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CPAs & BUSINESS ADVISORS

Independent Auditor’s Report

To the Industrial Commission
State of North Dakota
Bismarck, North Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of North Dakota
Public Finance Authority, an agency of the State of North Dakota, as of and for the years ended
December 31, 2018 and 2017, and the related notes to the financial statements, which collectively
comprise the North Dakota Public Finance Authority’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the North Dakota Public Finance Authority,
as of December 31, 2018 and 2017, and the respective changes in financial position, where applicable,
cash flows thereof for the years then ended, and the statement of appropriations, in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matter

Reporting Entity

As discussed in Note 1, the financial statements of the North Dakota Public Finance Authority are
intended to present the financial position, changes in financial position, and cash flows of only the portion
of the State of North Dakota that is attributable to the North Dakota Public Finance Authority. They do
not purport to, and do not, present fairly the financial position of the State of North Dakota, as of
December 31, 2018 and 2017, the changes in its financial position, or, where applicable, its cash flows for
the years then ended in accordance with accounting principles generally accepted in the United States of
America. Our opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, schedule of employer’s share of net pension liability, and schedule of employer
contribution information on pages 4 through 7 and 33 through 34 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted
of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements,
and other knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the North Dakota Public Finance Authority’s financial statements. The combining
financial statements are presented for purposes of additional analysis and are not a required part of the
financial statements. The schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards, and is also
not a required part of the financial statements.



The combining financial statements and the schedule of expenditures of federal awards are the
responsibility of management and were derived from and relate 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 combining financial statements and the schedule of
expenditures of federal awards are fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated March 27, 2019
on our consideration of the North Dakota Public Finance Authority’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, 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 North Dakota Public Finance Authority’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 North Dakota Public Finance Authority’s internal
control over financial reporting and compliance.

gifogfm@ L7

Bismarck, North Dakota
March 27, 2019



MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2018 AND 2017
(In Thousands)

The discussion and analysis of the financial performance of the North Dakota Public Finance Authority (PFA) that
follows is meant to provide additional insight into the PFA’s activities for the years ended December 31, 2018,
2017 and 2016. Please read it in conjunction with the PFA’s financial statements and footnotes, which are presented
within this report.

FINANCIAL HIGHLIGHTS:

Municipal securities (loans outstanding) increased 8.3% from $765,011 in 2017 to $828,462 in 2018; they
increased 7.8% from $709,928 in 2016 to $765,011 in 2017. State Revolving Fund (SRF) loans are funded with
grant revenues and bond proceeds, which are invested until loans are funded. There were $114,293 of SRF loans
funded in 2018, $105,584 of SRF loans funded in 2017 and $81,006 in 2016. The variances are due to the demand
fluctuations created by the number of projects outstanding. PFA anticipates loan demand will continue to remain
strong as these projects are constructed over the next one to two years. Investments increased by 45% to $157,538
in 2018 due to bond proceeds and decreased by 42% in 2017 to 108,698 and by 11% in 2016 due to loans being
funded.

There were rebate payments of $22 made to the Internal Revenue Service in 2018 and payments of $8 made in
2017. As of year-end, $3 of the rebate liability is considered current.

On September 26, 2018, Standard and Poor’s upgraded both the Capital Financing Program “CFP” and Industrial
Development Bond Program “IDBP” from A+ to AA-. In February 2016, Standard and Poor’s downgraded both
the Capital Financing Program “CFP” and Industrial Development Bond Program “IDBP” from AA to A+. The
PFA issued CFP Bonds of $1,360 in 2018 and there were no CFP bonds issued in 2017 and 2016. The State
Revolving Fund Loan Program (rated Aaa by Moody’s and AAA by S&P) issues bonds to provide the required
match to receive capitalization grants from the EPA. The PFA issued SRF bonds of $128,625 in 2018, no SRF
bonds were issued in 2017 and $16,405 of SRF bonds in 2016.

State Revolving Fund expenses were $4,473 for 2018, $4,427 for 2017 and $5,690 for 2016. This is largely due
to capitalization grants being required to provide principal forgiveness, which is presented as an expense on the
statement of revenues, expenses and changes in fund net position.

Total assets increased $149,146 to $1,072,789 in 2018 and decreased $6,141 to $923,643 in 2017. The balance
sheet indicates that the PFA continues to have adequate resources to provide for bond repayments. Change in
net position of the PFA resulted in an increase of $21,235 in 2018 and $19,423 in 2017 providing the PFA with
an overall strong financial position. Grant proceeds account for a significant portion of net position. Federal law
provides that grants may only be expended for SRF program purposes. Net position is also restricted for debt
service of bond issues or for the purchase of municipal securities. As of December 31, 2018, and 2017, the PFA
had $269,344 and $107,256, respectively, of commitments to extend credit.



MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
DECEMBER 31, 2018 AND 2017
(In Thousands)

REQUIRED FINANCIAL STATEMENTS:

The discussion and analysis are intended to serve as an introduction to the PFA’s financial statements. The
financial statements of the PFA provide accounting information similar to that of many other business entities.
The Statements of Net Position summarize the assets, deferred outflows of resources, liabilities, and deferred
inflows of resources, with the difference reported as net position. It also serves as the basis for analysis of the
soundness and liquidity of the PFA. The Statements of Revenues, Expenses and Changes in Net Position
summarize the PFA’s operating performance for the two years. The Statements of Cash Flows summarizes
the flow of cash through the PFA as it conducts its business.

CONDENSED STATEMENT OF NET POSITION

DECEMBER 31,
2018 vs. 2017 2017 vs. 2016
Dollar Percentage Dollar Percentage
2018 2017 2016 Variance Variance Variance Variance
ASSETS
CURRENT ASSETS - RESTRICTED $ 189,498  $117,356  $150,657 § 72,142 61%  $(33,301) -22.10%
NONCURRENT ASSETS - RESTRICTED 883,291 806,287 719,127 77,004 10% 27,160 3.49%
TOTAL ASSETS $ 1,072,789  $923,643  $929,784 $149,146 16.15% § (6,141) -0.66%
DEFERRED OUTFLOWS OF RESOURCES $ 3915 § 4627 § 5251 $ (712 -1539% §  (624) -11.88%
LIABILITIES
CURRENT LIABILITIES $ 31,878  $ 25980  $ 27,510 § 5,898 22.70% $ (1,530) -5.56%
NONCURRENT LIABILITIES 523,219 401,924 426,578 121,295 30.18% (24,654) -5.78%
TOTAL LIABILITIES 555,097 427,904 454,088 127,193 29.72% (26,184) -5.77%
DEFERRED INFLOWS OF RESOURCES $ 21§ 15 3 19 8 6 40.00% $ (4) -21.05%
NET POSITION
UNRESTRICTED $ 1,919 § 1,997 § 2,109 $ (78) 391%  $8 0 (112) -5.31%
RESTRICTED FOR DEBT SERVICE 98,810 92,102 141,000 6,708 7.28% (48,898) -34.68%
RESTRICTED FOR LOAN PURPOSES 420,857 406,252 337,819 14,605 3.60% 68,433 20.26%
TOTAL NET POSITION $ 521,586 §$500,351 $480,928 § 21,235 4.24% § 19,423 4.04%

Cash and Investments

Certain PFA cash and investments, which are included in the restricted current and non-current assets, are
restricted for the debt service of bond issues or for the purchase of municipal securities. Additional discussion
of these investments can be found at Note 2 to the financial statements.

Municipal Securities

Obligations of North Dakota political subdivisions are classified separately on the balance sheet as “municipal
securities” and included in the restricted current and non-current assets of the condensed Balance Sheet. These
investment securities are primarily city and water district obligations and are pledged to the various bond issues.
No future losses for market value declines are anticipated and an allowance has not been provided. Note 3 to the
financial statements contain further information regarding municipal securities.



MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
DECEMBER 31, 2018 AND 2017
(In Thousands)

Bonds Payable

In order to provide local political subdivisions with funds to finance projects, the PFA has issued bonds to facilitate
the purchase of the political subdivision’s municipal securities. The bonds payable are included in the restricted
current and non-current liabilities of the preceding statement. The bonds are direct obligations of the PFA and are
secured by municipal securities purchased under the applicable resolutions, interest earnings and certain accounts
established pursuant to the applicable bond resolutions. Further details are contained in Note 4 to the financial
statements.

Rebate Due to IRS

Under Internal Revenue Service Code Sections 103 and 148, earnings from non-purpose investments in excess
of bond interest expense must be remitted as a rebate, once every five years, to the U.S. Treasury. This liability
is included in the current and non-current liabilities. Note 7 to the financial statements contains additional
information.

CONDENSED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31,

2018 vs. 2017 2017 vs. 2016
Dollar Percentage Dollar Percentage
2018 2017 2016 Variance Variance Variance Variance

OPERATING REVENUES
Investment income $ 20,190 $ 19,591 $ 19,058 $ 599 3.06% $ 533 2.80%
Grant and set-asides 1,063 555 879 508 91.53% (324) -36.86%
Administrative fees and other 3,265 2,957 2,735 308 10.42% 222 8.12%
24,518 23,103 22,672 1,415 6.12% 431 1.90%

NONOPERATING REVENUE

Grant and set-asides 16,622 13,650 14,165 2,972 21.77% (515) -3.64%
Investment income 5,734 4,714 4,819 1,020 21.64% (105) -2.18%
22,356 18,364 18,984 3,992 21.74% (620) -3.27%
TOTAL REVENUE 46,874 41,467 41,656 5,407 13.04% (189) -0.45%

OPERATING EXPENSES
Interest expense 20,121 17,316 18,546 2,805 16.20% (1,230) -6.63%
State Revolving Fund expenses 4,473 4,427 5,690 46 1.04% (1,263) -22.20%
Rebate (Benefit) due to IRS 12 (1) 3 13 -1300.00% 4) -133.33%
Amortization of bond issue costs 722 - 196 722 100.00% (196) 100.00%
Other 311 302 282 9 2.98% 20 7.09%
25,639 22,044 24,717 3,595 16.31% (2,673) -10.81%
EXTRAORDINARY ITEM - - - - 100.00% - 100.00%
CHANGE IN NET POSITION 21,235 19,423 16,939 1,812 9.33% 2,484 14.66%
TOTAL NET POSITION, BEGINNING OF YEAR 500,351 480,928 463,989 19,423 4.04% 16,939 3.65%
TOTAL NET POSITION, END OF YEAR $ 521,586 $500,351 $480,928 $ 21,235 4.24% § 19,423 4.04%

Note 1 to the financial statements contains discussion of several of the various operating revenue and expense
items pertaining to PFA operations.



MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
DECEMBER 31, 2018 AND 2017
(In Thousands)

Grant and set-asides

Under an agreement with the North Dakota Department of Health, the PFA assists in administering the State
Revolving Loan Fund. The grant proceeds are classified as non-operating revenue in the Statement of Revenues,
Expenditures and Changes in Net Position.

The purpose of the Loan Fund is to provide low cost financing to local political subdivisions to finance
wastewater disposal system projects and drinking water projects. The federal Environmental Protection Agency
(EPA) provides capitalization grants. Capitalization grants require that the state provide 20% match which is
funded through bonds issued by the PFA.

Economic Factors and Budgetary Information

Note 1 to the financial statements discusses the PFA’s economic dependence on North Dakota political
subdivision municipal securities obligations.

As discussed in financial statement Note 1, the PFA, an agency of the Industrial Commission, operates through
a biennial appropriation provided by the State Legislature. The PFA prepares a biennial budget as a part of the
Industrial Commission’s budget, which is included in the Governor's budget that is presented to the General
Assembly at the beginning of each legislative session. The PFA has a continuous appropriation of income from
operations. Changes to the appropriation not falling under the continuing appropriation are subject to approval
by the State Emergency Commission.

Contacting the North Dakota Public Finance Authority’s financial management:

The information in this report is intended to provide the reader with an overview of the PFA’s operations along
with the PFA’s accountability for those operations. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed to the North Dakota Public Finance
Authority, PO Box 5509, Bismarck, ND 58506-5509.



NORTH DAKOTA PUBLIC FINANCE AUTHORITY

STATEMENTS OF NET POSITION
DECEMBER 31, 2018 AND 2017

(In Thousands)
2018 2017
ASSETS
CURRENT ASSETS
Restricted
Cash and cash equivalents $ 80,856 $ 44,553
Interest receivable 5,933 5,381
Investments 64,739 34,391
Municipal securities 37,970 33,031
Total restricted current assets 189,498 117,356
Total current assets 189,498 117,356
NONCURRENT ASSETS - RESTRICTED
Investments 92,799 74,307
Municipal securities 790,492 731,980
Total restricted noncurrent assets 883,291 806,287
Total assets $ 1,072,789 $ 923,643
DEFERRED OUTFLOWS OF RESOURCES

Deferred loss on bond refunding $ 3,802 $ 4,502
Derived from pension 113 125
Total deferred outflows of resources p 3,915 > 4,627

LIABILITIES

CURRENT LIABILITIES
Accounts payable $ 113 $ 26
Rebate due to IRS 3 13
Bonds payable 26,960 22,555
Interest payable 4,802 3,386
Total current liabilities 31,878 25,980
NONCURRENT LIABILITIES
Bonds payable 522,940 401,658
Net pension liability 279 266
Total noncurrent liabilities 523,219 401,924
Total liabilities $ 555,097 $ 427,904
DEFERRED INFLOWS OF RESOURCES
Derived from pension $ 21 $ 15
Total deferred inflows of resources p 21 h 15
NET POSITION

Unrestricted $ 1,919 $ 1,997
Restricted for debt service 98,810 92,102
Restricted for loan purposes 420,857 406,252
Total net position k) 521,586 b 500,351

See Notes to Financial Statements




NORTH DAKOTA PUBLIC FINANCE AUTHORITY
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2018 AND 2017

(In Thousands)

2018 2017
OPERATING REVENUES
Investment income $ 20,190 $ 19,591
Grant and set-asides 1,063 555
Administrative fees and other 3,265 2,957
24,518 23,103
OPERATING EXPENSES
Interest expense 20,121 17,316
State Revolving Fund loan forgiveness 2,162 2,041
State Revolving Fund administration 2,099 2,188
State Revolving Fund set-asides 212 198
Rebate (Benefit) due to IRS 12 @))
Salaries and benefits 266 247
Bond issue costs 722 -
Operating 43 53
Paying agent fees 2 2
25,639 22,044
OPERATING LOSS 1,121 1,059
NONOPERATING REVENUE
Grant and set-asides 16,622 13,650
Investment income 5,734 4,714
22,356 18,364
CHANGE IN NET POSITION 21,235 19,423
TOTAL NET POSITION, BEGINNING OF YEAR 500,351 480,928
TOTAL NET POSITION, END OF YEAR S 521,586 $ 500,351

See Notes to Financial Statements 9



NORTH DAKOTA PUBLIC FINANCE AUTHORITY
STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2018 AND 2017

(In Thousands)
2018 2017

OPERATING ACTIVITIES

Receipts of administrative fees from customers $ 3,265 $ 2,957

Grant and set-asides 1,063 555

Payments to service providers (2,959) (2,413)

Payments to employees (266) (247)

Payment of rebate to IRS (23) (1)
NET CASH FROM OPERATING ACTIVITIES 1,080 851
NONCAPITAL FINANCING ACTIVITIES

Grant and set-asides 16,622 13,650

Interest paid on bonds payable (20,197) (19,002)

Proceeds from bond premiums 22,114 -

Proceeds from issuance of bonds payable 129,985 -

Principal payments on bonds payable (24,220) (23,906)
NET CASH FROM (USED FOR) NONCAPITAL FINANCING

ACTIVITIES 124,304 (29,258)
INVESTING ACTIVITIES

Interest received on investments and municipal securities 25,372 24,318

Proceeds from maturities and sales of investments 100,170 153,253

Purchases of investments (149,010) (73,504)

Proceeds from maturities of municipal securities 50,875 49,022

Purchases of municipal securities (116,488) (106,144)
NET CASH FROM (USED FOR) INVESTING ACTIVITIES (89,081) 46,945
NET CHANGE IN CASH AND CASH EQUIVALENTS 36,303 18,538
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 44,553 26,015
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 80,856 $ 44,553

See Notes to Financial Statements
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STATEMENTS OF CASH FLOWS — CONTINUED
YEARS ENDED DECEMBER 31, 2018 AND 2017
(In Thousands)

RECONCILIATION OF OPERATING LOSS TO
TO NET CASH FROM OPERATING ACTIVITIES
Operating loss
Adjustments to reconcile operating loss
to net cash from operating activities:
Bond financing costs
Net amortization (accretion) of premium
(discount) on bonds payable
Reclassification of investment income and expense
to other activities
Changes in assets and liabilities:
Accounts payable
Rebate due IRS

NET CASH FROM OPERATING ACTIVITIES

See Notes to Financial Statements




NORTH DAKOTA PUBLIC FINANCE AUTHORITY
STATEMENT OF APPROPRIATIONS

EIGHTEEN MONTHS ENDED DECEMBER 31, 2018

(In Thousands)

Note: Only appropriations of specific amounts are included in this statement. A reconciliation to the operating expenses on the December 31, 2018 and
2017 statement of revenues and expenses follows:

7-1-17 1-1-18 Unexpended
2017-2019 12-31-17 12-31-18 Appropriations

Appropriations Expenditures Expenditures at 12-31-18

Salaries and wages $ 588 § 104 § 234§ 250
Operating expenses 204 23 43§ 138

Total administrative

expenses 792 127 277 388
Total expenses $ 792 $ 127  § 277  § 388

The Public Finance Authority also incurs noninterest expenditures which are not part of the biennial appropriation process. Examples of these expenditures
include expenses associated with the issuance and repayment of bonds issued to fund qualified projects. These expenditures are authorized by the Industrial
Commission and come under the continuing appropriation authority as provided by Article 10, Section 12 of the North Dakota Constitution.

2018 2017

Total appropriation expenditures for year
ended December 31 $ 277§ 273
GASB 68 Adjustment 32 25
Interest expense 20,121 17,316
State Revolving Fund administrative fees 4,473 4,427
Rebate due to IRS 12 1
Bond issue costs 722 -
Paying agent fees 2 2
Total operating expenses $ 25,639 § 22,044

See Notes to Financial Statements 12



NORTH DAKOTA PUBLIC FINANCE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2018 AND 2017

(In Thousands)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

The North Dakota Public Finance Authority (PFA) was established July 1, 1975, by the North Dakota
Legislature, as provided in Chapter 6-09.4 of the North Dakota Century Code, as a separate agency of the State
of North Dakota. The purpose of the PFA is to make funds available for borrowing by North Dakota political
subdivisions through the issuance of its bonds and the purchase of municipal securities of the political
subdivisions. The PFA has been granted all powers required in order to accomplish this purpose and is under the
control and management of the North Dakota Industrial Commission.

Reporting Entity

In accordance with Governmental Accounting Standards Board (GASB) Statement No. 61, The Financial
Reporting Entity, the PFA should include all component units over which the PFA exercises such aspects as (1)
appointing a voting majority of an organization’s governing body and (2) has the ability to impose its will on
that organization, or (3) the potential for the organization to provide specific financial benefits to, or impose
specific financial burdens on the PFA. Reporting units are further defined as a legally separate, tax exempt
affiliated organization that meet all of the following criteria:

e The economic resources of the organization entirely or almost entirely directly benefit the PFA or its
constituents, and

e The PFA or its component units are entitled to or can otherwise access, a majority of the economic
resources of the organization, and

e The economic resources that the PFA is entitled to, or can otherwise access, are significant to the PFA.

Based on the criteria of GASB Statement No. 61, no organizations were determined to be part of the reporting
entity. The PFA is included as a discretely presented component unit within the State of North Dakota’s reporting
entity.

Budgetary Process

The PFA operates through a biennial appropriation provided by the State Legislature. The PFA prepares a
biennial budget which is included in the Governor's budget that is presented to the General Assembly at the
beginning of each legislative session. The General Assembly enacts the budgets of the various state departments
through passage of specific appropriation bills. The Governor has line item veto powers over all legislation
subject to legislative override. Once passed and signed, the appropriation becomes the PFA's financial plan for
the next two years. The PFA has a continuous appropriation of income from operations. Changes to the
appropriation not falling under the continuing appropriation are subject to approval by the State Emergency
Commission.

The Statement of Appropriations has been prepared using the accrual basis of accounting and includes only those
expenses for which an appropriation has been established.

13



NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

Basis of Accounting and Measurement Focus
The PFA is presented in the accompanying financial statements as a proprietary fund type - an enterprise fund.

An enterprise fund is used to account for operations that are financed and operated in a manner similar to private
business enterprises, where the intent is that costs of providing goods or services to the general public or other
funds on a continuing basis be financed or recovered primarily through user charges. The PFA recovers its costs
through administrative charges to municipalities and earnings on administrative funds. The Program revenues
include 1) Income from receivables and 2) Administrative fees. The Non Program revenues include 1)
Investment income and 2) Income from grants and set-asides.

As a proprietary fund type, the PFA accounts for its transactions using the accrual basis of accounting. Revenues
are recognized when they are earned, and expenses are recognized when they are incurred.

The accompanying financial statements of the North Dakota Public Finance Authority follow the
pronouncements of the Governmental Accounting Standards Board (GASB), which is the nationally accepted
standard-setting body for establishing generally accepted accounting principles for governmental entities. In
accordance with Governmental Accounting Standards Board Statement No. 62, the PFA follows all applicable
GASB Pronouncements as well as following accounting principles generally accepted in the United States of
America.

When both restricted and unrestricted resources are available for use, it is the PFA’s policy to use restricted
resources first, and then unrestricted resources as they are needed.

Use of Estimates

In preparing financial statements in conformity with generally accepted accounting principles, management is
required to make estimates and assumptions that affect reported amounts of assets and liabilities at the date of
the balance sheet and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from these estimates.

Concentration of Credit Risk

Municipal securities primarily consist of obligations of cities, school districts and water organizations. The PFA
performs credit evaluations and, in some instances, municipal securities are collateralized by property and leases.
Generally, the PFA maintains a security interest until related receivables are collected. Municipal securities are
due under terms corresponding with applicable bonds. All customers are located in the state of North Dakota.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the North
Dakota Public Employees Retirement System (NDPERS) and additions to/deductions from NDPERS’ fiduciary
net position have been determined on the same basis as they are reported by NDPERS. For this purpose, benefit
payments (including refunds of employee contributions) are recognized when due and payable in accordance
with the benefit terms. Investments are reported at fair value.

Cash and Cash Equivalents
The PFA considers all highly liquid investments purchased with an original maturity of three months or less to

be cash equivalents. The PFA follows the bond indenture documentation on satisfying requirements for
unrestricted and restricted cash and cash equivalents.

14



NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

Investments

Investments are reported at fair value. All investment income, including changes in the fair value of investments,
is recognized in the statement of revenues, expenses, and changes in net position. A portion of the PFA’s
investments consists of nonparticipating contracts. These instruments are reported at cost. The PFA follows the
bond indenture documentation on satisfying requirements for unrestricted and restricted investments.

Funds held by trustees or the PFA under bond resolutions are to be invested to the fullest extent possible in
investment obligations selected by the PFA. The maturity date or the date on which such investment obligations
may be redeemed shall coincide as nearly as practicable with the date or dates on which moneys in the funds or
accounts for which the investments were made will be required. The restricted bond accounts have their moneys
invested in various debt securities such as U.S. Treasury securities, certificates of deposit, investment contracts,
agency notes and commercial paper.

Equipment and Furnishings

Equipment and furnishings are stated at cost, net of accumulated depreciation. Equipment and furnishings with
a cost of $5,000 or more per unit are capitalized and reported in the accompanying financial statements.
Depreciation is computed using the straight-line method over the estimated useful lives of the assets. There is
no equipment or furnishings recorded for the years ended December 31, 2018 and 2017.

Expenditures for major additions and improvements that extend the useful lives of equipment and furnishings
are capitalized. Routine expenditures for repairs and maintenance are charged to expenses when incurred.

Accumulated Unpaid Vacation and Sick Pay

Annual leave and sick leave are a part of permanent employees' compensation as set forth in Section 54-06-14
of the North Dakota Century Code. Annual leave is earned based on tenure of employment, within a range of a
minimum of one working day per month of employment, to a maximum of two working days per month of
employment, to be fixed by rules and regulations adopted by the employing unit. In general, accrued annual
leave cannot exceed 30 days at each year-end, as set by the Agency. Employees are paid for unused annual leave
upon termination or retirement.

Sick leave is earned based on tenure at the rate of one working day per month of employment. There are no
limitations on the amount of sick leave that an employee can accumulate. Employees who have ten continuous
years of service are paid one-tenth of their accumulated sick leave upon leaving service under chapter 54-52 of
the North Dakota Century Code.

Vacation and sick leave are immaterial as of December 31, 2018 and 2017 and are not accrued.
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NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

Restricted Net Position

The PFA administers the SRF federal grant programs for the North Dakota Department of Health. Grant proceeds
account for a significant portion of net position. Federal law provides that the grants may only be expended for
SRF program purposes. Net position is also restricted for debt service of bond issues or for the purchase of
municipal securities. The PFA follows the CFP and SRF bond indentures for the repayment of restricted net
position.

Operating and Non-operating Revenues

Operating revenues consist of sales of goods and services, quasi-external operating transactions with other funds,
grant revenue for specific activities that are considered to be operating activities of the grantor, receipts from
other agencies for reimbursement of operating transactions and other miscellaneous revenue. Grants that would
qualify as an operating activity are those that do not subsidize an existing program, rather they finance a program
the agency would not otherwise undertake.

All other revenues that do not meet the above criteria are classified as non-operating.

Administrative Fee Revenue

All loans originated by the PFA are charged an administration fee. These fees are used to cover the costs incurred
in the administration of the loan programs. Income is recorded when the fees are received.

Grant and Set-Asides Revenue

The SRF Program grants, received from the United States Environmental Protection Agency, are to be used to
make below-market interest rate loans to political subdivisions for the purpose of financing authorized projects.
In addition, the Drinking Water SRF Program is allowed to “set-aside” a percentage of each grant award, which
is expended for administration, technical assistance and source water assessment programs.

State Revolving Fund Administration Expense

State Revolving Fund administration expenses are incurred by the PFA and North Dakota Department of Health
in administration of the State Revolving Loan Programs.

State Revolving Fund Set-Asides Expenses

The Drinking Water SRF Program is allowed to “set-aside” a percentage of each grant award, which is expended
for administration, technical assistance and source water assessment programs.

Rebate Due to IRS
Under Internal Revenue Service Code Sections 103 and 148, earnings from nonpurpose investments in excess

of bond interest expense must be remitted as rebate, once every five years, to the U.S. Treasury. Rebate is
calculated biannually and the liability is accordingly adjusted.
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NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

NOTE 2 - DEPOSITS AND INVESTMENTS
DEPOSITS

The North Dakota Public Finance Authority is required to maintain its deposits at the Bank of North Dakota. As
of December 31, the PFA had the following deposits (amounts in the thousands):

Bank Bank
Balance Balance
2018 2017
Cash and cash equivalents $ 80,856 $ 44,553

Custodial and Concentration Credit Risk

For a deposit, the custodial credit risk that, in the event of the failure of a depository financial institution, the
PFA will not be able to recover collateral securities that are in the possession of an outside party. The PFA’s
deposits are uncollateralized. All of the deposits are with the Bank of North Dakota.

INVESTMENTS

NDCC 6-09.4-7 authorizes the PFA to invest any funds in the same manner as permitted for investment of funds
belonging to the state or the Bank of North Dakota. The PFA does have a formal investment policy. Also, the
General Bond Resolution and Master Trust Indenture specify the permitted investments. The PFA follows those
stipulations when investing funds.

Funds held by trustees or the PFA under bond resolutions are to be invested to the fullest extent possible in
investment obligations selected by the PFA. The maturity date or the date on which such investment obligations
may be redeemed shall coincide as nearly as practicable with the date or dates on which moneys in the funds or
accounts for which the investments were made will be required. The restricted bond accounts may have their
moneys invested in various debt securities such as U.S. Treasury securities, commercial paper, guaranteed
investment contracts, agency notes and certificates of deposit. There is no limit on the amount the PFA may
invest in any one issuer.

Investment Valuation

The PFA categorizes the fair value measurements of its investments based on the hierarchy established by
generally accepted accounting principles. The fair value hierarchy, which has three levels, is based on the
valuation inputs used to measure an asset’s fair value: Level 1 inputs are quoted prices in active markets for
identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are significant
unobservable inputs. The PFA does not have any investments that are measured using Level 3 inputs.
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NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

The following tables summarize investment by investment type and input level (amounts are in thousands):

Fair Value Measurements Using

Level 1 Level 2 Level 3
Investments 12/31/2018 Inputs Inputs Inputs

Debt Securities
US Treasury notes 35,662 35,662 - -
Certificates of deposit 11,092 - 11,092 -
Corporate Note 24,829 - 24,829 -
Federal agency notes 10,604 10,604 - -
Commercial paper 16,294 - 16,294 -
Total debt securities 98,481 46,266 52,215 -

Total Investments at fair value

Investments measured at contract value:

Guaranteed Investment Contracts:

$ 98,481 $ 46,266 $ 52,215 $ -

Bank of ND 25,224
Natixis Funding Corp. 31,029
Total Guaranteed Investment Contracts 56,253
Investments measured at cost:
Certificate of deposit - Bank of ND 2,804
Total investments $ 157,538
Fair Value Measurements Using
Level 1 Level 2 Level 3
Investments 12/31/2017 Inputs Inputs Inputs
Debt Securities
US Treasury notes 35,909 35,909 - -
Federal agency notes 6,712 6,712 - -
Commercial paper 3,328 - 3,328 -
Total equity securities 45,949 42,621 3,328 -

Total Investments at fair value

Investments measured at contract value:

Guaranteed Investment Contracts:

Bank of ND

Natixis Funding Corp.

Total Guaranteed Investment Contracts
Investments measured at cost:
Certificate of deposit - Bank of ND

Total investments

$ 45,949 § 42,621 $ 3328 $ -

29,353
28,740

58,093

4,656
$ 108,698
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NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt securities will adversely affect the fair values of
an investment. The price of a debt security typically moves in the opposite direction of the change in interest
rates. The PFA does not have a formal investment policy that limits investment maturities as a means of
managing its exposure to potential fair value losses arising from future changes.

As of December 31, 2018, the following table summarizes investment by investment type and maturity (amounts

are in thousands):

More
Total Fair Less Than 1-6 6-10 Than 10
Investment Type Value 1 Year Years Years Years
US Treasuries $ 35,662 $ 15,107 $20,555 $ - $ -
Certificates of Deposit 11,092 11,092 - - -
Corporate Note 24,829 16,284 8,545 - -
Agency Notes 10,604 3,759 6,845 - -
Commercial Paper 16,294 16,294 - - -
$ 98,481 $ 62,536 $35,945 $ - $ -
Investments not subject to categorization:
Guaranteed Investment Contracts:
Natixis Funding Corp. 31,029
Bank of ND 25224
Total Guaranteed Investment Contracts 56,253
Certificates of deposit - Bank of ND 2,804
Total investments $157,538
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NOTES TO THE FINANCIAL STATEMENTS - CONTINUED

As of December 31, 2017, the following table summarizes investment by investment type and maturity

(amounts are in thousands):

More
Total Fair  Less Than 1-6 6-10 Than 10
Investment Type Value 1 Year Years Years Years
US Treasuries $ 35,909 $ 27,809 $ 8,100 $ - $ -
Agency Notes 6,712 1,188 5,524 - -
Commercial Paper 3,328 3,328 - - -
$ 45