mandaree Public School District No. 36, as of June 30, 2018,
and the respective changes in modified cash basis financial position thereof for the year then ended in
accordance with the basis of accounting described in Note 1.
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Basis of Accounting

We draw attention to Note 1 of the financial statements, which describes the basis of accounting. The
financial statements are prepared on the modified cash basis of accounting, which is a basis of
accounting other than accounting principles generally accepted in the United States of America. Our
opinions are not modified with respect to this matter.

Other Matters

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the District’s basic financial statements. The statement of changes in fiduciary assets and
liabilities and schedule of expenditures of federal awards, as required by Single Audit Act and Subpart F
of Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards (Uniform Guidance), are presented for purposes
of additional analysis and are not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the basic financial statements as a whole on the basis of accounting described in Note 1.

The introductory section, management discussion and analysis, and budgetary comparison information
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 them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 19,
2018 on our consideration of the District’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 solely 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 the
effectiveness of the District's 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.

BSK VS LLP

Davenport, lowa
December 19, 2018



Mandaree Public School District No. 36

Management’s Discussion and Analysis
Year Ended June 30, 2018

It is an honor to present to you the financial picture of the Mandaree Public School District No. 36 (the
District). We offer readers of the District’s financial statements this narrative overview and analysis of the
financial activities of the Mandaree Public School District No. 36 for the fiscal year ended June 30, 2018.
Professional standards require the inclusion of certain comparative information in the Management’s
Discussion and Analysis (MD&A).

Financial Highlights
Key financial highlights for 2018 are as follows:

Total modified cash basis revenues for the fiscal year ended June 30, 2018 of $7,242,535 were
comprised of general revenues in the amount of $3,319,015 and program revenues totaling
$3,923,520.

Total modified cash basis expenditures increased $1,568,745 or 28.4 percent from $5,528,540 in 2017
to $7,097,285 in 2018.

As of the close of the current fiscal year, the District's governmental funds (General Fund) reported
combined ending fund balance of $998,487 an decrease of $545,017 in comparison with the prior year.
Of the total combined fund balance, $295,530 represents unassigned fund balance.

Overview of the Financial Statements

This Discussion and Analysis is intended to serve as an introduction to the District’s basic financial
statements. The District’s basic financial statements comprise three components: 1) government-wide
financial statement, 2) fund financial statement and 3) notes to basic financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.

Government-wide financial statement: The government-wide financial statement consists of a
Statement of Net Position and a Statement of Activities. These statements provide information about the
activities of the District as a whole and presents an overall view of the District’s finances.

The government-wide financial statement reflects functions of the District that are principally supported by
intergovernmental revenues (governmental activities). The District does not currently have any activities
that are considered business-type activities. The governmental activities of the District include instruction
and support services.

The government-wide financial statement includes only Mandaree Public School District No. 36. There
are no other organizations or agencies whose financial statements should be combined and presented
with the financial statements of the District.

The government-wide financial statements can be found on pages 8 and 9 of this report.



Mandaree Public School District No. 36

Management’s Discussion and Analysis
Year Ended June 30, 2018

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. The Mandaree Public School
District No. 36, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The District’s funds are governmental funds and
fiduciary funds.

Governmental funds: Governmental funds account for most of the District’s basic services. These focus
on how money flows into and out of those funds and the balances at year-end that are available for
spending. The governmental fund financial statements provide a detailed, short-term view of the District's
general government operations and the basic services it provides. Governmental fund information helps
determine whether there are more or fewer financial resources that can be spent in the near future to
finance the District's programs.

The Mandaree Public School District No. 36 maintains one individual governmental fund.

The District adopts an annual appropriated budget for its General Fund. A budgetary comparison
schedule has been provided for the General Fund to demonstrate compliance with this budget on pages
24 and 25.

The basic governmental fund financial statements can be found on pages 10 and 12 of this report.

Notes to basic financial statements: The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Government-Wide Financial Analysis

Net position may serve over time as a useful indicator of a government’s financial position. The District’'s
total modified cash basis net position has increased from a year ago. Table 1 reflects an increase to
$9,390,018 from $9,244,768.

Table 1
Governmental Activities
2018 2017

Assets
Current and other assets $ 1,037,402 $ 1,702,036
Capital assets 8,934,531 8,244,264

Total assets 9,971,933 9,946,300
Liabilities
Other liabilities 38,915 158,532
Long-term liabilities 543,000 543,000

Total liabilities 581,915 701,532
Net Position
Net investment in capital assets 8,391,531 7,701,264
Restricted 702,957 781,806
Unrestricted 295,530 761,698

Total net position $ 9,390,018  $ 9,244,768




Mandaree Public School District No. 36

Management’s Discussion and Analysis
Year Ended June 30, 2018

A restricted portion of the District’'s net position (7 percent) represents resources that are subject to
external restrictions on how they may be used. The remaining balance of unrestricted net position of
$295,530 may be used to meet the government’s ongoing obligations to students and creditors.

At the end of the current fiscal year, there is a positive balance in the unrestricted net position.

The increase in net position of $145,250 is mainly attributable to a capital contribution.

Table 2 highlights the changes in net position and the District’s revenues and expenses for the fiscal
years ended June 30, 2018 and 2017.

Revenues are divided into two major categories: program revenues and general revenues. Program
revenues are defined as charges for services and sales, operating grants and contributions, and capital
grants and contributions. General revenues include taxes, unrestricted grants, rental income, other
revenue and investment income.

Expenses are shown in programs including instruction and support services.

Table 2 - Changes in Modified Cash Basis Net Position

Governmental Activities

2018 2017
Revenues:
Program revenues:
Charges for services $ 98,548 $ 117,565
Capital grants and contributions 183,544 -
Operating grants and contributions 3,641,428 2,154,750
General revenues:
Property taxes 61,792 -
Grants and entitlements 3,191,757 3,304,128
Investment earnings 3,132 2,657
Other 62,334 461,152
Total revenues 7,242,535 6,040,252
Expenses:
Instruction 4,363,124 3,602,288
Support services 2,734,161 1,926,252
Total expenses 7,097,285 5,528,540
Change in net position 145,250 511,712
Net position, beginning of year 9,244,768 8,733,056
Net position, end of year $ 9,390,018 $ 9,244,768




Mandaree Public School District No. 36

Management’s Discussion and Analysis
Year Ended June 30, 2018

Table 3 below discloses cost of services for governmental activities. The total cost of services column
contains all costs related to the programs and the net cost column shows how much of the total amount is
not covered by program receipts. Succinctly put, net costs are costs that must be covered by unrestricted
federal and state aid or local taxes. The difference in these two columns would represent restricted
grants, fees and donations.

Table 3 - Governmental Activities

Total Cost of Net Cost of Total Cost of Net Cost of
Programs Services 2018 Services 2018 Services 2017 Services 2017
Instruction $ 4,363,124 $ 1,642,717  $ 3,602,288 $ 1,929,442
Support services 2,734,161 1,531,048 1,926,252 1,444,348
Total expenses $ 7,097,285 % 3,173,765 _ $ 5,528,540 $ 3,373,790

The District’s total revenues for governmental activities increased $1,202,283 or 19.9 percent, mainly due
to increase in federal revenues and the grant received from North Dakota Energy, Infrastructure, and
Impact Office. Total expenses increased $1,568,745 or 28.4 percent due to an increase in repairs and
maintenance due to the facilities and technology upgrades.

Financial Analysis of the Government’'s Funds
As noted earlier, the District uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental funds: The focus of the District’'s governmental funds is to provide information on near-
term inflows, outflows and balances of spendable resources. Such information is useful in assessing the
District’s financing requirements. In particular, unassigned fund balance may serve as a useful measure
of a government’s net resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the District's governmental fund reported ending fund balance of
$998,487, a decrease of $545,017 in comparison with the prior year. The unassigned fund balance, which
is available for spending at the government’s discretion, was $295,530 in the current year. The remainder
of the fund balance is restricted to indicate that it is not available for new spending because it has already
been restricted for the QZAB note retirement or for grant programs.

The General Fund is the chief operating fund of the District. As a measure of the General Fund’s liquidity,
it may be useful to compare both unassigned fund balance and total fund balance to total fund
expenditures. Unassigned and total fund balance represents 0.1 percent and 13.7 percent of total
General Fund expenditures, respectively.

General Fund Budgetary Highlights
Revenues were over budget by $1,164,123. This was mainly due to higher than expected state and
federal revenues.

Expenditures were over budget by $1,709,140. The over budget expenditures were mainly due to a
increase in federal expenditures.



Mandaree Public School District No. 36

Management’s Discussion and Analysis
Year Ended June 30, 2018

Capital Assets and Debt Administration

The following table shows ending balances of capital assets by category. At the end of the 2018 fiscal
year, the District had invested $8,934,531 in capital assets. This amount represents a increase of
$690,267. Additional information about capital assets can be found in Note 4. Total accumulated

depreciation of these assets equaled $2,775,861.

Table 4 - Capital Assets as of June 30 (Net of Depreciation)

Governmental Activities

2018 2017
Construction in progress $ 892,858 $ 201,600
Buildings 7,380,654 7,585,942
Equipment 236,018 214,105
Vehicles 425,001 242,617
$ 8,934,531 % 8,244,264
Debt
As of June 30, 2018 the District had long-term debt outstanding totaling $543,000.
Table 5 - Outstanding Debt, as of June 30
Governmental Governmental
Activities 2018 Activities 2017 Maturity
QZAB note payable $ 543,000 $ 543,000 2021

Additional information about the District’s long-term debt can be found in Note 5 to the financial

statements.

Economic Factors

All of the above information was considered in preparing the District’s budget for the 2019 fiscal year.

Requests for Information

These financial statements and discussions are designed to provide our students, citizens, taxpayers and
creditors with a complete disclosure of the District’s finances and to demonstrate a high degree of
accountability for the public dollars entrusted to us. If you have questions about this report or need
additional information, please write Mandaree Public School District No. 36, P.O. Box 488, Mandaree,

North Dakota 58757.



Mandaree Public School District No. 36

Statement of Net Position—Modified Cash Basis

June 30, 2018

Governmental
Activities
Assets
Current assets:
Cash and cash equivalents 638,125
Employee receivables 1,077
Total current assets 639,202
Capital assets:
Construction in progress 892,858
Buildings 9,345,559
Equipment 432,936
Vehicles 1,039,039
Less accumulated depreciation (2,775,861)
Total capital assets 8,934,531
Restricted cash for QZAB note payable retirement 398,200
Total noncurrent assets 9,332,731
Total assets 9,971,933
Liabilities
Current liabilities, payroll withholding liability 38,915
Long-term liabilities, long-term debt 543,000
Total liabilities 581,915
Net position
Net investment in capital assets 8,391,531
Restricted for QZAB note payable retirement 398,200
Restricted for grants 304,757
Unrestricted 295,530
Total net position 9,390,018

See notes to basic financial statements.




Mandaree Public School District No. 36

Statement of Activities—Modified Cash Basis
Year Ended June 30, 2018

Net (Expense)

Revenue
and Changes in
Net Position
Operating Capital
Charges for Grants and Grants and Governmental
Expenses Services Contributions Contributions Activities
Governmental Activities
Instruction:
Regular programs $ 3,728912 % - $ 2,471,907 % - $ (1,257,005)
Special education 634,212 - 248,500 - (385,712)
Total instruction 4,363,124 - 2,720,407 - (1,642,717)
Support services:
General administration services 808,485 98,548 418,300 - (291,637)
Instructional staff services 84,399 - - - (84,399)
Operations and maintenance 1,069,653 - 259,599 - (810,054)
Pupil transportation services 279,102 - 74,900 - (204,202)
Extracurricular activities 146,915 - - 183,544 36,629
Food services 345,607 - 168,222 - (177,385)
Total support services 2,734,161 98,548 921,021 183,544 (1,531,048)
Total governmental activities $ 7,097,285 % 98,548 $ 3,641,428 $ 183,544 (3,173,765)
General Revenues
State aid not restricted for specific purpose:
Property taxes, levied for general purpose 61,792
Per pupil aid 1,394,501
Other state aid 505,756
Federal aid not restricted for a specific
purpose, ISEP 1,291,500
Interest income 3,132
Miscellaneous 62,334
Total general revenues 3,319,015
Change in net position 145,250
Net position, beginning of year 9,244,768
Net position, end of year $ 9,390,018

See notes to basic financial statements.



Mandaree Public School District No. 36

Balance Sheet—Modified Cash Basis
Governmental Fund
June 30, 2018

General Fund

Assets

Cash and cash equivalents
Restricted cash for QZAB note payable retirement
Employee receivables

Total assets

Liabilities
Payroll witholding liability
Total liabilities

Fund balance
Restricted, QZAB bond retirement
Restricted, grants
Unassigned
Total fund balance

Total liabilities and fund balance

See notes to basic financial statements.
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Mandaree Public School District No. 36

Reconciliation of the Governmental Fund Balance Sheet—Modified Cash Basis to the
Statement of Net Position—Modified Cash Basis
June 30, 2018

Total governmental fund balance $ 998,487

Amounts reported for governmental activities in the statement of net
position are different because:
Capital assets used in governmental activities are not current financial resources and therefore are not
reported in the fund financial statement, but are reported in the governmental activities of the statement
of net position. Those assets consist of:

Construction in progress 892,858
Buildings 9,345,559
Equipment 432,936
Vehicles 1,039,039
Accumulated depreciation (2,775,861)

Long-term liabilities applicable to the District's governmental activities are not reported as fund
liabilities. All liabilities, both current and long-term, are reported in the statement of net position. (543,000)

Net position of governmental activities $ 9,390,018

See notes to basic financial statements.

11



Mandaree Public School District No. 36

Statement of Revenues, Expenditures and Changes In Fund Balance—Modified Cash Basis
Governmental Fund
Year Ended June 30, 2018

General
Revenues:
Local sources $ 61,792
State sources 2,288,690
Federal sources 4,544,495
Rental income 98,548
Other sources 65,466
Total revenues 7,058,991
Expenditures:
Instruction:
Regular programs 3,728,912
Special education 634,212
Total instruction 4,363,124
Support services:
Current:
General administration services 808,485
Instructional staff services 84,399
Operations and maintenance 711,694
Pupil transportation services 205,265
Extracurricular activities 146,915
Food service 345,607
Capital outlay 938,519
Total support services 3,240,884
Total expenditures 7,604,008
Net change in fund balance (545,017)
Fund balance, beginning of year 1,543,504
Fund balance, end of year $ 998,487

See notes to basic financial statements.
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Mandaree Public School District No. 36

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund
Balance—Modified Cash Basis of Governmental Funds to the Statement of Activities—
Modified Cash Basis

Year Ended June 30, 2018

Net change in fund balance—total governmental funds $ (545,017)

The change in net position reported for governmental activities in the statement of
activities is different because:

Governmental funds report capital outlays as expenditures. However in the
statement of activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. In the current period,
these amounts are:
Capital outlay $ 938,519
Depreciation expense (431,796) 506,723

The net effect of miscellaneous transaction involving capital assets
to increase net position,
Capital assets contributed 183,544

Change in net position of governmental activities $ 145,250

See notes to basic financial statements.
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Mandaree Public School District No. 36

Statement of Fiduciary Assets and Liabilities
Agency Fund—Modified Cash Basis
June 30, 2018

Student
Activity Fund

Assets, cash and cash equivalents

Liabilities, due to private individuals

See notes to basic financial statements.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 1. Nature of Operations, Financial Reporting Entity, Basis of Presentation, Measurement
Focus, Basis of Accounting and Financial Statement Presentation and Significant
Accounting Policies

Nature of operations: Mandaree Public School District No. 36 (the District) operates public schools for
children in grades kindergarten through twelve. The District is located within the City of Mandaree, North
Dakota and is comprised of one elementary school and one high school with a student body of
approximately 273 students. The District is governed by the Mandaree Public School District No. 36
Board of Education which is elected in the general elections.

Financial reporting entity: Accounting principles generally accepted in the United States of America
require the financial reporting entity include (1) the primary government, (2) organizations for which the
primary government is financially accountable and (3) other organizations for which the nature and
significance of their relationship with the primary government are such that exclusion would cause the
reporting entity's financial statements to be misleading or incomplete.

The District is governed by a Board of Education, which is elected by the public and has the exclusive
responsibility and accountability for the decisions it makes. The District has the statutory authority to
adopt its own budget, to levy taxes and to issue bonded debt without the approval of another government.
It has the right to sue and be sued, and has the right to buy, sell, lease or mortgage property in its own
name. In addition, Governmental Accounting Standards Board (GASB) Statement No. 39, sets forth
additional criteria to determine whether certain organizations for which the District is not financially
accountable should be reported as component units based on the nature and significance of their
relationship with the District. These criteria include 1) the economic resources being received or held by
the separate organization being entirely or almost entirely for the direct benefit of the District, its
component units, or its constituents, 2) the District being entitled to, or having the ability to otherwise
access, a majority of the economic resources received or held by the Organization and 3) the economic
resources received or held by an individual organization that the District is entitled to, or has the ability to
otherwise access, are significant to the District. Based on these criteria, the District is considered a
primary government and there are no other organizations or agencies whose financial statements should
be combined and presented with these basic financial statements.

Basis of presentation: The District’s basic financial statements consist of government-wide statements,
including a statement of net position and a statement of activities, and fund financial statements which
provide a more detailed level of financial information.

Government-wide financial statements: The statement of net position and the statement of activities
display information about the District as a whole. These statements include the financial activities of the
primary government, except for fiduciary funds. The District does not have any activities that are
considered business-type activities.

The statement of activities presents a comparison between direct expenses and program revenues for
each program or function of the District’s governmental activities. Direct expenses are those that are
specifically associated with a service, program or department and are, therefore, clearly identifiable to a
particular function. Program revenues include charges paid by the recipient of the goods or services
offered by the program, grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program and interest earned on grants that is required to be used to
support a particular program. Revenues which are not classified as program revenues are presented
as general revenues of the District. The comparison of direct expenses with program revenues
identifies the extent to which each governmental function is self-financing or draws from the general
revenues of the District.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 1. Nature of Operations, Financial Reporting Entity, Basis of Presentation, Measurement
Focus, Basis of Accounting and Financial Statement Presentation and Significant
Accounting Policies (Continued)

Fund financial statements: During the year, the District segregates transactions related to certain
District functions or activities in separate subfunds in order to aid financial management. Fund financial
statements are designed to present financial information of the District at this more detailed level. The
District has a general fund and an agency fund. The focus of governmental fund financial statements is
on major funds. Major funds are presented in separate columns. Nonmajor funds, if any, are
aggregated and presented in a single column. Fiduciary funds are reported by type.

Measurement focus, basis of accounting and financial statement presentation: In the government-
wide statement of net position, statement of activities and the fiduciary fund financial statements are
presented using the economic resources measurement focus, within the limitations of the modified cash
basis of accounting. The accounting objectives of this measurement focus are the determination of
operating income, changes in net position (or cost recovery) and net financial position. All assets,
deferred outflows of resources, liabilities and deferred inflows of resources (whether current or noncurrent
or financial or nonfinancial) associated with their activities are generally reported within the limitations of
the modified cash basis of accounting.

All governmental funds utilize a current financial resources measurement focus within the limitations of
the modified cash basis of accounting. Only current financial assets and liabilities are generally included
on their balance sheets. Their operating statements present sources and uses of available spendable
financial resources during a given period. These funds use fund balance as their measure of available
spendable financial resources at the end of the period.

The financial statements are presented in accordance with a modified cash basis of accounting, which is
a basis of accounting other than principles generally accepted in the United States of America (GAAP).
This basis of accounting involves modifications to the cash basis of accounting to report in the statements
of net position or balance sheets cash transactions or events that provide a benefit or result in an
obligation that covers a period greater than the period in which the cash transaction or events occurred.
Such reported balances include grants received in advance, capital assets and related depreciation and
short-term and long-term liabilities arising from cash transactions or events. Grants received in advance
are recognized as revenue once all eligibility requirements imposed by the provider have been met.

This modified cash basis of accounting differs from GAAP primarily because certain assets and their
related revenues (such as accounts receivable and revenue for billed or provided services not yet
collected and other accrued revenue and receivables) and certain liabilities and their related expenses or
expenditures (such as accounts payable and expenses for goods or services received but not yet paid
and other accrued expenses and liabilities) are not recorded in these financial statements. In addition,
other economic assets, deferred outflows or resources, liabilities and deferred inflows of resources that
do not arise from a cash transaction or event are not reported, and the measurement of reported assets
and liabilities does not involve adjustment to fair value.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 1. Nature of Operations, Financial Reporting Entity, Basis of Presentation, Measurement
Focus, Basis of Accounting and Financial Statement Presentation and Significant
Accounting Policies (Continued)

Basis of presentation: The District uses funds to maintain its financial records during the fiscal year. A
fund is defined as a fiscal and accounting entity with a self-balancing set of accounts. There are three
categories of funds: governmental, proprietary and fiduciary. However, the District only maintains
governmental and fiduciary funds.

Governmental funds: Governmental funds are those through which most governmental functions
typically are financed. Governmental fund reporting focuses on the sources, uses and balances of
current financial resources. Expendable assets are assigned to the various governmental funds
according to the purposes for which they may or must be used. The following is the District's major
governmental fund:

General Fund: The General Fund is used to account for and report all financial resources not
accounted for and reported in another fund.

In addition, the District reports the following fiduciary fund:

Fiduciary Fund: Accounts for assets held by the District in a trustee or agency capacity for the benefit
of others and cannot be used to support District activities.

Student Activity: Accounts for activities of student groups and other types of activities requiring
clearing accounts.

Significant accounting policies (modified cash basis): The significant accounting policies followed by
the District include the following:

Cash and cash equivalents: The District considers investments with an original maturity of three
months or less when purchase to be considered cash equivalents.

Capital assets: Capital assets are reported in the government-wide financial statements. Capital
assets are defined as having an individual cost of $5,000 or more and have a useful life in excess of
one year. Capital assets are stated at cost. Donated capital assets are recorded at estimated
acquisition value at the date of donation.

Depreciation is computed using the straight-line method over the following estimated useful lives:

Years
Buildings 15-50
Equipment 5-20
Vehicles 8

The District’s buildings are on land owned by Three Affiliated Tribes. As the District does not have title
to the land, they do not show any land on their financial statements.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized and instead are a period expense.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 1. Nature of Operations, Financial Reporting Entity, Basis of Presentation, Measurement
Focus, Basis of Accounting and Financial Statement Presentation and Significant
Accounting Policies (Continued)

Employee receivables: These are advances to employees for travel expenses that have not occurred
as of year-end.

Long-term debt: All long-term debt arising from cash basis transactions to be repaid from
governmental resources are reported as liabilities in the government-wide statements.

Long-term debt arising from cash basis transactions of governmental funds are not reported as
liabilities in the fund financial statements. The debt proceeds are reported as other financing sources
and payments of principal and interest are reported as expenditures.

Estimates: Management uses estimates and assumptions in preparing the financial statements. Those
estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities and the reported revenues and expenditures. Actual results could vary
from the estimates that were used.

Net position: Net position represents the difference between assets and liabilities. Net investment in
capital assets consists of the remaining undepreciated cost of the capital asset less the outstanding
debt associated with the purchase or construction of the related assets. Net investment in capital
assets excludes unspent debt proceeds, if any. Net position are reported as restricted when there are
limitations imposed on their use through enabling legislation or through external restrictions imposed by
creditors, grantors or laws or regulations of other governmental organizations.

The District first applies restricted resources when an expense is incurred for purposes for which both
restricted and unrestricted net position is available.

Fund balance: In the governmental fund financial statements, fund balances are classified as follows:

Nonspendable: Amounts which cannot be spent either because they are in a nonspendable form or
because they are legally or contractually required to be maintained intact.

Restricted: Amounts restricted to specific purposes when constraints placed on the use of the
resources are either externally imposed by creditors, grantors or state or federal laws or imposed by
law through constitutional provisions or enabling legislation.

Committed: Amounts which can be used only for specific purposes pursuant to constraints formally
imposed by the School Board through ordinance approved prior to year-end. Those committed
amounts cannot be used for any other purpose unless the School Board removes or changes the
specified use by taking the same action it employed to commit those amounts.

Assigned: Amounts constrained by the District’s intent to use them for a specific purpose. It is the
District’s policy that the authority to assign fund balance has been delegated by the School Board to
the Business Manager through the budget process.

Unassigned: All amounts not included in other spendable classifications. The General Fund is the
only fund that would report a positive amount in unassigned fund balance.

When an expenditure is incurred in governmental funds which can be paid using either restricted or
unrestricted resources, the District procedure is to pay the expenditure from restricted fund balance
and then from less-restrictive classifications—committed, assigned and then unassigned fund
balances.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 1. Nature of Operations, Financial Reporting Entity, Basis of Presentation, Measurement
Focus, Basis of Accounting and Financial Statement Presentation and Significant
Accounting Policies (Continued)

Compensated absences: Noncertified full-time employees accumulated a limited amount of earned
but unused vacation for subsequent use or for payment at severance time. These accumulations are
not recognized as disbursements by the District until used and paid. This liability will be liquidated by
the General Fund.

In addition, teachers are provided 10 days of sick leave that may accumulate without limit and up to
45 days of accumulated sick leave may be sold back to the District at a determined rate within their
contract. This liability will be liquidated by the General Fund.

As described in Note 1 under modified cash basis of accounting, these liabilities are not reported in
the financial statements.

Note 2. Cash and Cash Equivalents

The following is a summary of the cash balances as of June 30, 2018:

Bank Balance
Cash and cash equivalents—General Fund $ 638,125
Restricted cash for QZAB note retirement—General Fund 398,200
Cash and cash equivalents—Student Activity Fund 123,142
$ 1,159,467

Restricted cash for QZAB note retirement is the amount of cash deposited into the bond sinking fund to
pay off the District's QZAB note payable at retirement. The note payable matures in 2021.

The District does not have an investment policy, nor do they have any investments as of June 30, 2018.

Custodial credit risk: Custodial credit risk for deposits is the risk that in the event of a bank failure, the
District’s deposits may not be returned to it. The District does not have a deposit policy. As of June 30,
2018, all of the District’s bank balance of $1,756,726 was covered by federal depository insurance or
collateral and was not exposed to custodial credit risk.

Note 3. Property Tax

Revenues from local sources contains property tax revenues.

The District’s property tax is levied each January 1 on the assessed value listed as of the prior January 1
for all real property located in the District. Assessed values are established by the County Board of
Equalization. A revaluation of all property is required to be completed every year. The property taxes
levied on January 1 are due in two equal installments on the March 1 and October 15 following the levy
date. Property taxes are limited by state laws.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 4. Capital Assets

Capital assets activity for fiscal year ended June 30, 2018 is as follows:

Balance Disposals/ Balance
Governmental Activities June 30, 2017 Additions Transfers June 30, 2018
Capital assets, not being depreciated,
construction in progress $ 201,600 $ 892,858 $ (201,600) $ 892,858
Capital assets, being depreciated:
Buildings 9,233,959 - 111,600 9,345,559
Equipment 387,275 45,661 - 432,936
Vehicles 765,495 183,544 90,000 1,039,039
Total capital assets, being
depreciated 10,386,729 229,205 201,600 10,817,534
Accumulated depreciation:
Buildings 1,648,017 316,888 - 1,964,905
Equipment 173,170 23,748 - 196,918
Vehicles 522,878 91,160 - 614,038
Total accumulated depreciation 2,344,065 431,796 - 2,775,861
Total capital assets, being
depreciated, net 8,042,664 (202,591) 201,600 8,041,673
Governmental activities capital
assets, net $ 8244264 3 690,267  $ - $ 8,934,531

Depreciation expense was charged to the following functions and programs of the District for the year
ended June 30, 2018:

Governmental activities:
Support services:

Operations and maintenance $ 357,959
Pupil transportation services 73,837
Total depreciation expense—governmental activities $ 431,796

Note 5. Long-Term Debt

The following is a summary of changes in governmental activities’ long-term debt for the year ended
June 30, 2018:

Balance Balance Balance Due
June 30, 2017 Additions Deductions June 30, 2018  Within One Year
QZAB note payable $ 543,000 $ - $ - $ 543,000 $ -

Noninterest bearing QZAB note payable to bank, due in one lump sum payment of $543,000 in August
2021, secured by a building. The note requires annual installments of $36,200 into a bond sinking fund
through 2021. The final balloon payment for the total note in the amount of $543,000 will be paid from the
bond sinking fund in August 2021.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 6. Pension Plan

North Dakota Teachers’ Fund for Retirement: The District contributes to the North Dakota Teachers’
Fund for Retirement (TFFR), a cost-sharing multiple-employer defined benefit pension plan administered
by the State of North Dakota. TFFR provides for retirement, disability and survivor benefits to plan
members and beneficiaries. Benefit and contribution provisions are administered in accordance with
Chapter 15-39.1 of the North Dakota Century Code. TFFR issues a publicly available financial report that
includes financial statements and required supplementary information for TFFR. That report may be
obtained by writing to Teachers’ Fund for Retirement, 1930 Burnt Board Drive, PO Box 7100, Bismarck,
North Dakota 58507-7100.

Plan members are required to contribute 11.75 percent of their annual covered salary and the District is
required to contribute 12.75 percent of the teacher’s salary. The contribution requirements of plan
members and the District are established and may be amended by the State legislature. The District's
contributions, including the employee’s share, to TFFR for the fiscal years ended June 30, 2018, 2017
and 2016 were $353,852, $361,032 and $408,262, respectively.

North Dakota Public Employees’ Retirement System: The District participates in the North Dakota
Public Employees’ Retirement System (NDPERS) administered by the State of North Dakota. Following is
a brief description of the Plan:

NDPERS is a cost-sharing multiple-employer defined benefit pension plan covering substantially all
classified employees other than teachers of the District. The Plan provides retirement, disability and death
benefits. If an active employee dies with less than three years of credited service, a death benefit equal to
the value of the employee’s accumulated contributions, plus interest, is paid to the employee’s
beneficiary. If the employee has earned more than three years of credited service, the surviving spouse
will be entitled to a single payment refund, lifetime monthly payments in an amount equal to 50 percent of
the employee’s accrued normal retirement benefit, 60 monthly payments equal to the employee’s accrued
normal retirement benefit calculated as if the employee were age 65 the day before death occurred or
monthly payments in an amount equal to the employee’s accrued 100 percent joint and survivor
retirement benefit if the member had reached normal retirement age prior to date of death. If the surviving
spouse dies before the employee’s accumulated pension benefits are paid, the balance will be paid to the
surviving spouse’s designated beneficiary.

Eligible employees, who become totally disabled after a minimum of 180 days of service, receive monthly
disability benefits that are equal to 25 percent of their final average salary with a minimum benefit of
$100. To qualify under this section, the employee must meet the criteria established by the Retirement
Board for being considered totally disabled.

Employees are entitled to unreduced monthly pension benefits equal to 2.0 percent of their final average
salary for each year of service beginning when the sum of age and years of credited service equal or
exceed 85, or at normal retirement age (65). The Plan permits early retirement at ages 55-64, with three
or more years of service.
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Mandaree Public School District No. 36

Notes to Basic Financial Statements

Note 6. Pension Plan (Continued)

Benefit and contribution provisions are administered in accordance with Chapter 54-52 of the North
Dakota Century Code. This state statute requires that 7 percent of the participant’s salary be contributed
to the Plan by either the employee or by the employer under a “salary reduction” agreement. The District
has implemented a salary reduction agreement and is currently contributing the employees’ share. The
District is required to contribute 7.12 percent of each participant’s salary as the employee’s share. In
addition to the 7.12 percent of the employee contribution paid by the District, the employer is required to
contribute 1.14 percent of each participating employee’s gross wage to a prefunded retiree health
insurance program. The required contributions are determined using an entry age normal actuarial
funding method and are included in state statute. The North Dakota Retirement Board was created by the
State Legislature and is the governing authority of NDPERS. The District’s required and actual
contributions, including the employee’s share, to NDPERS for the fiscal years ended June 30, 2018, 2017
and 2016 were $126,664, $105,805 and $92,256, respectively, of which $58,102, $49,366 and $42,320
were the employees’ share, respectively.

NDPERS issues a publicly available financial report that includes financial statements and the required
supplementary information for NDPERS. That report may be obtained by writing to NDPERS, 400 East
Broadway, Suite 505, PO Box 1657, Bismarck, North Dakota 58502-1657.

Note 7. Risk Management

The Mandaree Public School District No. 36 is exposed to various risks of loss related to torts; theft of,
damage to, and destruction of assets; errors and omissions; injuries to employees; and natural disasters
for which the District carries insurance through the following funds/pools established by the State.

The District is commercially insured for employee health insurance through Blue Cross/Blue Shield.

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 program for over 2,000 state agencies and political subdivisions. The
Mandaree Public School District No. 36 pays an annual premium to NDIRF for its general liability, auto,
personal injury and property damage, errors and omissions and inland marine insurance coverage. The
coverage by NDIRF is limited to losses of $2,000,000 per occurrence.

The District also participates in the North Dakota Fire and Tornado Fund and the State Bonding Fund.
The District pays an annual premium to the Fire and Tornado Fund to cover property damage to building
and personal property. Replacement cost coverage is provided by estimating replacement cost in
consultation with the Fire and Tornado Fund. The State Bonding Fund currently provides the District with
the blanket fidelity bond coverage in the amount of $1,800,000 for its employees. The State Bonding
Fund does not currently charge any premium for this coverage. The District participates in the North
Dakota Workforce Safety and Insurance Fund (WSI), an Enterprise Fund of the State of North Dakota.
The Bureau is a state insurance fund and a “no fault” insurance system covering the State’s employers
and employees financed by premiums assessed to employers. The premiums are available for the
payment of claims to employees injured in the course of employment.

There have been no significant reductions in insurance coverage from the prior year and settled claims
resulting from these risks have not exceeded insurance coverage in the past three years.
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Notes to Basic Financial Statements

Note 8. Economic Dependency

The District receives 64 percent of its total revenue from grants from the federal government.

Note 9. Contingencies

The District participates in various federal grant programs, the principal of which are subject to program
compliance audits pursuant to the Single Audit Act as amended. Accordingly, the District's compliance
with applicable grant requirements will be established at a future date. The amount of expenditures which
may be disallowed by the granting agencies cannot be determined at this time, although the District
anticipates such amounts, if any, will be immaterial.

Note 10. Pending Governmental Accounting Standards Board (GASB) Statements

As of June 30, 2018, the GASB has issued the following statement not yet implemented by the District.
The statement which might impact the District is as follows:

e GASB Statement No. 84, Fiduciary Activities, issued January 2017. This Statement will be effective
for the District with its reporting period June 30, 2020. This Statement establishes criteria for
identifying fiduciary activities of all state and local governments. The focus of the criteria generally is
on (1) whether a government is controlling the assets of the fiduciary activity and (2) the beneficiaries
with whom a fiduciary relationship exists. Separate criteria are included to identify fiduciary
component units and postemployment benefit arrangements that are fiduciary activities.

e GASB Statement No. 88, Certain Disclosures Related to Debt, issued March 2018, will be effective
for the Authority beginning with its fiscal year ending June 30, 2019. Statement No. 88 defines debt
that must be disclosed in the notes to the financial statements as a liability that arises from a
contractual obligation to pay cash in one or more payments to settle an amounts that is fixed at the
date the contractual obligation is established. Governments must also disclose amounts of unused
lines of credit, assets pledged as collateral for debt and the terms specified in debt agreements
related to significant events of default with finance related consequences, termination events with
finance related consequences, and subjective acceleration clauses.

The District’'s management has not yet determined the effect this statement will have on the District’s
financial statements.
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Mandaree Public School District No. 36

Other Information

Budgetary Comparison Schedule
General Fund—Modified Cash Basis
Year Ended June 30, 2018

Budgeted Amounts

Variance With

Original Final Actual Final Budget
Revenues:
Local sources $ - $ - 61,792 $ 61,792
State sources 2,115,000 2,115,000 2,288,690 173,690
Federal sources 3,711,368 3,711,368 4,544,495 833,127
Rental 68,500 68,500 98,548 30,048
Other - - 65,466 65,466
Total revenues 5,894,868 5,894,868 7,058,991 1,164,123
Expenditures:
Instruction:
Regular programs 3,598,542 3,598,542 3,728,912 (130,370)
Special education 570,000 570,000 634,212 (64,212)
Total instruction 4,168,542 4,168,542 4,363,124 (194,582)
Support services:
General administration services 386,148 386,148 808,485 (422,337)
Instructional staff services - - 84,399 (84,399)
Operation and maintenance 893,648 893,648 711,694 181,954
Student transportation 200,560 200,560 205,265 (4,705)
Extracurricular activities 150,121 150,121 146,915 3,206
Food service 95,849 95,849 345,607 (249,758)
Capital Outlay - - 938,519 (938,519)
Total support services 1,726,326 1,726,326 3,240,884 (1,514,558)
Total expenditures 5,894,868 5,894,868 7,604,008 (1,709,140)
Net change in fund balance $ - $ - (545,017) % 2,873,263
Fund balance, beginning of year 1,543,504
Fund balance, end of year 998,487
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Mandaree Public School District No. 36

Note to Other Information

Note 1. Budgets and Budgetary Information

The District follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. The superintendent and business manager prepare the District budget under the modified cash basis
of accounting. The budget includes proposed expenditures and the means of financing them. The
budget includes the general fund.

2.  The School Board reviews the budget, may make revisions and approves it on or before August 15.
The budget must be filed with the County Auditor by August 25.

3. The budget may be amended during the year for any revenues and appropriations not anticipated at
the time the budget was prepared except no amendment changing the taxes levied can be made
after October 10. There was no amendment during 2018.

4. The balance of each appropriation becomes a part of the unappropriated balance at year-end.
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Mandaree Public School District No. 36

Statement of Changes in Fiduciary Assets and Liabilities
Agency Fund—Modified Cash Basis
Year Ended June 30, 2018

Beginning Ending
Balance Additions Deletions Balance
Assets
Cash and cash equivalents $ 400 $ 173,376  $ 50,634 $ 123,142
Due from general fund 109,294 - 109,294 -
$ 109,694 $ 173,376  $ 159,928 $ 123,142
Liabilities, due to private individuals $ 109,694  $ 173,376  $ 159,928 $ 123,142
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Mandaree Public School District No. 36

Schedule of Expenditures of Federal Awards—Modified Cash Basis

Year Ended June 30, 2018

Federal Pass-through
Federal Grantor/ CFDA Identifying Passed Through
Pass-Through Grantor/Program Title Number Number To Subrecipients Expenditures
U.S. Department of Interior
Bureau of Indian Affairs:
Indian School Equalization Program 15.042 N/A $ - $ 452,630
Indian School Equalization Program 15.042 N/A - 1,291,500
Indian School Equalization Program 15.042 N/A - 30,900
Subtotal - 1,775,030
Indian School, Student Transportation 15.044 N/A - 133,790
Administrative Cost Grants for Indian Schools 15.046 N/A - 314,246
Indian Education Facilities, Operations and Maintenance 15.047 N/A - 263,125
Indian Education Facilities, Operations and Maintenance 15.047 N/A - 199,094
Subtotal - 462,219
Education Program Enhancements 15.151 N/A - 36,947
Total U.S. Department of Interior - 2,722,232
U.S. Department of Agriculture
Passed Through North Dakota Department of
Public Instruction:
Child Nutrition Cluster:
School Breakfast Program 10.553 N/A - 50,392
Commodities noncash 10.555 N/A - 9,498
National School Lunch Program 10.555 N/A - 94,783
Summer Food Service Program 10.559 N/A - 17,980
Subtotal Child Nutrition Cluster - 172,653
Fresh Fruits and Vegetables 10.582 N/A - 3,238
Total U.S. Department of Agriculture - 175,891
U.S. Department of Education
Direct Programs:
Indian Education Formula Grant 84.060A N/A - 50,000
Bureau of Indian Affairs:
Special Education 84.027A N/A - 453,469
Title I, Part A Cluster * 84.010 N/A - 287,161
Title |, Part A Cluster * 84.010 N/A - 140,700
Subtotal - 427,861
Title IIA - Teacher Quality Improvement Funds 84.336 N/A - 30,952
Title VI Part B Rural Ed 84.358 N/A - 6,560
Passed Through North Dakota Department of Public Instruction:
Title I, Part A Cluster* 84.010 N/A - 218,822
Title IIA - Teacher Pricipal Quality Training 84.367A 2017-2018 SY - 53,052
Total U.S. Department of Education - 1,240,716
Total expenditures of federal awards $ - $ 4,138,839
* Total Title 1, Part A Cluster $ - $ 646,683

See notes to schedule of expenditures of federal awards.
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Mandaree Public School District No. 36

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2018

Note 1. Basis of Presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal award
activity of Mandaree Public School District No. 36 under programs of the federal government for the year
ended June 30, 2018. The information in this Schedule is presented in accordance with the requirements
of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost
Principles and Audit Requirements for Federal Awards (Uniform Guidance). Because the Schedule
presents only a selected portion of the operations of Mandaree Public School District No. 36, it is not
intended to and does not present the financial position, or changes in net position of Mandaree Public
School District No. 36.

Note 2. Summary of Significant Accounting Policy

Expenditures reported on the Schedule are reported on the modified cash basis of accounting as
Odisclosed in Note 1 of the basic financial statements. Such expenditures are recognized following the
cost principles contained in the Uniform Guidance, wherein certain types of expenditures are not
allowable or are limited as to reimbursement.

Note 3. Indirect Cost Rate

The District has elected not to use the 10 percent de minimus indirect cost rate allowed under Uniform
Guidance.
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RSM

Report on Internal Control Over Financial RSMUSLLP
Reporting and on Compliance and Other Matters Based on an
Audit of Modified Cash Basis Financial Statements
Performed in Accordance With Government Auditing Standards

Independent Auditor's Report

Members of the School Board
Mandaree Public School District No. 36

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 governmental
activities, the major fund and the aggregate remaining fund information of Mandaree Public School
District No. 36 (the District) as of and for the year ended June 30, 2018, and the related notes to the
financial statements, which collectively comprise the District’s basic financial statements, and have issued
our report thereon dated December 19, 2018. As discussed in Note 1 of the financial statements, these
statements were prepared on a modified cash basis, which is a comprehensive basis of accounting other
than accounting principles generally accepted in the United States of America.

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 control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our 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 control.

Our consideration of internal control was for the limited purpose described in the preceding 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. However, as described in the accompanying schedule of findings and
guestioned costs, we identified certain deficiencies in internal control that we consider to be a material
weakness and significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the District’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiency described in the accompanying schedule of findings and
guestioned costs as 2018-001 to be a material weakness.

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. We consider the deficiencies described in the accompanying schedule of findings and
guestioned costs as 2018-002, and 2018-003 to be significant deficiencies.

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING
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Compliance and Other Matters

As 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 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 described no instance of noncompliance or other matters that is required to be
reported under Government Auditing Standards.

Mandaree Public School District No. 36’s Responses to Findings

The District's responses to the findings identified in our audit are described in the accompanying schedule
of findings and questioned costs. The District's responses were not subjected to the auditing procedures
applied in the audit of the financial statements and, accordingly, we express no opinion on them.

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 report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the District’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

PSK VS LLP

Davenport, lowa
December 19, 2018
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RSMUSLLP

Report on Compliance For the Major Federal Program and
Report on Internal Control Over Compliance
Required by the Uniform Guidance

Independent Auditor's Report

Members of the School Board
Mandaree Public School District No. 36

Report on Compliance for Each Major Federal Program

We have audited Mandaree Public School District No. 36’s (the District) compliance with the types of
compliance requirements described in the OMB Compliance Supplement that could have a direct and
material effect on the District's major federal program for the year ended June 30, 2018. The District's
major federal program is identified in the summary of auditor's results section of the accompanying
schedule of findings and questioned costs.

Management’s Responsibility
Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for the District’'s major federal program based
on our audit of the types of compliance requirements referred to above. We conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and Uniform Guidance require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the District's compliance
with those requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major federal
program. However, our audit does not provide a legal determination of the District’'s compliance.

Opinion on Each Major Federal Program

In our opinion, the District complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on its major federal program for the year
ended June 30, 2018.

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING

31

RSMUSLLPis the U.S. member firm of RSM International, a global network of independent audit, tax, and consulting firms. Visit rsmus.com/aboutus for more information regarding RSMUS LLP and
RSM International



Report on Internal Control over Compliance

Management of the District is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the District’s internal control over compliance with the types of
requirements that could have a direct and material effect on the major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for the major federal program and to test and report on internal control over compliance in
accordance with Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
District’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of federal program that is less severe than a material
weakness in internal control over compliance, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we considered to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our

testing of internal control over compliance and the results of that testing based on the requirements of
Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

BSK VS LLP

Davenport, lowa
December 19, 2018
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Mandaree Public School District No. 36

Schedule of Findings and Questioned Costs
Year Ended June 30, 2018

I.  Summary of the Auditor's Results

Financial Statements

Type of auditor's report issued: Unmodified

Internal control over financial reporting:

Material weakness(es) identified? Yes |:| No
Significant deficiency(ies) identified? Yes |:| None Reported
Noncompliance material to financial statements noted? |:| Yes No
Federal Awards
Internal control over major programs:
Material weakness(es) identified? D Yes No
Significant deficiency(ies) identified? |:| Yes None Reported

Type of auditor's report issued on compliance for major programs: Unmodified
Any audit findings disclosed that are required to be reported in accordance
with Section 2 CFR 200.516(a) of the Uniform Guidance. |:| Yes No

Identification of major programs:

CFDA Number Name of Federal Program or Cluster

15.042 Indian School Equalization Program
Dollar threshold used to distinguish between type A and type B programs: $750,000
Auditee qualified as low-risk auditee? D Yes No

(Continued)
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Mandaree Public School District No. 36

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2018

Il. Findings Related to the Financial Statement Audit as Required to be Reported in
Accordance with Generally Accepted Government Auditing Standards

A.

Material Weaknesses and Significant Deficiencies in Internal Control
2018-001

Finding: The District’s year-end financial reporting system was not reconciled to their
capital asset listing.

Criteria: The District’s closing process does not include the reconciliation of their capital
asset listing, which is not linked to general ledger software, to their financial information.

Condition: During the audit, we identified that the capital assets financial information
provided did not reconcile to the fixed asset listing provided by $277,199.

Context: Pervasive to the governmental activities financial statements.

Effect: Potential material misstatement of the governmental activities financial
statements.

Cause: Improper financial statement close and lack of reconciliation between
nonintegrated systems.

Recommendation: We recommend the District implement procedures to reconcile the
capital asset listing to the District’s fixed asset financial information throughout the year
and at year-end.

Management'’s response: Management agrees with the finding.

2018-002

Finding: The District’s present accounting and data processing systems allow individuals
to handle transactions from inception to completion.

Criteria: A system of internal control contemplates an adequate segregation of duties. An
adequate segregation of duties requires that no one individual shall handle a transaction
from inception to completion. The District has improper segregation of duties over the
expenditure/cash disbursement cycle and payroll cycle. In addition, the Business
Manager has administrator level access to the general ledger system.

Condition:

e The Business Manager and AP Clerk have the ability to create a purchase order,
order goods, enter cash disbursements, process checks, have access to the
signature stamp, mail checks, add new vendors and change vendor information and
prepare bank reconciliations.

e The Business Manger processes payroll, can change employee information, posts
entries to the general ledger, has access to the signature stamp, has the ability to cut
checks and make the direct deposit and completes the bank reconciliation.
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Mandaree Public School District No. 36

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2018

e Payroll for one individual was incorrectly calculated due to the incorrect pay rate
being used for six months before review identified and corrected it.

e The Business Manager has administrator level access to the general ledger system.
Context: Pervasive to cash disbursement and payroll transactions.

Effect: Transaction errors and misappropriation of assets could occur and not be
detected in a timely manner.

Cause: A limited number of personnel are available in the District office.

Recommendation: While the District has added the requirement of the Superintendent’s
receipt of the unopened bank statement, the Superintendent and Board President’s
review of the bank reconciliations, and approval of purchase orders by the
Superintendent, to further strengthen the controls, we recommend an individual
independent of the payroll and accounts payable process perform the bank
reconciliations. We also recommend the signature stamp be maintained by the individual
on the signature stamp or an individual independent of the payroll and accounts payable
process. An individual independent of the payroll and accounts payable processes
reviewing the changes to employee and vendor records would also strengthen controls.
Lastly, we recommend an independent review of the payroll register by an individual
without access to the payroll system. An individual other than the Business Manager
should have administrator access to the general ledger system.

Management'’s response: Management agrees with the finding.

2018-003

Finding: The District did not properly reconcile the bank statement reconciliations on a
timely basis throughout fiscal year June 30, 2018. This was corrected through the year-
end close process.

Condition: In 2017 the District did not reconcile the bank accounts and this lead to errors
that remain on reconciliations throughout 2018. The reconciliation error was corrected
after year-end through the close process.

Context: Operating bank account.

Effect: Not completing bank reconciliation timely in 2017 resulting in misstatements and
missed transactions and not being able to fully remedy the errors that persisted prior to

the end of 2018.

Cause: A limited number of personnel are available in the District office.

Recommendation: We recommend that management implement a secondary individual
with the proper training and knowledge to be able to perform reconciliation in the event of
a business manager departure.

Management’s response: Management agrees with the finding.
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Mandaree Public School District No. 36

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2018

B. Compliance Findings
None noted
Il Findings and Questioned Costs for Federal Awards
A. Internal Controls
None noted
B. Compliance Findings

None noted
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Membdarree Public School .

SCHOOL DISTRICT NO. 36 THE WARRIORS
PHONE (701) 759-3311 * Business Office: 759-3120
MANDAREE, NORTH DAKOTA 58757

Summary Schedule of Prior Audit Findings
For the year ended June 30, 2018

Material Weaknesses and Significant Deficiencies in Internal Control
2017-001

Finding: The District's year-end financial reporting system did not provide for certain year-end entries
related to receivables and revenue, capital assets and restricted fund balance.

Corrective Actions Taken: Corrected. The district now implements a more robust year-end accounting
process to accurately make year-end entries.

2017-002

Finding: The District's present accounting and data processing systems allow individuals to handle
transactions from inception to completion.

Corrective Actions Taken: Not Corrected, See corrective action plan

2017-003
Finding: The District did not prepare bank reconciliations on a timely basis during the fiscal year.

Corrective Actions Taken: Not corrected throughout fiscal year 2018, corrected during the year-end
closing process. See corrective action plan.

Compliance Findings
2017-004

Finding: The District used restricted activity fund monies to pay operational expenses that did not qualify
for the restricted use.

Corrective Actions Taken: Corrected

Findings and Questioned Costs for Federal Awards
Internal Controls
2017-005

Finding: The District does not have a system in place to ensure the quarterly financial expenditure reports
are filed on a timely basis according to grant requirements.

Corrective Actions Taken: Corrected. An effective system is being operated by the district in other to
ensure that quarterly reports are filed on a timely basis.
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Mendearee Public School ot o

SCHOOL DISTRICT NO. 36 THE WARRIORS
PHONE (701) 759-3311 * Business Office: 759-3120
MANDAREE, NORTH DAKOTA 58757

Compliance Findings
2017-006
Finding: The quarterly SF-425 reports were not filed on a timely basis. See finding at 2017-005.

Corrective Actions Taken: Corrected. All reports are filed timely

2017-007
Finding: Grant funds were not placed in a fully collateralized bank account.

Corrective Actions Taken: Corrected. All funds received by the school district are placed in an account
that is full collateralized at all times.
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