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Independent Auditor’s Report

Governor of North Dakota
The Legislative Assembly

Office of the State Auditor
Bismarck, North Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Office of the State Auditor, as of and for the years
ended June 30, 2015 and 2014, and the related notes to the financial statements, which collectively
comprise the Office of the State Auditor’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 opinions 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.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Office of the State Auditor as of June 30, 2015 and 2014, and the respective
changes in financial position for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1, the financial statements of the Office of the State Auditor are intended to present
the financial position and the changes in financial position of only that portion of the governmental
activities, each major fund, and the aggregate remaining fund information of the State of North Dakota
that is attributable to the transactions of the Office of the State Auditor. They do not purport to, and do
not, present fairly the financial position of the State of North Dakota as of June 30, 2015 and 2014, and
the changes in its financial position for the years then ended in conformity with accounting principles
generally accepted in the United States of America. Our opinions are not modified with respect to this
matter.

Change in Accounting Principle

As discussed in Notes 1 and 6 to the financial statements, the Office of the State Auditor has adopted the
provisions of GASB Statement No. 68, Accounting and Financial Reporting for Pensions and GASB
Statement No. 71 Pension Transition for Contributions Made Subsequent to the Measurement Date,
which has resulted in a restatement of the net position as of July 1, 2014. In accordance with GASB
Statement No. 68, the 2014 financial statements have not been restated to reflect this change. Our
opinions are 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, Budgetary Comparison Schedule, Schedule of Employer’s Share of Net Pension
Liability, and Schedule of Employer Contributions as listed in the table of contents 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 opinions on the financial statements that collectively
comprise the Office of the State Auditor’s financial statements. The schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by U.S. Office of Management and
Budget Circular 4-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a
required part of the financial statements.



The Schedule of Expenditures of Federal Awards is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the 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 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 Schedule
of Expenditures of Federal Awards is fairly stated, in all material respects, in relation to the basic
financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 25,
2015 on our consideration of the Office of the State Auditor’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 to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Office of the State
Auditor’s internal control over financial reporting and compliance.

é‘c/ﬁ«zg Les

Bismarck, North Dakota
November 25, 2015



MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the Office of the State Auditor’s (Office) financial report presents a discussion
and analysis of the Office’s financial performance, providing an overview of the activities for the
biennium ended June 30, 2015. Please read it with the Office's financial statements, which
follow this section.

FINANCIAL HIGHLIGHTS

Agency-wide:

The liabilities and deferred inflows of resources of the Office exceeded its assets and deferred
outflows of resources (reported as net position) at June 30, 2015 and 2014 by $2,674,614 and
$258,736, respectively. The June 30, 2015 net position decreased $2,415,878 from the
previous fiscal year-end and the June 30, 2014 net position decreased $63,010 from the
previous fiscal year-end. The Office’s long-term liabilities increased significantly and
unrestricted net position decreased significantly at June 30, 2015 due to the implementation of
GASB 68 during fiscal year 2015. This change in financial reporting is described in Note 6 to
the financial statements.

Fund Level:

At the close of fiscal years 2015 and 2014, the Office’s governmental funds reported combined
ending fund balances of $178,951 and $184,220, respectively. The June 30, 2015 fund balance
decreased $5,269 over the previous fiscal year-end and the June 30, 2014 fund balance
decreased $21,189 over the previous fiscal year-end.

Long-term Debt:

The Office’s long-term debt (compensated absences and capital lease payable due in more
than one year, and net pension liability) at June 30,2015 and 2014 was $2,832,105 and
$426,778, respectively. The June 30, 2015 balance increased $2,405,327 over the previous
fiscal year-end (mainly due to the implementation of GASB 68) and the June 30, 2014 balance
increased $39,647 over the previous fiscal year-end.

More detailed information regarding these activities and funds is included in the notes to the
financial statements.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is an introduction to the Office’s basic financial statements, which
consists of three components: 1) agency-wide financial statements; 2) fund financial statements;
and 3) notes to the financial statements. This report also contains other supplementary

information in addition to the basic financial statements.

Agency-wide Statements

The agency-wide financial statements provide a broad view of the Office’s operations in a
manner similar to a private-sector business. The statements provide both short-term and
long-term information about the Office’s financial position, which assists in assessing the
Office’s economic condition at the end of each fiscal year. These statements include all assets
and liabilities using the accrual basis of accounting. The current year’s revenues and expenses
are taken into account regardiess of when cash is received or paid.



The Statement of Net Position presents all of the Office’s (a) assets and deferred outflows of
resources and (b) liabilities and deferred inflows of resources, with the difference between the
two reported as “net position.” Over time, increases and decreases in net position are an
indicator of whether the Office’s financial position is improving or deteriorating.

The Statement of Activities presents information showing how the Office’s net position changed
during the most recent fiscal year. All changes in net position are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows.
Therefore, revenues and expenses are reported in these statements for some items that will
only result in cash flows in future fiscal periods (e.g. earned but unused vacation leave).

Both statements report governmental activities. The activities in this section are primarily
supported by general fund appropriations, charges for services, and intergovernmental revenue.

The agency-wide financial statements can be found immediately following this discussion and
analysis.

Fund Financial Statements

A fund is a fiscal and accounting entity with a self-balancing set of accounts the Office uses to
track specific sources of funding and spending for a particular purpose. The Office, like other
state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance related legal requirements.

The basic fund financial statements begin immediately after the agency-wide statements and
provide more detail about the major individual funds. The Office’s funds are all governmental
funds.

Governmental funds — all of the Office’s basic services are reported in the governmental funds.
Governmental funds are used to account for essentially the same functions reported as
governmental activities in the agency-wide financial statements. However, unlike the agency-
wide financial statements, the governmental fund financial statements focus on the near-term
inflows and outflows of spendable resources. They also focus on the balances left at year-end
that are available for future spending. Such information may be useful in evaluating whether
there are more or less financial resources that can be spent in the near future to finance the
Office’s programs. These funds are reported using modified accrual accounting, which
measures cash and all other financial assets that can readily be converted to cash.

Because the focus of governmental funds is narrower than agency-wide financial statements, it
is useful to compare the information presented for governmental funds with similar information
presented for governmental activities in the agency-wide financial statements. Both the
governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison
between governmental funds and the governmental activities.

Governmental funds include the general fund and special revenue funds. The Office has four
governmental funds, of which three are considered major individual funds. Those three are the
General Fund, Federal Fund, and the Operating Fund. Each of these major funds is presented
in a separate column in the governmental fund balance sheet, and in the governmental fund
statement of revenues, expenditures, and changes in fund balance. The remaining
governmental fund (Conference Fund) is shown in a separate column on the basic fund
statements.



Notes to the Financial Statements

The Notes provide additional information that is essential to a full understanding of the data
provided in the agency-wide and the fund financial statements. The Notes to the Financial
Statements can be found immediately following the statement of revenues, expenditures, and
changes in fund balances.

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information.
This section consists of: a budgetary comparison schedule, which includes reconciliations
between budgetary inflows and outflows and GAAP revenues and expenditures, as presented in
the governmental fund statement of revenues, expenditures, and changes in fund balances; a
schedule of employer’s share of net pension liability; and a schedule of employer contributions.

FINANCIAL ANALYSIS OF THE OFFICE AS A WHOLE

As noted previously, net position may serve over time as a useful indicator of an Office’s
financial position. The Office’s net position totaled $(2,674,614), $(258,736), and $(195,726) at
the end of fiscal years 2015, 2014, and 2013, respectively.

Net Position

Governmental Activities

2015 2014 2013
Current and Other Assets $ 080,525 $ 1,246,762 1,183,182
Capital Assets 10,043 1,800 1,800
Total Assets $ 990,568 $ 1,248,562 1,184,982
Deferred Outflows of Resources $ 465,560
Long-Term Liabilities Outstanding $ 2,832,105 $ 426,778 387,131
Other Liabilities 821,714 1,080,520 993,577
Total Liabilities $ 3,653,819 $ 1,507,298 1,380,708
Deferred Inflows of Resources $ 476,923
Net Position
Net Investment in Capital Assets $ (439) $ 1,800 1,800
Unrestricted (2,674,175) (260,536) (197,526)
Total Net Position $ (2,674,614) $ (258,736) (195,726)

The Office’s long-term liabilities increased significantly and unrestricted net position decreased
significantly at June 30, 2015 due to the implementation of GASB 68 during fiscal year 2015.
This change in financial reporting is described in Note 6 to the financial statements.



The following condensed financial information was derived from the agency-wide Statement of
Activities and reflects how the Office’s net position changed during each fiscal year:

Changes in Net Position

Governmental Activities

2015 2014 2013
Revenues:
Program Revenues:
Charges for Services 1,695,708 $ 1,250,082 $ 1,577,903
Operating Grants 640,336 585,480 497,694
Total Revenues 2,336,044 $ 1,835,562 $ 2,075,597
Expenses:
Administration 213,793 $ 219,931 $ 197,069
State Agency Audits 4,032,685 3,825,118 3,475,069
Mineral Royalty Audits 633,726 590,188 500,145
Local Government Audits 707,992 733,636 659,965
Conferences 14,829 16,050 4,015
Interest on Long-term Debt 1,069
Total Expenses 5,604,094 $ 5,384,923 $ 4,836,263
Increase (Decrease) in Net Position
Before Transfers (3,268,050) $ (3,549,361) $ (2,760,666)
Transfers 3,315,158 3,486,351 2,727,309
Increase (Decrease) in
Net Position 47,108 $ (63,010) $  (383,357)
Net Position — Beginning of Year,
as Previously Reported (258,736) (195,726) (162,369)
GASB 68 Adjustment (2,462,986)
Net Position — Beginning of Year,
as Restated (2,721,722) (195,726) (162,369)
Net Position - Ending (2,674,614) $ (258,736) $ (195,726)

Revenues increased in fiscal year 2015 over fiscal year 2014 due to the majority of the Single
Audit being performed in odd numbered fiscal years. The Single Audit work is billed at 100%
whereas state agency audit billings are reduced if the agency being audited receives state
general funds. Expenses increased in fiscal years 2015 and 2014 due to the hiring of two
auditors in the State Agency Audit division and one auditor in the Mineral Royalty Audit division
during fiscal year 2014.



FINANCIAL ANALYSIS OF THE OFFICE’S FUNDS

Governmental Funds

At June 30, 2015 and 2014, the Office reported combined fund balances of $178,951 and
$184,220, respectively. The June 30, 2015 fund balance decreased $5,269 over the previous
fiscal year-end. The June 30, 2014 fund balance decreased $21,189 over the previous fiscal
year-end. These decreases were not significant.

General Fund Budgetary Highlights

The Office has a biennial appropriated budget. The differences between the original budget and
the final budget were all approved by the Emergency Commission. Additional federal funds
were received for the Mineral Royalty Audit division which increased the salaries and wages line
by $86,500 and the operating expenses line by $16,250. A transfer of $50,000 to the capital
assets line from the operating expenses line was for the conversion of a vault to office space.
An additional $80,000 was transferred to the capital assets line from the operating expenses
line for office remodeling. The $80,000 was not spent during the 2013-2015 biennium and was
carried over to the 2015-2017 biennium.

There were no expenditures in excess of budgeted amounts in any of the appropriation line
items.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets: at the end of the fiscal years 2015 and 2014, the capital assets consist of a
copy machine with a depreciated value of $10,043 and $1,800, respectively.

Long-term Debt: at the end of fiscal years 2015 and 2014, the Office had $2,832,105 and
$426,778, respectively, of long-term debt (due in more than one year), which consists of the
liability for compensated absences, a capital lease, and net pension liability. The significant
increase in fiscal year 2015 is due to the implementation of GASB 68 which required the
recording of the net pension liability. More detailed information regarding the Office’s long-term
obligations are presented in the notes to the financial statements.

CONTACTING THE OFFICE OF THE STATE AUDITOR

This financial report is designed to provide citizens and taxpayers with a general overview of the
Office of the State Auditor's finances and to demonstrate the Office’s accountability for the
money it receives. Questions about this report or additional financial information shoulid be
addressed to the Office of the State Auditor, 800 E. Boulevard Ave. - Dept. 117, Bismarck, ND
58505.



OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

STATEMENT OF NET POSITION
June 30, 2015 and 2014

Governmental Activities

2015 2014
ASSETS
Cash $ 117,869 $ 119,981
Interest Receivable 4 3
Due from Local Governments 136,439 140,267
Due from Federal Government 161,160 167,817
Due from Other State Agencies 114,332 381,984
Due from State General Fund 450,731 436,710
Equipment - Net 10,043 1,800
Total Assets $ 990,568 $ 1,248,562
DEFERRED OUTFLOWS OF RESOURCES
Deferred Outflows - Pension $ 465,560
LIABILITIES
Accrued Payroll $ 530,051 $ 518,370
Accounts Payable 30,010 21,456
Due to Other State Agencies 9,216 28,215
Due to State General Fund 232,297 494,501
Capital Lease Payable:
Due within one year 2,182
Due in more than one year 8,300
Compensated Absences:
Due within one year 17,958 17,978
Due in more than one year 380,604 426,778
Net Pension Liability 2,443,201
Total Liabilities $ 3,653,819 $ 1,507,298
DEFERRED INFLOWS OF RESOURCES
Deferred Inflows - Pension $ 476,923
NET POSITION
Net Investment in Capital Assets $ (439) § 1,800
Unrestricted . (2,674,175) (260,536)
Total Net Position $(2,674,614) $ (258,736)

See Notes to the Financial Statements.



OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2015

Net (Expense)
Revenue and
Change in Net

Program Revenues Position
Charges for Operating Governmental

Functions/Programs Expenses Services Grants Activities

Governmental Activities:

Administration $ 213,793 $ (213,793)
State Agency Audits 4,032,685 $ 972,103 (3,060,582)
Mineral Royalty Audits 633,726 $ 640,336 6,610
Local Government Audits 707,992 720,976 12,984
Conferences 14,829 2,629 (12,200)
Interest on Long-term Debt 1,069 (1,069)
Total $ 5,604,004 $ 1,695,708 $ 640,336 $ (3,268,050)

General Revenues:
Transfers

Change in Net Position

Net Position, Beginning of Year, as
Previously Reported

GASB 68 Adjustment
Net Position, Beginning of Year, as Restated

Net Position, End of Year

See Notes to the Financial Statements.

$ 3315168

$ 47,108

$ (258,736)
(2,462,986)

S (721,722
$ (2,674,614)
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OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2014

Net (Expense)
Revenue and
Change in Net

Program Revenues Position
Charges for Operating Governmental
Functions/Programs Expenses Services Grants Activities
Governmental Activities:
Administration $ 219,931 $  (219,931)
State Agency Audits 3,825,118 $ 526,621 (3,298,497)
Mineral Royalty Audits 590,188 $ 585480 (4,708)
Local Government Audits 733,636 700,911 (32,725)
Conferences 16,050 22,550 6,500
Total $ 5,384,923 $ 1,250,082 $ 585,480 $ (3,549,361)
General Revenues:
Transfers $ 3,486,351
Change in Net Position $ (63,010)
Net Position, Beginning of Year (195,726)
Net Position, End of Year $ (258,736)

See Notes to the Financial Statements. 11



OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

BALANCE SHEET
Governmental Funds
June 30, 2015

Other
Operating  Governmental
General Federal Fund Funds Total
ASSETS
Cash $ 117,869 $ 117,869
Interest Receivable 4 4
Due from Local Governments 136,439 136,439
Due from Federal Government $ 161,150 161,150
Due from Other State Agencies $ 113,682 750 114,332
Due from State General Fund 450,731 450,731
Total Assets $ 564313 § 161,150 $ 255062 §$ - $ 980,525
LIABILITIES AND FUND BALANCES
Liabilities:
Accrued Payroll $ 414816 § 41,760 $ 73,475 $ 530,051
Accounts Payable 28,617 60 1,333 30,010
Due to Other State Agencies 7,298 615 1,303 9,216
Due to State General Fund 113,582 118,715 232,297
Total Liabilities $ 564313 $ 161,150 % 76,111 $ - $ 801,574
Fund Balances:
Committed $ 178,951 $ 178,951
Assigned -
Total Fund Balances 3 - $ - $ 178951 § - $ 178,951
Total Liabilities and Fund Balances $ 564,313 $ 161,150 $ 255062 § - $ 980,525
Total Fund Balances - Governmental Funds $ 178,951
Amounts reported for governmental activities in the statement of net position are
different because:
Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds. The cost of the assets is $12,297 and
the accumulated depreciation is $2,254. 10,043
Long-term liabilities are not due and payable in the current period and therefore
are not reported as liabilities in the funds. Those liabilities consist of:
Compensated Absences $ (398,562)
Capital Lease Payable (10,482)
Net pension liability (2,443,201)
Total long-term liabilities (2,852,245)
Deferred outflows and inflows of resources are not reported in governmental funds:
Deferred outflows - pension 465,560
Deferred inflows - pension (476,923)
Net Position of Governmental Activities $ (2,674,614)

See Notes to the Financial Statements.



OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

BALANCE SHEET
Governmental Funds
June 30, 2014

Other
Operating  Governmental
General Federal Fund Funds Total
ASSETS
Cash $ 113481 § 6,600 $ 119,981
Interest Receivable 3 3
Due from Other Funds $ 3,074 4,600 7,674
Due from Local Governments 140,267 140,267
Due from Federal Government $ 167,817 167,817
Due from Other State Agencies 380,184 1,800 381,984
Due from State General Fund 436,710 436,710
Total Assets $ 819968 $ 167817 $ 253,751 § 12,900 $ 1,254,436
LIABILITIES AND FUND BALANCES
Liabilities:
Accrued Payroll $ 391934 § 50,922 § 75,514 $ 518,370
Accounts Payable 14,517 2,390 4349 $ 200 21,456
Due to Other Funds 4,600 2,658 416 7.674
Due to Other State Agencies 25,659 604 1,452 500 28,215
Due to State General Fund 383,258 111,243 494,501
Total Liabilities $ 819968 $ 167,817 § 81731 ¢ 700 $ 1,070,216
Fund Balances:
Committed $ 172,020 $ 172,020
Assigned $ 12,200 12,200
Total Fund Balances $ - % - $ 172,020 $ 12,200 $§ 184,220
Total Liabilities and Fund Balances $ 819968 $ 167817 $ 253751 $ 12,900 $ 1,254,436
Total Fund Balances - Governmental Funds $ 184,220
Amounts reported for governmental activities in the statement of net position are
different because:
Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds. The cost of the assets is $10,450 and
the accumulated depreciation is $8,650. 1,800
Long-term liabilities are not due and payable in the current period and therefore
are not reported as liabilities in the funds. Those liabilities consist of compensated
absences of $444,756. (444,756)
Net Position of Governmental Activities $ (258,736)

See Notes to the Financial Statements.



OFICE OF THE STATE AUDITOR
Bismarck, North Dakota

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

Governmental Funds
For the Year Ended June 30, 2015

REVENUES
Intergovernmentai
Charges for Services
Conference Registration Fees
Miscellaneous

Total Revenues

EXPENDITURES
Current:
Administration
State Audits
Mineral Royalty Audits
L.ocal Government Audits
Conference Expenses
Capital Outlay
Debt Service:
Principal
Interest

Total Expenditures
Revenues over (under) expenditures
OTHER FINANCING SOURCES (USES)
Transfers In
Transfers Out
Capital Lease
Total Other Financing Sources (Uses)
Net Change in Fund Balances

Fund Balances - Beginning of Year

Fund Balances - End of Year

Net Change in Fund Balances - Total Governmental Funds

Some items reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in the governmental funds. These

activities consist of:
Decrease in compensated absences

Loss on the disposal of equipment

Debt service principal expense which was capitalized

Depreciation expense

Decrease in pension expense

Change in Net Position of Governmental Activities

See Notes to the Financial Statements.

Other
Operating  Governmental
General Federal Fund Funds Total
$ 640,336 $ 640,336
$ 969,582 $ 720,932 1,690,514
$ 2,629 2,629
2,521 44 2,565
$ 972,103 $ 640,336 § 720,976 $ 2,629 $ 2,336,044
$ 213,793 $ 213,793
4,070,584 4,070,584
$ 640,336 640,336
$ 714,045 714,045
$ 14,829 14,829
12,297 12,297
1,816 1,816
1,069 1,069
$ 4,209,558 $ 640,336 $ 714,045 § 14,829 $ 5,668,768
$ (3,327,455) $ 6,931 § (12,200) $ (3,332,724)
$ 4,287,261 $ 4,287,261
(972,103) (972,103)
12,297 12,297
$ 3,327,455 $§ 3,327,455
3 6,931 § (12,200) $ (5,269)
172,020 12,200 184,220
$ 178,951 $ 178,951
$ (5,269)
46,194
(1,800)
1,815
(2,254)
8,422
$ 47,108



OFICE OF THE STATE AUDITOR

Bismarck, North Dakota

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
Governmental Funds

For the Year Ended June 30, 2014

Other
Operating  Governmental
General Federal Fund Funds Total

REVENUES

Intergovernmental $ 585,480 $ 585,480

Charges for Services $ 526,621 700,870 1,227,491

Conference Registration Fees $ 22,550 22,550

Miscellaneous 41 41
Total Revenues $ 526621 $ 585,480 700911 § 22,650 $ 1,835,562
EXPENDITURES
Current;

Administration $ 219,931 $ 219,931

State Audits 3,793,041 3,793,041

Mineral Royalty Audits $ 585,480 585,480

Local Government Audits 728,600 728,600

Conference Expenses $ 16,050 16,050
Total Expenditures $ 4012972 § 585,480 728,600 $ 16,060 $ 5,343,102
Revenues over (under) expenditures $ (3,486,351) (27,689) $ 6,500 $ (3,507,540)
OTHER FINANCING SOURCES (USES)

Transfers In $ 4,012,972 $ 4,012,972

Transfers Out (526,621) (526,621)
Total Other Financing Sources (Uses) $ 3,486,351 $ 3,486,351
Net Change in Fund Balances (27,689) $ 6,600 $ (21,189)
Fund Balances - Beginning of Year 199,709 5,700 205,409
Fund Balances - End of Year 172,020 $ 12,200 $ 184,220
Net Change in Fund Balances - Total Governmental Funds $ (21,189)
Some items reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in the governmental funds. These
activities consist of an increase in compensated absences. (41,821)
Change in Net Position of Governmental Activities 3 (63,010)

See Notes to the Financial Statements.
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FFICE OF THE STATE AUDITOR
Bismarck, North Dakota

NOTES TO THE FINANCIAL STATEMENTS
June 30, 2015 and 2014

INOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. FINANCIAL STATEMENTS AND REPORTING ENTITY

The accompanying financial statements of the Office of the State Auditor have been prepared in
conformity with generally accepted accounting principles (GAAP) as applied to government units.
The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body
for establishing governmental accounting and financial reporting principles.

For financial reporting purposes, the Office of the State Auditor has included all funds and has
considered all potential component units for which the Office of the State Auditor is financially
accountable, and other organizations for which the nature and significance of their relationship
with the Office of the State Auditor are such that exclusion would cause the Office of the State
Auditor's financial statements to be misleading or incomplete. The Governmental Accounting
Standards Board has set forth criteria to be considered in determining financial accountability.
These criteria include appointing a voting majority of an organization’s governing body and (1) the
ability of the Office of the State Auditor to impose its will on that organization; or (2) the potential
for the organization to provide specific financial benefits to, or impose specific financial burdens
on the Office of the State Auditor.

Based upon these criteria, there are no component units to be included within the Office of the
State Auditor as a reporting entity and the Office of the State Auditor is an agency within the State
of North Dakota as a reporting entity.

B. AGENCY-WIDE AND FUND FINANCIAL STATEMENTS

AGENCY-WIDE FINANCIAL STATEMENTS

The Statement of Net Position and Statement of Activities report information on all activities of
the Office of the State Auditor. Governmental activities generally are financed through
intergovernmental revenues and other non-exchange revenues.

The Statement of Net Position presents the reporting entity’s assets and liabilities, with the
difference reported as net position. Net position is reported in three categories:

Net Investment in capital assets consists of a capital asset, net of accumulated depreciation.

Restricted net position results when constraints placed on net position use are either externally
imposed by creditors, grantors, contributors, and the like, or imposed by law through constitutional
provisions or enabling legislation. Net position restricted by enabling legislation is subject to
change by a majority vote of the Legislative Assembly.

Unrestricted net position consists of net position which does not meet the definition of the two
preceding categories. Unrestricted net position often is designated to indicate management does
not consider it to be available for general operations. Unrestricted net position often has
constraints on resources which are imposed by management, but can be removed or modified.
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The Statement of Activities demonstrates the degree to which the direct expenses of a given
function are offset by program revenues. Direct expenses are those that are clearly identifiable
within a specific function. Program revenues include: 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function;
and 2) grants and contributions that are restricted to meeting the operational requirements of a
particular function.

FUND FINANCIAL STATEMENTS

Major individual governmental funds are reported as separate columns in the fund financial
statements, with non-major funds being combined into a single column.

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The agency-wide statements are reported using the economic resources management focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of cash flows.

The Office of the State Auditor follows the pronouncements of the Governmental Accounting
Standards Board (GASB), which is the nationally accepted standard-setting body for establishing
accounting principles generally accepted in the United States of America for governmental
entities.

Governmental fund statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as they become
susceptible to accrual, generally when they are both measurable and available. Revenues are
considered to be available when they are collected within the current period or soon enough
thereafter to pay liabilities of the current period.

Major revenues that are determined to be susceptible to accrual include federal grants and audit
fees. All revenues are determined to be available if collected within one year of fiscal year-end.
Revenues earned under the terms of reimbursement agreements with other governments are
recorded at the time the related expenditures are made if other eligibility requirements have been
met.

Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, expenditures related to debt service and compensated absences are
recorded only when payment is due and payable.

FINANCIAL STATEMENT PRESENTATION

The Office of the State Auditor reports the following major governmental funds:

The general fund is the principal operating fund of the agency. Itis used to account for all financial
resources that are not accounted for in other funds. Included are transactions involving
administration and state agency audits.

The federal fund accounts for all the financial resources from the federal government, which
finances the Mineral Royalty Audit Division.
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The operating fund accounts for all activities of the Local Government Audit Division.
D. GENERAL BUDGETARY POLICIES AND PROCEDURES

The Office of the State Auditor operates through a biennial appropriation provided by the State
Legislature. The Office prepares a biennial budget, which is included in the Governor’s budget
presented to the Legislative Assembly at the beginning of each legislative session. The
Legislative 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 bill becomes the department’s financial plan for the
next two years. Changes to the appropriation are limited to Emergency Commission
authorization, initiative, referendum, or allotment action. The Emergency Commission can
authorize receipt of federal or other moneys not appropriated by the Assembly if the Assembly
did not indicate an intent to reject the money. Unexpended appropriations lapse at the end of
each biennium.

The biennial budget is prepared primarily on a cash basis. Encumbrance accounting is not used.
The legal level of budgetary control is at the funding source and expenditure line item level.
Revenues are not formally budgeted and expenditures are not budgeted by fund. The agency
appropriation is defined through the use of specific expenditure line items.

E. CASH
Cash consists of money on deposit with the State Treasurer.
F. RECEIVABLES

Receivables include amounts “due from other state agencies” (state agency audits) and “due from
local governments” (local government audits) for audits performed during the year.

G. DUE FROM STATE GENERAL FUND

“Due from state general fund” is the amount needed from the state general fund to liquidate
accrued payroll and liabilities of the Office of the State Auditor general fund.

H. DUE FROM FEDERAL GOVERNMENT

The Office of the State Auditor has a contract with the United States Department of the Interior -
Minerals Management Service for audit and related investigations of federal oil and gas leases
located in the state of North Dakota. It is the Office of the State Auditor’s policy to recognize
federal revenue as allowable expenditures are incurred. Due from federal government represents
amounts receivable for reimbursable expenditures incurred by June 30.

I. TRANSFERS
In the fund financial statements, transfers represent flows of assets without equivalent flows of

assets in return or a requirement for repayment. “Transfers In" consists of transfers from the
state’s general fund and “Transfers Out” consists of transfers to the state’s general fund.
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J. CAPITAL ASSETS

Capital assets are valued at historical cost. Capital assets with an original cost of $5,000 or more
and an estimated useful life in excess of one year are capitalized and reported in the applicable
governmental column in the agency-wide financial statements. Capital asset costs include the
purchase price, plus the costs necessary to place the asset in its intended location and condition
for use. Normal maintenance and repair costs that do not materially add to the value or extend
the life of the asset are not capitalized.

Capital assets in governmental funds are recorded as expenditures in the funds used to acquire
them in the governmental fund financial statements. Capital assets, along with accumulated
depreciation and depreciation expense, are reported in the applicable governmental activities
column in the agency-wide financial statements.

Capital assets are depreciated using the straight-line method over their estimated useful lives of
3-10 years.

K. LEASE COMMITMENTS

The Office of the State Auditor leases office space and a copy machine. lLeases are classified
according to GASB 62. The leases all have funding clauses; however, these clauses have no
effect on classifying these leases for accounting purposes. Leases which represent acquisitions
are classified as capital leases, and the related assets and liabilities recorded in the general
purpose financial statements at the inception of the lease. Other leases are classified as
operating leases with the lease payments recorded as expenditures or expenses during the life
of the lease.

L. COMPENSATED ABSENCES
Annual Leave

State employees accrue vested annual leave at a variable rate based on years of service. In
general, accrued annual leave cannot exceed 30 days at each year-end, as set by the agency.

The amount of annual leave earned ranges between one and two days per month, and is fixed
by the employing unit per section 54-06-14 of the North Dakota Century Code. Employees are
paid for unused annual leave upon termination or retirement.

The governmental fund financial statements recognize annual leave when the liability is incurred
and payable from available expendable resources. The agency-wide financial statements present
the cost of accumulated annual leave as a liability.

Sick Leave

The North Dakota Century Code, section 54-06-14, states employees accrue sick leave at the
rate of one to a maximum of one and one-half working days per month of employment without
limitation on the amount that can be accumulated. Employees of the Office accrue sick leave at
a rate of one day per month. Employees vest at 10 years of creditable service at which time the
state is liable for 10 percent of the employee’s accumulated unused sick leave. The governmental
fund financial statements recognize sick leave as it is incurred. The agency-wide financial
statements present the estimated cost of sick leave as a liability after an employee has been
employed by the state for six consecutive years.
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M. REVENUES AND EXPENDITURES/EXPENSES

In the agency-wide Statement of Activities, revenues and expenses are segregated by activity,
then further by function for governmental activities. Additionally, revenues are classified between
program and general revenues. Program revenues include: 1) charges to customers for services;
and 2) operating grants.

In the governmental fund financial statements, revenues are reported by source and expenditures
are reported by character: “Current,” “Capital Outlay,” or “Debt Service.” Current expenditures
are sub-classified by function. Capital outlay is for the initial capital lease acquisition and debt
service includes both principal and interest payments on a capital lease.

N. NET POSITION/FUND BALANCE

Net position represents the difference between (a) assets and deferred outflows of resources and
(b) liabilities and deferred inflows of resources on the agency-wide statements. Fund balance
represents the difference between assets and liabilities on the governmental fund statements.
Fund balance classifications for governmental funds are reported in two general classifications,
nonspendable and spendable. Nonspendable represents the portion of fund balance that is not
in spendable form such as inventories and prepaids. Spendable fund balance is further
categorized as restricted, committed, assigned, and unassigned.

The restricted fund balance category includes amounts that can be spent only for the specific
purposes stipulated by the State constitution and external parties, such as the federal
government, or through enabling legislation.

The committed fund balance classification includes amounts that can be used only for the specific
purposes determined by a formal action of the government’s highest level of decision-making
authority, the state’s legislature, through legislation, that is not considered as enabling legislation,
passed into law.

Assigned fund balance classifications are used when the amounts are to be used for specific
purposes but do not meet the criteria to be classified as restricted or committed. The assignment
of fund balance is generally initiated by the executive branch and later appropriated by the
Legislature for a specific purpose.

Unassigned fund balance is the residual classification for the government’s general fund and
includes all spendable amounts not contained in the other classifications. In other funds, the
unassigned classification would only be used to report a deficit balance resulting from
overspending for specific purposes for which amounts had been restricted, committed, or
assigned.

The balance sheet amounts shown as committed fund balances in the operating fund can be used
only for expenses relating to political subdivision audits in accordance with North Dakota Century
Code. This commitment of fund balance can only be changed by an act of the State Legislature.
The balance sheet amounts shown as assigned in the other governmental funds can only be used
for conference activity.

O. 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
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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.

P. NEW ACCOUNTING PRONOUNCEMENTS

During fiscal year 2015, the state of North Dakota adopted Governmental Accounting Standards
Board (GASB) Statement No. 68, Accounting and Financial Reporting for Pensions — an
amendment of GASB Statement No, 27, GASB Statement No. 69, Government Combinations
and Disposals of Government Operations, GASB Statement No. 70, Accounting and Financial
Reporting for Nonexchange Financial Guarantees, and GASB Statement No. 71, Pension
Transition for Contributions Made Subsequent to the Measurement Date — amendment of GASB
No. 68.

The state of North Dakota will implement the following new pronouncements for fiscal years
ending after 2015:

GASB Statement No. 72, Pension Transition for Contributions Made Subsequent to the
Measurement Date — and amendment of GASB Standard No. 68, GASB Statement No. 73,
Accounting and Financial Reporting for Pensions and Related Assets that are not within the scope
of GASB 68, and Amendments to Certain Provisions of GASB Statements 67-68, GASB
Statement No. 74, Financial Reporting for Postemployment Benefits Plans Other than Pension
Plans, GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other than Pensions, GASB Statement No. 76, The Hierarchy of Generally Accepted Accounting
Principles for State and Local Governments.

Q. DEFERRED OUTLOWS/INFLOWS OF RESOURCES

In addition to assets, the statement of net position reports a separate section for deferred outflows
of resources. This separate fihancial statement element, deferred outflows of resources,
represents a consumption of net position that applies to a future period(s) and so will not be
recognized as an outflow of resources (expense/ expenditure) until then.

In addition to liabilities, the statement of net position reports a separate section for deferred inflows
of resources. This separate financial statement element, deferred inflows of resources, represents
an acquisition of net position that applies to a future period(s) and so will not be recognized as an
inflow of resources (revenue) until that time.

|NOTE 2 — DETAILED NOTES ON ACCOUNT BALANCESI

A. DEPOSITS

State law generally requires that all state funds be deposited in the Bank of North Dakota. NDCC
21-04-01 provides that public funds belonging to or in the custody of the state shall be deposited
in the Bank of North Dakota. Also, NDCC 6-09-07 states, “all state funds . . . must be deposited
in the Bank of North Dakota” or must be deposited in accordance with constitutional and statutory
provisions.

At June 30, 2015 and 2014, the bank balances of the Office of the State Auditor's deposits were
$117,869 and $119,981, respectively. All deposits are exposed to custodial credit risk because
they are not covered by depository insurance and the deposits are uncollateralized. All of the

21



Office of the State Auditor's deposits are at the Bank of North Dakota. Deposits with the Bank of
North Dakota are considered uninsured; however, these deposits are guaranteed by the state of
North Dakota (NDCC Chapter 6-09-10).

B. CAPITAL ASSETS

Capital assets consist of a copy machine that was fully depreciated at June 30, 2014. The original
cost was $10,450 and accumulated depreciation was $8,650, leaving a net value of $1,800 at
June 30, 2014. A new copy machine was acquired in fiscal year 2015 through a capital lease.
The original cost was $12,297 and accumulated depreciation was $2,254 leaving a net value of
$10,043 at June 30, 2015.

C. OPERATING LEASES

The Office of the State Auditor leases office space under cancelable operating leases. Total
expenditures for these leases for the years ended June 30, 2015 and 2014 were $64,202 and
$64,127, respectively.

D. CAPITAL LEASE

The Office of the State Auditor is obligated under a capital lease for a copy machine. The five-
year lease was entered into in August 2014 for a copy machine with a cost of $12,297. In the
agency-wide statements, a capital asset and a corresponding liability are recorded at the inception
of the lease. The liability is reduced by payments of principal, with the payments of interest
allocated to expense. For capital leases in governmental funds, other financing sources and
capital outlay are recorded at lease inception. Lease payments are recorded as expenditures.

The schedule below lists the future minimum lease payments under the capital lease and the
present value of the net minimum lease payments at June 30, 2015:

Year Ending Lease
June 30 Payments
2016 $3,146
2017 3,146
2018 3,146
2019 3,146
2020 262
Total Minimum Lease Payments $12,846
Less: Amount Representing Interest (2,364)

Present Value of Future Minimum

Lease Payments $10,482

E. LONG-TERM DEBT

A summary of changes in general long-term debt for the years ended June 30, 2015 and 2014 is
as follows:
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Amounts
Balance Balance Due Within
July 1, 2013 Additions Reductions  June 30, 2014 One Year

Compensated Absences _$ 402,935 $ 65072 $ 23,251 $ 444,756 $ 17,978

Amounts
Balance Balance Due Within
July 1, 2014 Additions Reductions  June 30, 2015 One Year

Compensated Absences $ 444,756 $ 46,194 $ 398,562 $ 17,958
Capital Lease Payable $ 12,297 1,815 10,482 2,182
Total $ 444,756 $ 12,297 $ 48,009 $ 409,044 $ 20,140

INOTE 3 - NORTH DAKOTA PUBLIC EMPLOYEES RETIREMENT SYSTEM (NDPERS)|

The Office of the State Auditor participates in the North Dakota Public Employees Retirement
System (NDPERS) - Main System. The following brief description of NDPERS is provided for
general information purposes only. Participants should refer to NDCC Chapter 54-52 for more
complete information.

A. DESCRIPTION OF PENSION PLAN

NDPERS is a cost-sharing multiple-employer defined benefit pension plan that covers
substantially all employees of the State of North Dakota, its agencies and various participating
political subdivisions. NDPERS provides for pension, death and disability benefits. The cost to
administer the plan is financed through the contributions and investment earnings of the plan.

Responsibility for administration of the NDPERS defined benefit pension plan is assigned to a
Board comprised of seven members. The Board consists of a Chairman, who is appointed by the
Governor; one member appointed by the Attorney General; one member appointed by the State
Health Officer; three members elected by the active membership of the NDPERS system; and
one member elected by the retired public employees.

B. PENSION BENEFITS

Benefits are set by statute. NDPERS has no provision or policies with respect to automatic and
ad hoc post-retirement benefit increases. Members of the Main System are entitled to unreduced
monthly pension benefits beginning when the sum of age and years of credited service equal or
exceed 85 (Rule of 85), or at normal retirement age (65). The annual pension benefit is equal to
2.00% of their average monthly salary, using the highest 36 months out of the last 180 months of
service, for each year of service. The plan permits early retirement at ages 55-64 with three or
more years of service.

Members may elect to receive the pension benefits in the form of a single life, joint and survivor,
term-certain annuity, or partial lump sum with ongoing annuity. Members may elect to receive
the value of their accumulated contributions, plus interest, as a lump sum distribution upon
retirement or termination, or they may elect to receive their benefits in the form of an annuity. For
each member electing an annuity, total payment will not be less than the members’ accumulated
contributions plus interest.
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C. DEATH AND DISABILITY BENEFITS

Death and disability benefits are set by statute. If an active member dies with less than three
years of service for the Main System, a death benefit equal to the value of the member’s
accumulated contributions, plus interest, is paid to the member’s beneficiary. If the member has
earned more than three years of credited service for the Main System, the surviving spouse will
be entitled to a single payment refund, life-time monthly payments in an amount equal to 50% of
the member’s accrued normal retirement benefit, or monthly payments in an amount equal to the
member’s accrued 100% 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 member's
accumulated pension benefits are paid, the balance will be payable to the surviving spouse’s
designated beneficiary.

Eligible members who become totally disabled after a minimum of 180 days of service, receive
monthly disability benefits equal to 25% of their final average salary with a minimum benefit of
$100. To qualify under this section, the member has to become disabled during the period of
eligible employment and apply for benefits within one year of termination. The definition of
disabled is set by the NDPERS in the North Dakota Administrative Code.

D. REFUNDS OF MEMBER ACCOUNT BALANCE

Upon termination, if a member of the Main System is not vested (is not 65 or does not have three
years of service), they will receive the accumulated member contributions and vested employer
contributions, plus interest, or may elect to receive this amount at a later date. If the member has
vested, they have the option of applying for a refund or can remain as a terminated vested
participant. If a member terminated and withdrew their accumulated member contribution and is
subsequently reemployed, they have the option of repurchasing their previous service.

The member’s account balance includes the vested employer contributions equal to the member’s
contributions to an eligible deferred compensation plan. The minimum member
contribution is $25 and the maximum may not exceed the following:

1 to 12 months of service — Greater of one percent of monthly salary or $25

13 to 25 months of service — Greater of two percent of monthly salary or $25

25 to 36 months of service — Greater of three percent of monthly salary or $25
Longer than 36 months of service — Greater of four percent of monthly salary or $25

E. MEMBER AND EMPLOYER CONTRIBUTIONS
Member and employer contributions paid to NDPERS are set by statute and are established as a

percent of covered compensation. Member contribution rates are 7% and employer
contribution rates are 7.12% of covered compensation.
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F. PENSION LIABILITIES, PENSION EXPENSE, AND DEFERRED OUTFLOWS OF
RESOURCES AND DEFERRED INFLOWS OF RESOURCES RELATED TO PENSIONS

At June 30, 2015, the Office of the State Auditor (Office) reported a liability of $2,443,201 for its
proportionate share of the net pension liability. The net pension liability was measured as of June
30, 2014, and the total pension liability used to calculate the net pension liability was determined
by an actuarial valuation as of that date. The Office’s proportion of the net pension liability was
based on the Office’s share of covered payroll in the Main System pension plan relative to the

covered payroll of all participating Main System employers. At June 30, 2014, the Office’s
proportion was 0.384925 percent.

For the year ended June 30, 2015, the Office recognized pension expense of $378,310. At
June 30, 2015, the Office reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Outflows of Resources Deferred Inflows of Resources

Differences between expected and actual
experience $ 79,212 $ 0
Changes of assumptions 0 0
Net difference between projected and actual
earnings on pension plan investments 0 (476,923)
Changes in proportion and differences
between employer contributions and
proportionate share of contributions 0 0
Employer contributions subsequent to the
measurement date 386,348 0

Total $ 465,560 $(476,923)

$386,348 reported as deferred outflows of resources related to pensions resulting from Employer
contributions subsequent to the measurement date will be recognized as a reduction of the net
pension liability in the year ended June 30, 2016.

Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions will be recognized in pension expense as follows:

Year ended June 30:

2016 $ (102,377)
2017 (102,377)
2018 (102,377)
2019 (102,377)
2020 11,798
Thereafter 0
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Actuarial assumptions. The total pension liability in the July 1, 2014 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement:

Inflation 3.50%

Salary increases 3.85% per annum for four years, then
4.50% per annum

Investment rate of return 8.00%, net of investment expenses

Cost-of-living adjustments None

For active members, inactive members and healthy retirees, mortality rates were based on the
RP-2000 Combined Healthy Mortality Table with ages set back three years. For disabled retirees,
mortality rates were based on the RP-2000 Disabled Retiree Mortality Table with ages set back
one year for males (not set back for females).

The actuarial assumptions used were based on the results of an actuarial experience study
completed in 2010. They are the same as the assumptions used in the July 1, 2014, funding
actuarial valuation for NDPERS. The long-term expected rate of return on pension plan
investments was determined using a building-block method in which best-estimate ranges of
expected future real rates of return (expected returns, net of pension plan investment expense
and inflation) are developed for each major asset class. These ranges are combined to produce
the long-term expected rate of return by weighting the expected future real rates of return by the
target asset allocation percentage and by adding expected inflation. Best estimates of arithmetic
real rates of return for each major asset class included in the Fund'’s target asset allocation are
summarized in the following table:

Asset Class Target Allocation Long-Term Expected Real
Rate of Return
Domestic Equity 31% 6.90%
International Equity 21% 7.55%
Private Equity 5% 11.30%
Domestic Fixed Income 17% 1.55%
International Fixed Income 5% 0.90%
Global Real Assets 20% 5.38%
Cash Equivalents 1% 0.00%

Discount rate. The discount rate used to measure the total pension liability was 8 percent as of
June 30, 2014. The projection of cash flows used to determine the discount rate assumes that
member and employer contributions will be made at rates equal to those based on the
July 1, 2014, Actuarial Valuation Report. For this purpose, only employer contributions that are
intended to fund benefits of current plan members and their beneficiaries are included. Projected
employer contributions that are intended to fund the service costs of future plan members and
their beneficiaries, as well as projected contributions from future plan members, are not included.
Based on those assumptions, the pension plan's fiduciary net position was projected to be
available to make all projected future benefit payments for current plan members as of June 30,
2014. Therefore, the long-term expected rate of return on pension plan investments was applied
to all periods of projected benefit payments to determine the total pension liability as of June 30,
2014,

Sensitivity of the Employer's proportionate share of the net pension liability to changes in
the discount rate. The following presents the Employer's proportionate share of the net pension
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liability calculated using the discount rate of 8 percent, as well as what the Employer's
proportionate share of the net pension liability would be if it were calculated using a discount rate
that is 1-percentage-point lower (7 percent) or 1-percentage-point higher (9 percent) than the
current rate:

Current Discount

1% Decrease (7%) Rate (8%) 1% Increase (9%)
Employer's
proportionate share of
the net pension liability $3,768,138 $2,443,201 $1,335,371

Pension plan fiduciary net position. Detailed information about the pension plan's fiduciary net
position is available in the separately issued NDPERS financial report.

Payables to the pension plan. No amount was payable to the pension plan at June 30, 2015.

INOTE 4 - RISK MANAGEMENT

The Office of the State Auditor 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.
The following are funds/pools established by the state for risk management issues:

The 1995 Legislative Session established the Risk Management Fund (RMF), an internal service
fund, to provide a self-insurance vehicle for funding the liability exposures of state agencies
resulting from the elimination of the state’s sovereign immunity. The RMF manages the tort
liability of the state and its agencies’ employees, and the university system. All state agencies
participate in the RMF and their fund contribution is determined using a projected cost allocation
approach. The statutory liability of the state is limited to a total of $250,000 per person and
$1,000,000 per occurrence.

The Office of the State Auditor also participates in the North Dakota Fire and Tornado Fund and
the State Bonding Fund. The agency 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
Fire and Tornado Fund is reinsured by a third party insurance carrier for losses in excess of
$1,000,000 per occurrence. The State Bonding Fund currently provides the Office with blanket
fidelity bond coverage in the amount of $450,000 per employee. The State Bonding Fund does
not currently charge any premium for this coverage.

The Office participates in the North Dakota Worker's Compensation Bureau, 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 years and settled

claims resulting from these risks have not exceeded insurance coverage in any of the past three
fiscal years.
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INOTE 5 - RELATED PARTIES |

As noted in “Note 1” of these financial statements, the Office of the State Auditor is an agency of
the state of North Dakota; therefore other agencies of the state are related parties.

NOTE 6 - GASB 68 ADJUSTMENTI

The Office of the State Auditor adopted GASB Statement No. 68, Accounting and Financial
Reporting for Pensions, which required a prior period adjustment to record net pension liability
and deferred outflows as of July 1, 2014; the cumulative effect of implementing this GASB
statement was an increase in net pension liability of $2,825,786 and increase in deferred outflows
of $362,800 on the Statement of Net Position. The adjustments resulted in a net decrease of
$2,462,986 on the Statement of Activities for the fiscal year ended June 30, 2015.

INOTE 7 — DUE FROM OTHER FUNDS / DUE TO OTHER FUNDS

Interfund balances at June 30, 2014 consist of the following:

Receivable Fund Payable Fund
General Federal $ 2,658
Operating Fund 416
Other Governmental Funds General Fund 4,600
Total Due From / To Other Funds $ 7,674
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OFFICE OF THE STATE AUDITOR

Bismarck, North Dakota

Required Supplementary information
BUDGETARY COMPARISON SCHEDULE - GENERAL AND SPECIAL REVENUE FUNDS
For The Biennium Ended June 30, 2015

Resources:
General Fund Transfer
Federal Fund Revenue
Special Fund Revenue
Amounts Available for Appropriation

Charges to Appropriations:
Salaries and Wages
Accrued Leave Payments
Operating Expenses
Capital Assets
Information Tech Consultants
Total Charges to Appropriations

Variance

Original Final Positive

Appropriation Adjustments Appropriation Actual (Negative)
$ 8,473,489 $ 8,473,489 $ 8,300,233 $ (173,256)
1,203,650 $ 102,750 1,306,400 1,208,544 (99,856)
1,833,268 1,833,268 1,447,086 (386,182)
$ 11,510,407 $ 102,750 $ 11,613,167 $ 10,953,863 $  (859,294)
$ 10,113,137 $ 86,500 $ 10,199,637 $ 9,792,629 $ 407,008
201,157 201,157 59,088 142,069
906,113 (113,750) 792,363 787,858 4,505
40,000 130,000 170,000 89,931 80,069
250,000 250,000 239,189 10,811
$ 11,510,407 $ 102,750 $ 11,613,157 $ 10,968,695 $ 644,462

Explanation of Differences Between Budgetary Inflows and GAAP Revenues and Expenditures

Sources/Inflows of Resources

Actual Amounts (budgetary basis) "total revenue inflows"

The period of availability for revenue recognition for budget purposes

differs from the GAAP basis.
General fund revenue is not budgeted

Conference revenue is not budgeted

Total revenues/transfers in as reported on the statement of revenues,
expenditures, and changes in fund balance - governmental funds

Uses/Outflows of Resources

Actual amounts (budgetary basis) "total charges to appropriations”

from the budgetary comparison schedule

Differences - budget to GAAP:

Expenditures from the conference fund are not appropriated

Capital outlay expenditures are not appropriated

Total expenditures as reported on the statement of revenues,

expenditures, and changes in fund balance - governmental funds

$ 10,953,863

(5,927)
1,498,724

25,179

$ 12,471,839

$ 10,968,695

30,878
12,297

$ 11,011,870
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Schedules of Required Supplementary Information

Schedule of Employer’s Share of Net Pension Liability
ND Public Employees Retirement System
Last 10 Fiscal Years*

2015
Employer’s proportion of the net pension liability (asset) 0.384925%
Employer’s proportionate share of the net pension liability (asset) $2,443,201
Employer's covered-employee payroll $3,262,590
Employer's proportionate share of the net pension liability (asset) as a
percentage of its covered-employee payroll 74.89%
Plan fiduciary net position as a percentage of the total pension liability 77.70%

*Complete data for this schedule is not available prior to 2015.

The amounts presented for fiscal year 2015 have a measurement date of the previous fiscal
year end.
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Schedule of Employer Contributions
ND Public Employees Retirement System
Last 10 Fiscal Years*

Statutorily required contribution

Contributions in relation to the statutorily required contribution

Contribution deficiency (excess)

Employer’s covered-employee payroll

Contributions as a percentage of covered-employee payroll

*Complete data for this schedule is not available prior to 2015.

6/30/2015

$386,348

($386,348)

$0

$3,474,359

11.12%
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OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Fiscal Years Ended June 30, 2015 and 2014

TOTAL FEDERAL
FEDERAL CFDA EXPENDITURES
FEDERAL GRANTOR / PROGRAM TITLE NUMBER 2015 2014
Department of the Interior
Federal OQil and Gas Royalty Management
State and Tribal Coordination 15.427 $ 640,336 S 585,480
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OFFICE OF THE STATE AUDITOR
Bismarck, North Dakota

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Years Ended June 30, 2015 and 2014

[NOTE 1 - BASIS OF PRESENTATION]

The accompanying schedule of expenditures of federal awards (the “Schedule”) includes the
federal award activity of the Office of the State Auditor under a program of the federal government
for the years ended June 30, 2015 and 2014. 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
the Office of the State Auditor, it is not intended to and does not present the financial position,
changes in net assets, or cash flows of the Office of the State Auditor.

[NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES |

Expenditures reported on the Schedule are reported on the modified accrual basis of accounting.
Such expenditures are recognized following the cost principles contained in the Circular A-87,
wherein certain types of expenditures are not allowable or are limited as to reimbursement.
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CPAs & BUSINESS ADVISORS

Independent Auditor’s Comments Requested by the North Dakota Legislative Audit and Fiscal

Review Committee

Governor of North Dakota
The Legislative Assembly

Office of the State Auditor
Bismarck, North Dakota

The Legislative Audit and Fiscal Review Committee requires that certain items be addressed by
independent certified public accountants performing audits of state agencies. The items and our
responses regarding the June 30, 2015 and 2014, audits of the Office of the State Auditor are as follows:

Audit Report Communications

1.

What type of opinion was issued on the financial statements?
Unmodified

Was there compliance with statutes, laws, rules, and regulations under which the agency was
created and is functioning?

Yes.
Was internal control adequate and functioning effectively?
Yes.

Were there any indications of lack of efficiency in financial operations and management of the
agency?

No.
Was action taken on prior audit findings and recommendations?

There were no prior year findings or recommendations.
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6.

Was a management letter issued? If so, provide a summary below, including any
recommendations and the management responses.

No.

Audit Committee Communications

1.

Identify any significant changes in accounting policies, any management conflicts of interest,
any contingent liabilities, or any significant unusual transactions?

The Office of the State Auditor changed accounting policies related to accounting for pensions to
adopt the provisions of GASB Statement No. 68, Accounting and Financial Reporting for Pensions
and GASB Statement No. 71 Pension Transition for Contributions Made Subsequent to the
Measurement Date. Accordingly, the accounting change has been retrospectively applied to the
financial statements beginning July 1, 2014,

Identify any significant accounting estimates, the process used by management to formulate the
accounting estimates, and the basis for the auditor’s conclusions regarding the reasonableness
of those estimates?

The most sensitive estimates affecting the financial statements were the valuation of the work-in—
process receivables and net pension liability. The estimate of the WIP receivables is based on the
percentage of the audit completed divided by the total budgeted hours for the audit. The auditor’s
conclusion regarding the reasonableness of this estimate is based on accuracy of the estimates based
on these factors. Management’s estimate of the net pension liability is based on an actuary’s
calculation in accordance with the employment contracts. We evaluated the key factors and
assumptions used to develop the net pension liability in determining that it is reasonable in relation to
the financial statements taken as a whole.

Identify any significant audit adjustments?

None

Identify any disagreements with management, whether or not resolved to the auditor’s
satisfaction, relating to the financial accounting, reporting, or auditing matter that could be
significant to the financial statements?

None

Identify any serious difficulties encountered in performing the audit.

None

Identify any major issues discussed with management prior to retention.

None

Identify any management consultations with other accountants about auditing and accounting
matters.

None

35



8. Identify any high-risk information technology systems critical to operations based on the
auditor’s overall assessment of the importance of the system to the agency and its mission or
whether any exceptions identified in the six audit report questions to be assessed by auditors
are directly related to the operations of an information technology system.

None
This report is intended solely for the information and use of the Legislative Audit and Fiscal Review

Committee, management, and other state officials, and is not intended to be and should not be used by
anyone other than these specified parties.

@MZL?”

Bismarck, North Dakota
November 25, 2015
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Independent Auditor’s Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Governor of North Dakota
The Legislative Assembly

Office of the State Auditor
Bismarck, North Dakota

We have audited, 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, the financial statements of the governmental
activities, each major fund, and the aggregate remaining fund information of the Office of the State
Auditor as of and for the years ended June 30, 2015 and 2014, and the related notes to the financial
statements, which collectively comprise the Office of the State Auditor’s basic financial statements, and
have issued our report thereon dated November 25, 2015.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Office of the State
Auditor'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 Office of the
State Auditor’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Office of the State Auditor’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.
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Our consideration of internal control over financial reporting 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 financial
reporting that might be material weaknesses or significant deficiencies. Given these limitations, during our audit
we did not identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

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

Purpose of this Report

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

Cifc/éﬁwzgznﬂ

Bismarck, North Dakota
November 25, 2015
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Independent Auditor’s Report on Compliance for Each Major Federal Program and Report on
Internal Control Over Compliance Required by OMB Circular A-133

Governor of North Dakota
The Legislative Assembly

Office of the State Auditor
Bismarck, North Dakota

Report on Compliance for Each Major Federal Program

We have audited the Office of the State Auditor’s compliance with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect
on each of the Office of the State Auditor’s major federal programs for the years ended June 30, 2015 and
2014. The Office of the State Auditor’s major federal programs are 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 the requirements of laws, regulations, contracts and
grants applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on the compliance for each of the Office of the State Auditor’s
major federal programs 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 OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the 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 Office of the
State Auditor’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 each major
federal program. However, our audit does not provide a legal determination of the Office of the State
Auditor’s compliance.
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Opinion on Each Major Federal Program

In our opinion, the Office of the State Auditor’s complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major Federal
programs for the years ended June 30, 2015 and 2014.

Report on Internal Control over Compliance

Management of the Office of the State Auditor is responsible for establishing and maintaining effective
internal control over compliance with the compliance requirements referred to above. In planning and
performing our audit of compliance, we considered the Office of the State Auditor’s internal control over
compliance with the types of requirements that could have a direct and material effect on each major
federal program to determine the auditing procedures that are appropriate in the circumstances for the
purpose of expressing an opinion on compliance for each major federal program and to test and report on
internal control over compliance in accordance with OMB Circular A-133, 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 Office of the State Auditor’s internal controi 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. 4 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 compliance requirement will not be prevented,
or detected and corrected, on a timely basis. 4 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 a 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 that might be
material weaknesses or significant deficiencies. We did not identify any deficiencies in internal control
over compliance that we consider 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
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

é/v/éﬁuzgzuﬂ

Bismarck, North Dakota
November 25, 2015
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Office of the State Auditor

Schedule of Findings and Questioned Costs
Years Ended June 30, 2015 and 2014

Section I — Summary of Auditor’s Results

FINANCIAL STATEMENTS

Type of auditor's report issued
Internal control over financial reporting:
Material weaknesses identified

Significant deficiencies identified not
considered to be material weaknesses

Noncompliance material to financial statements noted?

FEDERAL AWARDS

Internal control over major program:
Material weaknesses identified
Significant deficiencies identified not

considered to be material weaknesses

Type of auditor's report issued on compliance for major
programs:

Any audit findings disclosed that are required to be reported
in accordance with OMB Circular A-133 §.510(a):

Identification of major programs:

Name of Federal Program

Federal Oil and Gas Royalty Management
State and Tribal Coordination

Dollar threshold used to distinguish between type A
and type B programs;

Auditee qualified as low-risk auditee?

2015 2014
Unmodified Unmodified
No No
None Reported None Reported
No No
No No
None Reported None Reported
Unmodified Unmodified
No No
CFDA Number CFDA Number
15.427 15.427

$ 300,000 $ 300,000
No No
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Office of the State Auditor

Summary Schedule of Prior Year Findings
Years Ended June 30, 2015 and 2014

No findings reported in the prior year
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