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INDEPENDENT AUDITOR’S REPORT

City Councit
City of Horace
Horace, North Dakota

We have audited the accompanying modified cash financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the City of Horace
(the City) as of aid for the years ended December 31, 2017 and 2016, and the related notes to the financial
statements, which collectively comprise the Cily’s basic financial statements as listed in the table of conlents.

Management’s Responsibility for the Financial Statements

Management is tesponsible for the preparation and fair presentation of these financial statements in accordance
with the modified cash basis of accounting described in Note 1; this includes determining that the modified cash
basis of accounting is an accepiable basis for the preparation of the financial statements in the circumstances.
Management is also responsible for the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of financial statements that are free [rom material misstatements, whether
due o ervor or fraud,

Aunditor’s Responsibility

Our responsibility 15 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 audits to obtain reasonable assurance
about whether the financial statéments are free from material misstatement.

Arn 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 i
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal contro! 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 welt as evaluating the overall
presentation of the financial statements.

We belicve that the audit evidence we have obtained is sufficient and appropriate io provide a basis for our audit
opinions,

Member of

CPAMERICA ’

A, Crowe Honwats el widmerrgeicpa.com




Summary of Opinions

Opinion Unit Type of Opinion
Govermmental activities Adverse
Business-type activities Adverse
General fund Unmodified
Highway fund Unmodified
Debt service funds Umnmaodified
Capital project funds Unmodified
Sales tax fund Unmodified
Other governmental funds Unmodified
Water and sewer fund Adverse
Other business-type fund Unmodified

Basis for Adverse Opinion on Governmentel Activities, Business-Type Activities, and Major Proprietary Fund
As discussed in Note 1 to the financial slatements, management has not recorded capital assets in the
governmental activities, the business-type activities and the major proprietary fund, and, accordingly, has not
recorded depreciation expense on those assets. Accounting principles generally accepted in the United States of
America require that capital assets be capitalized and depreciated, which would increase the assets, net position,
and expenses of the governmental activities, the business-type activities and the major proprictary fund. The
amount by which this departure would affect the assets, net position, and expenses of the governmental activities
and the business-type activities has not been determined.

Adverse Opinion

In our opinion, because of the sigaificance of the matter discussed in the preceding paragraph, the financial
statements referred to above do not present fairly the financial position of the governmental activities, the
business-type activities, and the proprictary major fund of the City of Horace as of December 31, 2017 and 2016,
or the changes in financial position for the years then ended in accordance with the modified cash basis of
accounting described in Note .

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position — modified cash basis of each major governmental fund and the aggregate remaining fund
information of the governmental funds of the City of Horace as of December 31, 2017 and 2016, and the
respective changes in financial position thereof, for the years then ended in accordance with the modified cash
basis of accounting described in Note 1.

Basis of Accounting

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

Other Matters

Required Supplementary Informnation

Accounting principles generally accepted in the United Statements of America require that budgetary comparison
information on pages 37-40 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 (o be an essential part of the financial reporting in 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 aceepted in the United States
of America, when 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 duving our audits of the basic financial statements.




We do not express an apinion 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.

Management has omitted the management’s discussion and analysis that accounting principles generally accepted
in the United States of America require to be presented to supplement the basic financial statements. Such
missing 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. Our opinion on the basic
financial statements is not affected by this missing information.

Other Information

Our audits were conducted for the purpose of forming opirions on the financial statements that collectively
comprise the City of Horace’s basic financial statements. The schedules of fund activity arising from cash
transactions on pages 42-45 are presented for purposes of additional analysis and arc not a required part of the
basic financial statemenis.

The schedules of fund activity avising from cash transactions are the responsibility of management and were
derived from and relate 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 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 schedules of fund acting arising from cash
transactions are fairly slated in all material respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standayds

In accordance with Government Auditing Standards, we have also issued our report dated September 24, 2018 on
our consideration of the City of Horace’s internal control over financial reporting and on our fests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements, and other matters. The
purpose of that report is solely (o describe the scope of our testing of internal conftrol over financial reporting and
compliance and the results of that testing, and fot to provide an opinion on the effectiveness of the City of
Horace’s internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Siandards in considering the City of Horace’s internal
control over financial reporting and compliance.

) ‘2&/(
argo, North Dakota
September 24, 2018
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CITY OF HORACE
STATEMENT OF NET POSITION - MODIFIED CASH BASIS

DECEMBER 31, 2017
Governmental Business-type
Activities Activities Total
ASSETS
Cash and investments $ 5,504,804 3 71,575 $ 5,576,379
Advance to enterprise funds 115,193 - 115,193
Note receivable 06,674 - 96,674
Total assets $ 5716671 $ 71,575 $ _ 5,788.246
LIABILITIES
Checks n excess of deposits 3 1,826,009 5 - $ 1,826,009
Advance from general fund - 115,193 115,193
Long-term liabilities
Due within one year
Special assessment bonds payable 356,710 - 356,710
Loans payable - 211,000 211,000
Due afler one year
Special assessment bonds payable 9,487,836 - 9,487,836
Loans payable - 1,826,063 1,826,063
Total liabilities 11,670,555 7,152,256 13,822,811
NET POSITION
Restricted
Highways maintenance 921,777 - 921,771
Public works 53,172 - 53,172
Sales tax 185,167 - 185,167
Special assessments 25,062 - 25,062
Payroll taxes 39,946 - 39,946
Unrestrieted (7,179.608) (2,080,681) (9,259,689)
Total net position (5,953.884) (2,080,681 {8,034,565)
Total liabilities and net position $ 5,716,671 3 74,575 $ 5,788,246

See Notes to Financial Statements 5
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CITY OF HORACE

RECONCILIATION OF GOVERNMENTAL FUNDS BALANCE SOEET
TO THE STATEMENT OF NET POSITION — MODIFIED CASH BASIS
DECEMBER 31,2017

Total fund balances for governmental funds

‘Total net position reported for governmental activities in the statement of
nef position is different because:

Long-term liabilities applicabie to the City's sovernmental activities
are not due and payable in the current period and accordingly arc not
reported as [und liabilities. All liabifities - both current and long-term -
are reported in the statement of net position.
Balances at December 31, 2017 are:

Special assessment bonds payable
Community notes receivable are not available to pay for current period
expenditures and thus are not recognized in the govermmental

funds but are recognized in the statement of net posifion.

Total net position of governmental activities

See Notes {o Financial Statements

$ 3,793,988

(9,844,546)

96,674

$  (5,953,884)
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CITY OF HORACE

RECONCILIATION OF GOVERNMENTAL FUNDS STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES -
MODIFIED CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2017

Net change in fund balances - total governmental funds b 1,630,103

The change n nel position reported for governmentat activities in the
statement of activities is different becanse:

The issuance of long-term debt provides current financial yesources

to governmental funds, but the issuance increases long-term debt in the
statement of net position. Also, the repayment of debt principal is an
expenditure in the governmental funds, but the repayment reduces
long-term Habilities m the statement of net position.

Issuance of special assessment bonds (5,875,000)
Repayment of special assessment bonds 431,393

The repayment of principal by debtors to the City is considered
income in the governmental funds, but the repayment is shown as a
reduction of the notes receivable amounts in the statement of

net position. {13,326)
Change in net position of governmental activities ¥ {3,826,830)

See Notes to Financial Statements 10




CITY OF HORACE

STATEMENT OF NET POSITION- MODIFIED CASH BASIS
PROPRIETARY FUNDS
DECEMBER 31, 2017

Water and
Sewer
Fund
ASSETS
Cash and investments b 71,575
LIABILITIES
Current liabilities
Loans payable b 211,000
Noncurrent hiabilities
Advance from general fund £15,193
Loans payable 1,826,063
Total Liabilities 2,152 256
NET POSITION
Unrestricted (2,080,681)
Total liabilities and net position $ 71,575

See Notes to Financial Statements il



CITY OF HORACE

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN
FUND NET POSITION - MODIFIED CASH BASIS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2017

Water and

Sewer
Fund
OPERATING REVENUES
Water aperations 3 46,554
Sanitary sewer operations 79,224
Garbage operations 159,174
Water tower surcharge 35,424
Lagoon surcharge 35,424
Total operating revenues 355,800
OPERATING EXPENSES
Construction costs 1,887,727
Salaries and wages 116,616
Contracted services 218,980
Maintenance and supplies 76,784
Purchased power costs 16,700
Debl interest 5,730
Total operating expenses 2,322,537
Loss before transfers (1,966,737)
Transfer out {11,910)
Change in net position (1,978,647)
Net pesition - January | (162,034)
Net position - December 31 $ _ (2,080,681)

Sce Notes 1o Financial Statements




CITY OF HORACE

STATEMENT OF CASH FLOWS — MODITFIED CASH BASIS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2017

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Payments to suppliers
Payments to employees

Net cash used by operating activities
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES
Construction costs
Proceeds from issuance of long-term debt
Payments on long term debt
Payments on interest
Net cash provided by capital financing activiiies
CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES
Transfers out
Net increase in cash and cash equivalents

Cash and cash equivalents - January 1

Cash and cash equivalents - December 31

See Notes to Financial Statements

Water and
Sewer
Fund

$ 355,800
(312,464)
(116,616)

(73,280)

$ (1,887,727
2,038,063

(1,000)

(5,730)

143,606

{11,910)

58,416

13,159

$ 71,575




CITY OF HORACE

STATEMENT OF NET POSITION - MODIFIED CASH BASIS

ASSETS
Cash and investments
Advance to enterprise funds
Note receivable

Total assels

LIARILITIES
Checks in excess of deposits
Advance from general fund
Long-term liabilities
Due within one year
Spectal assessment bonds payabie
Pue after one year
Special assessment bonds payabie

Totai liabilities

NET POSITION
Restricted
Debt service
Highways
Public works
Special Assessments
Payroll taxes
Unrestricted

Total net position

Total liabilities and net position

DECEMBER 31, 2016

Governmental Business-type
Activities Activitics Total

3 2,580,627 5 13,159 $ 2,593,786
115,193 - 115,193
110,000 - 110,000

$__ 2,805,820 i 13,159 $ 2818979
k) 531,935 b - b 531,935
- 115,193 115,193

431,393 - 431,393
3,969,546 - 3,969,546
4,932,874 115,193 5,048,007
157,562 - 157,562
860,208 - 860,208

53,172 - 33,172

25,062 - 25,062

17,7739 - 17,739
(3,240,797 (102,034 (3,342,83 1)
(2,127,054) (102,034} (2,229,088)

5 2,805820 3 13,159 $ 2,818,979

See Notes to Financial Statements
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CITY OF HORACE

RECONCILIATION OF GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION - MODIFIED CASH BASIS
DECEMBER 31,2016

Total fund balances for governmental funds $ 2,163,885

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

Long-term liabilities applicable to the City's governmental activities
are 1ot due and payable in the current period and accordingly are not |
reported as fund liabilities. All liabilities - both current and long-term - |
are reported in the statement of net position,

Balances at December 31, 2016 are:
Special assessment bonds payable (4,400,939)

Community notes receivable are not available to pay for current period
expenditures and thus are not recognized in the governmental

funds but are recognized in the statement of net position. 110,000
Total net position of governmental activities $_(2,127.054)

See Notes to Financial Statements 17
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CITY OF HORACE

RECONCILIATION OF GOVERNMENTAL FUNDS STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES -
MODIFIED CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2016

Net change in fund balances - total governmental funds 3 (1,068,607)

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

The issuance of long-term debt provides current financial resources

to governmental funds, but the issuance increases long-term debt in the
statement of net position. Also, the repayment of debt principal is an
expenditure In the governmental funds, but the repayment reduces
long-term liabilities in the statement of net position.

Repayment of special assessment bouds 326,092

Change in net position of governmental activities

o5

(742,515)

See Notes to Financial Statements ]




CITY O HORACE

STATEMENT OF NET POSITION — MODIFIED CASH BASIS

PROPRIETARY FUNDS
DECEMBER 31,2016
Water and Other Total
Sewer Enterprise Enterprise
Fund Fund Fumls
ASSETS
Cash and investments h) 13,159 - h) 13,159
LIABILITIES
Noncurrent liabilities
Advance from general fund $ 115,193 - $ 115,193
NET POSITION
Unrestricied (102,034) - {102,034)
Total liabilities and net position $ 13,159 - $ 13,159

Sce Notes to Financial Statements
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CITY OF HORACE

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN
FUND NET POSITION- MODIFIED CASH BASIS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2016

Water and Other Total
Sewer Enterprise Enterprise
Fund Funds Funds
OPERATING REVENUES
Waler operations 3 71,347 $ - 3 71,347
Sanitary sewer operations 8151 - 87,751
Garbage operations 168,380 - 168,380
Water tower surcharge 46,326 - 46,326
Lagoon surcharge 46,326 - 40,326
Total operaling revenues 420,130 - 420,130
OPERATING EXPENSES
Salaries and wages 118,394 - 118,394
Contracted services 182,571 - 182,571
Maintenance and suppiies 68,555 - 68,555
Purchased power costs 17,101 - 17,104
Total operating expenses 380,621 - 386,621
Income before transfers 33,509 - 33,509
Transfer in - 67,495 67,495
Change in net position 33,509 67,495 101,004
Net position - January 1 {135,543) {67.495) (203,038)
Net position - December 31 $ {102,034y 3 - $ (102,034)

See Notes to Financial Statemenis 21




CITY OF HORACE

STATEMENT OF CASH FLOWS ~ MODIFIED CASH BASIS

PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2016

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts {rom customers
Pavimenls Lo suppliers
Payments (o employees
Net cash provided by operating aclivities
CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES
Transfer in
Interfund loans
MNet cash provided (used) by noncapital financing activilies
MNet decrease in cash and cash equivalents

Cash and cash equivalenis - January 1

Cash and cash equivalents - December 31

Water and Other Total
Sewer Enterprise Enterprise
Fund Funds Fonds

420,130 b - 5 420,130
(288,577) - (288,577}
{118,390 - (118.394)
13,139 - 13.159
- 67,495 67,495
- {67.495) {67,495}
13,159 - 13,159
13,159 % - $ 13,159

See Notes o Financial Statements
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CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The City of Horace, North Dakota, was incorporated under the laws of the State of North Dakota and operates
under a eity commission form of government. The accounting policy of the City of Horace, North Dakota, is to
maintain the accounting records on a modified cash basis, which is a comprehensive basis of accounting other
than accounting principles generally accepted in the United States of America. Records are not maintained for
capital assets. Since capital asset records are not maintained, depreciation is not recognized and recorded as an
expense. The Governmental Accounting Standards Board (“GASB”) is the accepted standard setting body for
establishing governmental accounting and financial reporting principles.  The more significant of the
government's accounting policies are described below.

Financial Reporting Entify

The accompanying financial statements present the activities of the City of Horace (“City”). The City has
considered all potential component units for which the City is financially accountable and other organizations for
which the nature and sjgnificance of their relationships with the City are such (hat exclusion would cause the
City’s financial statements to be misleading or incomplete. The GASB has set forth criteria to be considered in
determining financial accountability. This criterion includes appointing 2 voting majority of an organization’s
governing body and (1) the ability of the City of Horace 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 City of
Horace,

Based on these criteria, there are no component units to be included within the City of Horace as a reporting
entity.

RBasis of Presentation

Govermment-wide Financial Statements: The statement of net position and the statement of activities report
information on all of the non-fiduciary activities of the primary government of the City of Horace. Eliniinations
have been made to minimize the double counting of internal activities. Governmental activities, which normally
are supported by taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for services.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
segment. 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 or segment and (2) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general revenues.

Fund Financial Statements: The fund financial statements provide information about the City’s funds. Separate
statements for each fund category governmenial and proprietary arc presented. The emphasis of fund financial
statements is on major governmental and enterprise funds, cach displayed in a separate column. All remaming
governmenta} and enterprise funds are aggregated and reported as non-major funds.

(Continued) 23




CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2017 AND 2016

Proprietary fund operating revenues, such as charges for services, result from exchange transactions associated
with the principal activity of the fund. Exchange transactions are those in which each party receives and gives up
essentially equal values. Non-operating revenues, such as subsidies and investment earnings, result from non-
exchange transactions or ancillary activities.

The City reports the following major governmental funds:

General Fund - This is the City’s primary operating fund. T accounts for all financial resources of the
general government, except those required (o be accounted for in another fund.

Highway Fund - This fund is used to account for taxes received for strects and highways and for repair
and maintenance projects.

Debt Service Funds - This fund includes all of the City’s debt service funds aggregated and reported as
one major debt service fund. This fund is used to account for the accusnulation of resources for, and the
payment of, general long-term debt principal, interest and refated costs.

Capital Project Funds - This fund includes all of the City’s capital project funds aggregated and reported
as one major fund. This fund is used to account for fmancial resources, including special assessments, to
be used for the acquisition or construction of major capital facilities, (other than those financed by
proprietary funds or trust funds).

Sales Tax Fund - This fund includes all of the City’s sales taxes recetved to pay for infrastructure
improvements, economic development, job creation, and business retention, expansion, and recruitment.

The City reports the foilowing major enterprise fund:

Water and Sewer Fund - This fund is used to account for customer receipts and payments for public
utilities.

Measurement Focus and Basis of Accounting

In the governiment-wide statement of net position and the statement of activities, both governmental and business-
type activities are presented using the economic resources measurement focus, within the limitations of the
modified cash basis of accounting, as defined in item (b) below.

I the fund financial statements, the current financial resources measurement focus or the economic resources
measurement focus, as applied to the modified cash basis of accounting, is used as appropriate:

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

b) The proprietary funds utilize an economic resources measurement focus. The accounting objectives
of this measurement focus are the determination of operating income, changes in net assets {or cost
recovery), financial position, and cash flows. All assets and fiabilities (whether current or noncurrent,
financial or nonfinancial) associated with their activities are reported. Proprietary fund equily is
classified as net position.”

(Continved) 24




CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

In the government-wide Statement of Net Position and Statement of Activities and the fund financial statements,
governmental and business-type activities are presented using a modified cash basis of accounting. This basis
recognizes assets, liabilities, net position/fund equity, revenues and expenditures/expenses when they result from
cash transactions with a provision for depreciation in the government-wide statements and proprietary fund
statements. This basis is a comprehensive basis of accounting other than accounting principles gencrally accepted
in the United States of America.

As a result of the use of this modified cash basis of accounting, certain assets and their related revenues (such as
accounts receivable and revenue for billed or provided services not yet collected) and certain liabilities and their
related expenses {such as accounts payable and expenses for goods or services received but not yet paid, and
acerued expenses and Habilities) are not recorded in these financial statements.

1f the City utilized the basis of accounting recognized as generally accepted, the fund financial statements for
governmental funds would use the modified accrual basis of accaunting, while the fund financial statements for
proprietary fund types would use the accrual basis of accounting. All government-wide financials would be
presented on the accrual basis of accounting.

Cash and Investmenis

Cash includes amounts in demand deposits and certificates of deposit with original maturities less than 90 days,
stated al cost.

Investments consist of certificates of deposit, with an original maturity date in excess of 90 days, and money
market funds stated at fair value, which approximates market.

Due from (1o} Otihrer Funds

Due from (t0) other funds arise primarily as a result of a cash deficit in one or more funds. These habilities are
expected to be eliminated within one year through future revenues and transfers.

Fund Balunces — Goversnmental Fupds

Fund equity at the governimental fund financial reporting level is classified as “fund balance.” Fund equity for all
other reporting is classified as “net position.”

Fund Balarice — Generally, the find balance represents the difference between current assets and currenl
liabilities. In the fund financial statements, the governmental funds report fund classification that comprise a
hierarchy based primarily on the extent to which the City is bound to honor constraints on the specific purposes
for which amounts in those funds are spent. Fund balances are classified as follows:

Nonspendable — Fund balances that cannot be spent because they are either (a) not in spendable form or
(b} tegally or coniractually required to be maintained intact.

Restricted — Constraints are placed on the use of fund balances which are either (a) externally imposed by
creditors, grantors, contributors, or laws or regulations of other governments or (b) imposed by law
through constitutional provisions or enabling legisiation.

Commitied — Committed fund balances can only be used for specific purposes pursuant to constraints
imposed by formal action of the government’s highest leve! of decision-making authority, the governing
hoard. Formal action is required to rescind a fund balance comnutment.

(Comtinued) 25




CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31,2017 AND 2016

Assigned — Assigned fund balances are amounts that are constrained by the government’s intent to be
used for specific purposes, but are under the direction of the board and the city’s management.

Unassigned — Unassigned fund balances are those that have not been reported in any other classification.
The General Fund is the only fund that can report a positive unassigned fund balance.

At December 31, 2017 and 2016, the City only had restricted and unassigned fund balances. Restricted fund
balances were constrained by stale laws related to specific tax levies and highway tax distributions, as well as
provisions of debt covenants.

Net Position — Net position represents the difference between assets and liabilities. Net positions are classified in
the following categories:

Net Investment in Capital Assets — This amount consists of capital assets net of accumulated depreciation
and reduced by outstanding debt that is atttibuted 1o the acquisition, construction, or improvement of the
assets.

Restricted Net Position — This amount is restricted by creditors, grantors, confributors, or laws or
regulations of other governments.

Unrestricied Net Position — This amount is the net position that does not meet the definition of “net
investment in capital assets” or “restricted net position”.

As of December 31, 2017 and 2016, the City had $1,225,124 and $1,113,743, respectively, in restricted net
position, which are restricted by state laws regarding use of tax levies and state revenues.

Flow Assumptions — When both restricted and unrestricted amounts of fund balances are available for use for
expenditures mcurred, it is the City’s policy to use restricted amounts first and then unrestricted amounts as they
are needed. For unrestricted amounts of fund balance, it is the City’s policy to first use vestricted, then
committed, then assigned, and then unassigned resources as they are needed.

New Prononncements — For the years ended December 31, 2017 and 2016, the City implemented the provisions
of GASB Statement No. 72, Fair Value Measurement and Application. GASB Statement No. 72 establishes
standards for measuring fair value, applying fair value to certain investments, and disclosures related to all fair
value measurements. The additional disclosures required by this standard is included in Note 3.

NOTE 2 — DEPOSITS AND INVESTMENTS

In accordance with North Dakota Statutes, the City of Horace maintains deposits at the depository banks
designated by the governing board. All depositories are members of the Federal Reserve Systemn. Deposifs must
either be deposited with the Bank of Nosth Dakota or in other financial institution situated and doing business
within the state. Deposits, other than with the Bank of North Dakota, must be fully insured or bonded. In lieu of
a bond, a financial institution may provide a pledge of securities equal to 110% of the deposits not covered by
insyrance or bonds.

Authorized collateral includes bills, notes, or bonds issued by the United States government, its agencies or
instrumentalities, all bonds and notes guaranteed by the United States government, Federal Land Bank bonds,
bonds, notes, warrants, certificates of indebtedness, insured certificates of deposit, shares of investment
companies registered under the Investment Companies Act of 1946, and all other forms of securities issued by the
State of North Dakota, its boards, agencies or instrumentalities or by any county, city, township, schoot district,

(Continued) 26




CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

park district, or other political subdivision of the State of North Dakota whether payable from special revenues or
supported by the full faith and credit of the issuing body, and bonds issued by any other state of the United States,
or such other securities approved by the banking board.

Al years ended December 31, 2017 and 2016, the City’s carrying amount of deposits and mvestments were
$3,750,370 and $2,061,849, respectively, and the bank balances were $3,751,039 and $2,091,011, respectively.
Of the bank balances, $332,347 was covered by Federa] Depository Insurance at December 31, 2017 and
$132,923 was covered by Federal Depository [nsurance at December 31, 2016. The remaining bank balances at
December 31, 2017 and 2016 were covered by securities pledged by the financial institution in the City’s name.

Custodial Credif Risk

Custodial credit risk is the risk that in the event of a bank failure, the government’s deposits may not be returned
to it. Beyond what is stated in the North Dakota Century Code, the City does not have a formal policy to further
limit exposure to custodial credit risk for deposits and investments. As noted above, the City’s deposits were all
either fully insured or collateralized.

Investmenis
The City may invest idle funds as authorized in North Dakota Statutes, as foliows:

a) Bonds, treasury bills and notes, or other securities that arc a direct obligation insured or guaranteed by,
the treasury of the United States, or its agencies, instrumentalitics, or organizations created by an act of
CONEress.

b) Securities sold vnder agreements to repurchase written by a financiat institntion in which the underlying
securities for the agreement to repurchase are the type listed above.

¢) Certificates of Deposit fully insured by the Federal Deposit Insurance Corporation.

d) Investments in money market accounts.

e) Obligations of the state.

As outlined above, North Dakota Century Code limits the type of investrents allowed to reduce the amount of
credit risk to the portfolio. The chart below summarizes the credit quality of the City’s investment holdimgs.

Credit
Rating 1273142017 12/31/2016
Investient type
Certificates of deposit Not rated $ 306,350 b 305,493
Money market funds Mot rated 30,032 30,005
Total kY 336,382 b 335,498

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The
chart below summarizes the City’s investments using segmented time distribution. North Dakota Century Code
limits investing funds primarily in shorl- and intermediate-term lquid securities of high credit quality to ensure
adequate liquidity and to minimize the impact of changes in interest rates. Portfolios are structured so that
securities mature concurrent with cash needs to meet anticipated demands.

{Continued) 27




CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

Beginning 12 Months

Total or Less

Investment Type as of December 31, 2017

Certificates of deposit i) 306,350 Y 306,350
Money market funds 30,032 30,032
Total 3 336,382 $ 336,382
Beginning 12 Months

Total or Less

Investment Type as of December 31, 2016
Certificates of deposit ‘ $ 30
Money market funds 3

493 $ 305,493
005 30,005

Total h 335,498 3 335,498

Deposits and investments have been reported as either cash or as invesiments as follows in the financial
statements.

12/31/2617 12/31/2016

Reported in governmental funds $ 3,678,795 $ 2,048,690
Reported in proprietary funds 71,575 13,159
Total reported | $ 3,750,370 $ . 2,061,849
12/312017 12/31/2016

Disclosed as deposits (above} $ 3,413,938 $ 1,726,351
Disclosed as investments (above) 336,382 335,498
Total reported b 3,750,370 5 2,001,849

NOTE 3 - FAIR VALUE MEASUREMENTS

The City uses fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures.

The City follows an accounting standard that defines fair value, establishes a framework for measuring fair value,
establishes a fair value hierarchy based on the quality of inputs used to measure fair value, and requires expanded
disciosures about fair value measurcments. In accordance with this standard, the City has categorized its
investments. based on the priority of the inputs to the valuation technique, into a three-level fair value hierarchy.
The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assefs or
liabilities {Level 1) and the lowest priority to uncbservable inputs (Level 3). 1f the puts used 1o measure the
financial instruments fall within different levels of the hierarchy, the categorization is based on the lowest level
input that is significant to the fair value measurement of the instrument.

(Continned) 28




CITY OF HORACE
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

Financial assets and liabilities recorded on the combined statements of financial position are categorized based on
the inputs to the valuation techniques as follows:

Level T —Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in
active markets.

Level 2 — Inputs to the valuation methodology include quoted prices for similar assets or liabilities in active or
inactive markets and inpuis other than quoted prices that are observable for the assef or liability.

Level 3 — Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The following tables set forth by level, within the fair value hierarchy, the Cily’s assets at fair value as of
December 31:

2017
Fair Value Level 1 Level 2 Level 3
Tnvestnrent type
Certificate of deposit $ 306,350 % 306350 § - b -
Money market funds 30,032 30,032 - -
Total $ 336382 0§ 336382 § s -
2016
Fair Value Level 1 Level 2 Level 3
Tnvestment type :
Certificate of deposit 5 305,493 3 305,493 § - 3 -
Money market funds 30,005 30,005 - -
Total $ 335,498 § 335,498 % - $ -

NOTE 4 — INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

For the years ended December 31, 2017 and 2016, the City had the following interfund receivable/payable
balances:

2017 2016
Due to: $ 115,193 k) 115,193
General fund
Due from:
Water and sewer fund $ 115,193 $ 115,193
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CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

Faor the years ended December 31, 2017 and 2016, the City had the following transfers:

2017 2056
Transfer in
General fund : $ - 3 56,712
Highway fand 150,067 -
Debt service fund 2,121,706 1,861,884
Capital projects 732,443 661,637
Other governmental funds 22,183 -
Other enterprise fund - 67,495
Total $ 3,026,399 $ 2,647,728
Transfer out
General fund i 304,900 S -
Debt service fund 2,709,551 2,547,831
Capita} projects fund - 43,185
Other governmental funds 38 56,712
Walter and sewer fund 11,210 -
Total §  3,026399 $§ 2,647,728

The purpose of the transfers in both 2017 and 2016 was to close out funds thaf the City is no longer using as well
as allocating property tax revenues and special assessments that are collected to pay off outstanding bonds.

NOTE 5~ NOTE RECEIVABLE
On January 1, 2014, the City entered into a promissory note agreement to loan $160,000 to the Park District of
Horace, North Dakota. Under this agrecment, the Park District will repay the loan in monthly instaliments of

$2,500 with a balloon payment due June |, 2019, The loan carries an interest rate of 1.5%. At December 31,
2017 and 2016, the receivable had a remaining balance of $96,674 and $110,000, respectively.
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CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

NOTE 6 — LONG-TERM LIABILITIES
The following changes occurred in long-term liabilities of the City:

Governmenial Activities

Beginning Ending Due Within
Balance Inereases IJecreasts Balance One Year
Special agsessment bonds payable
2017 $  4,400939 3§ 3875000 § 431,393 5 9844346 % 356,710
2016 5 4727031 $ - $ 326,092 % 4400939 % 431,393
Business-Type Activities (Proprietary Funds)
Beginning Ending Due Within
Balance Increases Decreases Balance One Year
Staie Revolving Loans
2047 3 - 5 2,038,003 3 1000 % 2037063 8 211,000
2016 $ - S - b - 3 - 3 -
Meter deposits
2617 § - 5 - $ - 3 $
2016 3 20,350 8 - 3 20350 3 b3 -

Special Assessment Bonds

The City issues special assessment bonds for various construction projects. These bonds will be repaid from debt

service or capital projects funds by amounts levied against the property owners benefited by the project,

Special assessment bonds at December 31, 2017 and 2016 are comprised of the following individual issues:

Special Assessment Bonds

$195,330 water stabilization loan from municipal bond bank due

in annual installments of $10,000 to $15,000 through September 1,

2017; interest at 2.5%

$420,000 of refunding improvement bonds of 2005 due in annual
installments of $30,000 through May 1, 2020; interest at 3.3%

to 4.25%

$565,000 of refunding improvement bonds of 2007 due in annual

instaliments of $40,000 to $45,000 through May 1, 2022; intcrest at

31.75% to 4.5%

$565,000 of refunding improvement bonds of 2008 due in annual

installments of $55,000 1o $60,000 through May I, 2018; interest at

2.35% 10 4.0%
$98,000 of refunding improvement bonds of 2008 due in annual

installments of $4,559 to $8,966 through November 1, 2024;
interest at 4.95%

(Continved)

2017 2016
- $ 15,000
90,000 120,000
200,000 240,000
55,000 110,000
54,546 60,939
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CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

Special Assessment Bonds 2617 2016

$750,000 of refunding improvement bonds of 2010 due in annual
installments of $35,000 to $100,000 through May 1, 2019;
interest at 1.00% to 3.25% 70,060 165,000

$300,000 of refunding improvement bonds of 2010 due in annual
installments of $25,000 1o $35,000 through May 1, 2021,
interest at 2.00% to 3.00% 125,000 155,000

$3,590,000 of refunding improvement bonds of 2015 due in annual
installments of $55,000 to $160,000 through May i, 2040;
interest at 1.10% to 4.00% 3,375,000 3,535,000

$5,875,000 of refunding improvement bonds of 2017 due in annual
instaliments of $279,000 to $383,800 through May i, 2042;
interest at 1,60% to 4.00% 5,875,000 -

Total special assessmeant bonds 3 9,844,546 $ 4,400,939

Special assessment bonds debt service requirements to maturity are as follows:

Special Assessments

Bonds Payable
Principal Interest
2018 3 356,710 § 118,311
2019 362,042 169,367
2020 452,390 195,314
2021 432,156 193,912
2022 403,139 190,178
2023-2027 1,802,509 972,349
2028-2032 1,865,000 883,341
20332037 2,085,000 620,375
2038-2042 2,105,000 233,500

$ 9,844,546 § 3,522,647

Interest paid on special assessment bonds during 2017 and 2016 totaled $136,000 and $145,877, respectively, all
of which was charped to expense, '

Stare Revolving Fund Louns

The City issues state revolving fund loans bonds for various utility projects. These bonds will be repaid from debt
service or capital projects funds by amounts lfevied against the utility service fees from property owners.
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CITY OF HORACE

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

State revolving fund loans bonds at December 31, 2017 are comprised of the following individual issues:

$1,340,000 waslewater trealment assessment warrant, series 2016-1
due in annual installments of $54,000 to $85,000 through September i,
2037; interest at 2.0% s 036,955

$580,000 of drinking water loan due in annual installments of $25,000
to $35,000 through September |, 2037; interest at 1.5% 450,705

$3,192,000 of wastewater treatment assessment warrant, series 20178
due in annual instailments of $132,000 to $190,000 through September 1,
2037, interest at 1.5% 649,403

Total state revolving fund loans $ 2,037,063

State revolving loans debt service requirements {o maturity are as follows:

State Revolving Fund
Loans Payable

Principal Interest
2018 $ 211,000 71,420
2019 215,000 79,925
2020 215,000 76,425
2021 220,000 72,925
L2022 220,000 69,350
2023-2027 1,200,000 290,675
2028-2032 1,340,000 188,400
2033-2037 1,490,000 74,200

$  S,111,000 * 3% 923,320

* The difference between the outstanding balance presented on the enferprise balance sheet compared to the
maturity table presented above is due to the Cify not drawing down all eligible funds before year-end. The City
intends to draw down all funds throughout the course of the wtility projects.

lnterest paid on state revolving loans during 2017 totaled $5,730 all of which was charged to expense. There
were no interest expenses during 2016 as the loans were issued during 2017.

Conduit Debt

On June 6, 2011, the City entered an agreement with Oak Grove Lutheran School, a North Dakota nonprofit
corporation, to issue School Faciliies Refunding Revenue Bonds, Series 2011 in an aggregate amount not
exceeding $7,815,000 for the purposes of (i) financing the acquisition of an elementary school building located at
2720 32" Avenue South, Fargo, North Dakota, (ii) financing the construction and equipping of a multipurpose
fine arts facility, and (iii) financing the construction and equipping of a health and wellness center and renovation
of Gorder Gymnasium, located on the campus of Oak Grove Lutheran School. At December 31, 2017 and 2016,
the notes had an aggregate outstanding balance of $654,462 and $4,819,655, respectively.
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NOTES TO THE FINANCIAL STATEMENTS
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On October 7, 2013, the City adopted a resolution approving the issuance $4,960,000 Health Care Revenue Note,
Series 20138 and $1,040,000 Health Care Revenue Note, Series 2013C to finance, in patt, the acquisition,
construction, and equipping of a 96-bed skilled nursing home. At December 31, 2017 and 2016, the notes had an
aggregate outstanding balance of $5,568,023 and $5,860,560, respectively.

On Aprii §, 2015, the City entered an agreement with the YMCA of Cass and Clay Counties, a North Dakota
nonprofit corporation, to issue Wellness Facilities Revenue Bonds (YMCA of Cass and Clay Counties Project}
Series 2015 in an aggregate amount not exceeding $3,000,000 for the purposes of (1) renovating and constructing
an addition to the aquatic facilities located at 400 1 Avenue South, Fargo, North Dakota, and (ii) paying the cost
of issuance, At December 31, 2017 and 2016, the notes had an aggregate outstanding balance of $2,752,337 and
$2,919,369, respectively.

Upon repayment of the notes, ownership of the acquired facilities transfers from the lender to the private-sector
entity served by the notes. Neither the City, state, nor any political subdivision thereof is obligated in any manner

for repayment of the loans. Accordingly, the notes are not reported as liabilities w the accompanying finangial
statements.

NOTE 7 - FUND DEFICITS

The following funds were in a deficit fund balance or net position at December 31

2017 2016
Debt service funds
Street improvements 93-1 $§ (1,531,712 § -
Drainage improvement district 2010-1 (34,200) -
Refunding, impr bonds 2015 (260,097) -
Capital project funds
Sparks addition 98-1 (2,126) (2,126)
Billy Harris street paving (11,181) (15,181)
Street paving - post office road {44,080) (44,080)
Refunding impr bonds 2005 (refi 1999) - - (1)
Street improvement district 2015-1/52nd (14.911) (14,911
Reline project 2016-1 {180,531) {187,261)
Street improvement district 2015-3/73rd (73,033) {73,033)
WIS 2016-2 Arrowwood 2ud ' {198,070} {198,070)
Improvement district 2016-3 water looping {1,272} (1,272)
Enterprise funds
Water and sewer operaling - major (2,080,681} (102,034)

These deficits are anticipated to be remediated by future transfers.
NOTE 8 - PROPERTY TAXES

The county treasurer acts as an agent to collect property taxes levied in the county for aif taxing authorities. Any
material tax collections are distributed after the end of each month.
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NOTES TO THE FINANCIAL STATEMENTS
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Property taxes are levied as of January 1. The property taxes attach as an enforceable lien on property on January
| and may be paid in two installments. The first installment includes onc-half of the real estate taxes and all the
special assessments and the second installment is the balance of the real estate taxes. The first installment is due
by March | and the second installment is due by October 15. A 5% discount on property taxes is allowed if all
taxes and special assessments are paid by February 15. After the due dates, the bil} becomes delinquent and
penalties are assessed.

Most property owners choose to pay property taxes and special assessments in a single payment on or before
February 15 and receive the discount on the property taxes.

NOTE 9 - PENSION PLAN

The City of Horace provides a retirement plan for City employees. The plan is a SIMPLE IRA defined
contribution plan in which the City contributes an amount established by the governing board, currenily 3% of
gross salaries for each eligible employee. Employees are immediately 100% vested in all employer contributions.
An employee’s contribution can be any amount less than or equal to the maximum amount allowed by law.
Contributions are determined on base salary and exclude any overtime or bonuses carned by employees. To
initially be eligible for the plan, the employee must have carned at least $5,000 per year during any two preceding
years and are expected 1o carn at Jeast $5,000 in the current year. Once eligibility requirements are met for plan
participation, an employee begins actual participation in the plan on the first day of the first plan year after he/she
has met the eligibility requirements. A deduction is made monthly and forwarded to the plan accourt, which is
maintained by Alerus Financial. Upon termination of employment, the employee will receive his or her vested
portion of the contribution. The City’s share of pension costs for the years ended December 31, 2017 and 2016
were $7,510 and $5,874, respectively.

NOTE 10 — RISK MANAGEMENT

The City of Horace is exposed to various risks of loss refated to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters.

In 1986, state agencies and political subdivisions of the State of North Dakota joined together to form the North
Dakota Insurance Reserve Fund (NDIRF), a public entity risk pool currently operating as a comumon risk
management and insurance program for the state and over 2,000 political subdivisions. The City pays an annual
premium to NDIRF for its general Hability, auto and public assets insurance coverage. The coverage by NDIRF
is limited to losses of two million doliars per occurrence for general liability and automobile coverage and to $250
million for public assets coverage.

The City of Horace also participates in the North Dakota Fire and Tornado Fund and the State Bonding Fund.
The City pays an annual premium (o the Fire and Tornado Fund to cover property damage to buildings 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 one million dollars per occurrence during a 12-month period. The State Bonding Fund currently
provides the City of Horace with blanket fidelity bond coverage in the amount of $931,000 for the City
employees.

The City has workers compensation with the North Dakota Workforce Safety and Insurance. The City provides
single health insurance coverage to all full-time employees.

Settled claims resulting from these risks have not exceeded insurance coverage in any of the past three fiscal
years.
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NOTE 11 — CONTINGENT LIABILITIES

On September 7, 1976, the City entered into a contract with a developer for installation of water and sewer lines
and related infrastructure. The developer’s rights under the contract were later assigned to a third party. On
August 11, 2009, the City was served with legal papers regarding a civil lawsuit initiated against the City by the
above-mentioned assignee to the contract. The lawsuit alleges that the City failed to perform under the September
7, 1976 contract. The litigation is currently in the discovery phase and the City’s potential liability under the
lawsuit cannot be reasonably estimated. The City’s legal counsel intends to vigorousty contest the lawsuit.

In October 2014, the City approved the development of the Dream Fieids 2014-1 addition. Subsequent to
inception of the project, a dispute occurred between the project developer and an outside party over ownership of
the southern portion of land included in the development. Currently the parties to the land ownership dispute are
working on a resolution. The City completed the development project in 2015.

NOTE 12 — SUBSEQUENT EVENTS

On March 15, 2018, the City issued $450,000 in refunding improvement bonds to be used by the City for Sireet
Improvement District 2015-3, for Water and Sanitary Sewer Improvement District 2016-2 and to pay for the costs
of the issuance of the bonds, The first principal payment will commence on May 1, 2019 and the bonds are set to

mature on May 1, 2043.

The City has evaluated subsequent events through September 24, 2018, the date which the financial statements
were available to be issued.
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CITY OF HORACK

BUDGETARY COMPARISON SCHEDULE — MODIFIED CASH BASIS
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2017

Original Final Over (Under)
Budget Budget Actual Final Budgpet
REVENUES '
Taxes $ 417,400 5 417400 % 403,847 $ {13,553)
Licenses, permils and fees 89,525 89,525 137,857 68,332
intergovernmentat 208,500 208,500 182,657 (25,843)
inlerest 623 625 884 259
Miscellaneous 33.000 33,000 37,260 4,260
Total revenues 749,050 749,050 782,505 33,455
EXPENDITURES
Current
General government 599,030 599,050 654,987 55,937
Pubiic sufety 158,000 150,600 139,545 (10,455)
Tolal expenditures 749,058 749,650 794,532 45,482
Deficiency of revenues over expenditures - - {12,627 (12,027)
OTHER FINANCING USES
Transfers oul - - {304,900} (304,900)
Net change in fund balances - - 316,927} (316,927)
Fund balances - Beginning of year 1,161,972 1,161,972 £.161,972 -
Fund balances - End of year § 1161972 5 1,161,972 % 845,045 ¢ (316,927)
See Nofes to Required Supplementary Information 37




CITY OF HORACE

BUDGETARY COMPARISON SCHEDULE — MODIFIED CASH BASIS
HIGHWAY FUND
FOR THE YEAR ENDED DECEMBER 31, 2017

Original Final Variance with
Budget Budget Actunl Final Budgpet
REVENUES
Interpovernmental $ - $ - $ 151,992 s 151,992
EXPENDITURES
Currenl
Public works - - 24,490 240,490
Deficiency of revenues aover expendilures - - {88,498) {38.49%)
OTHER FINANCING USES
Transfers in - - 150,067 150,067
Net change in fund balances - - 61,565 61,569
Fund balances « January | 860,208 860,208 860,208 -
Fund balances - December 31 $ 860,208 g 860,208 § 921,777 % 61,564

See Motes to Required Supplementary Information 38




CITY OF HORACE

BUDGETARY COMPARISON SCHEDULE — MODIFIED CASH BASIS
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2016

Original Final Over (Under)
Budget Budget Actual Final Budget
REVENUES
Taxes $ 370,740 § 370,740 $ 168337  § (2,403)
Licenses, permits and fees 38,323 38,325 127,376 89,251
Interpovernmental 178,900 178,900 202,113 23,213
[nterest 750 730 613 {133)
Miscellaneous 6,600 6 000 - {6,000)
Total revenues 594,715 594,715 698,641 103,926
EXPENDITURES
Current
General government 661,715 661,713 770,531 108,816
Public safety 32,600 32,000 30,885 (1,113}
Tolal expenditures 693,715 693,713 801,416 107,701
Deficiency of revenues over expenditures {349,000} {99,000) {102,773) (3,775)
OTHER FINANCING SOURCES (USES) |
Transfers in - - 56,712 56,712 |
Met change in fund balances {99,00%) {59,000 {46,063) 52,937
Fund balances - January 1 1,208,035 1,208,035 1,208,035 -
Fund balances - December 31 §  LI0B035 g L109035 5 L161.972 % 523937

See Notes to Required Supplementary Information 39



CITY OF HORACE

BUDGETARY COMPARISON SCHEDULE — MODIFIED CASH BASIS
HIGHWAY FUND
FOR THE YEAR ENDED DECEMBER 31, 2016

Original Final Over (Under)
Budget Budget Actnal Final Budget
REVENUES
[ntergovernmentat 3 177,462 $ 177,462 3 147,847 $ (29,643)
EXPENDITURES
Current
Public works - - 102,376 102,376
Net change in fund balances 177,462 177,462 45,441 {132,021}
Fund balances - January 1 814,767 814,767 814,767 -
Fund balances - December 31 5% 992229 g 992,229 ¢ 860,208 {132,021)

See Notes to Required Supplementary Information
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CITY OF HORACE

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEARS ENDED DECEMBER 31,2017 AND 2016

NOTE 1 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetury Information:

a)
b)

<)
d)

The City commission adopts an appropriated budget on the modified cash basis of accounting.
Annually on or before September 10", the City prepares a preliminary budget. NDCC Section 40-40-
04,

The prefiminary budget should include the estimated revenues and appropriations for the general
fund, each special revenue fund and each debt service fund of the City. NDCC Section 40-40-05.
The City commission shall meet and hear any and all protests or objections to the items or amounts
set forth in the preliminary budget. At the hearing, the City commission shall make any changes in
the items or amounts shown in the preliminary budget. The final budget is prepared which includes a
summary of the amounts levied for each fund and the total amount levied. NDCC Section 40-40-08.
The City commission, on or before October 7th, completes the final budget. NDCC Section 40-40-
09.

Each budget is controlled by the City auditor at the revenue and expenditure function/object level.
The current budget, except for propetty taxes, may be amended during the year for any revenues and
appropriations not anticipated at the time the budget was prepared. NDCC Section 57-15-31.1.

All appropriations lapse at year-end.

NOTE 2 - LEGAL COMPLIANCE — BUDGETS

Expenditures exceeded budget years ended December 31 by the following amounis:

2617 2016
General fund b 45,482 5 107,701
Highway fund ¥ 240,490 3 102,376

No remedial action is anticipated or required by the City regarding these excess expenditures.
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4334 181 Avenus 8.
Ste 101
Fargo. ND 58103-7414

Phone: 701.237.6022
Toll Free: 888.237.6022
Fax: 701.280.1495
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

To the City Council
City of Horace
Horace, North Dakota

We were engaged to audit, in accordance with anditing 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 modified cash financial statements of the governmental
activities, the business-type activities, each major fund and the aggregate remaining fund information of the City
of Horace (the City) as of and for the years ended December 31, 2017 and 2016, and the refated notes to the
financial statements, which coliectively comprise the City of Horace’s basic financial statements and have issued
our report thercon dated September 24, 2018. Our report includes an adverse opinion on such financial statements
because of management not recording capital assets in governmental activities, the business-type activities, and
accordingly, has not recorded depreciation expense on those assets. Accounting principles generally accepted in
the United States of America require that capital assets be capitalized and depreciated, which would increase the
assets, net position, and expenses of the governmental activities, business-type activities, and the major
proprietary fund.

Internal Control gver Financial Reporting

In connection with our engagement to audit the financial statements of the City of Horace, we considered the
City of Horace’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 opinion on the financial statcments, but not
for the purpose of expressing an opinion on the effectiveness of the City of Horace’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the City’s infernal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was
not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies and therefore, material weakuesses or significant deficiencies may exist that were not identified
However, as described in the accompanying schedule of findings and responscs, we identified certain defliciencies
in internal control that we consider to be material weaknesses and significant deficiencies.

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,
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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 statement
will not be prevented, or detected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and responses to be material weaknesses: 2017-001, 2017-005, 2017-006, and
2017-007.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than
a material weakness, yet important enough to merit attention by those charged with governance. We consider the
deficiency described in the accompanying schedule of findings and responses to be a significant deficiency: 2017-
008.

Compliance and Qther Matters

In connection with our engagement to audit the {inancial statements of the City of Horace 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 audits and, accordingly, we
do not express such an opinion. The results of our tests disclosed instances of noncompliance or other matters
that are required to be reported under Govermment Auditing Standards and which are described in the
accompanying schedule of findings and responses as items 2017-002, 2017-003, and 2017-004.

City of Horace’s Response o Findings

City of Horace’s response to the findings identified in our audits is described in the accompanying schedule of
findings and responses. Cify of Horace’s response was not subjected to the auditing procedures applied .in the
engagement to andit the financial statements and, accordingly, we express no opinion on il.

Purpase of this Report

The purpose of this report is intended solely fo 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 ot on compliance, This report is an integral part of an engagement to perform an audit 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.

Fargo, North Daliota
September 24,2018

47




CITY OF HORACE

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2017 AND 2016

SECTION I- SUMMARY OF AUDITOR’S RESULTS
Financial Statements

Type of auditor’s report issued:

Governmental activities Adverse — modified cash basis
Business-type activities Adverse — modified cash basis
Major governmental funds Unmodified — modified cash basis
Major propristary fumd Adverse — modified cash basis
Aggregate remaining fund information Unmodified — modified cash basis

Internal control over financial reporting:

Material weakness(cs) identified? X yes no

Significant deficiency(ies) identified that are not considered to be none

material weakness(es)? X yes _ reported
Noncompliance material to financial statements noted? X yes no
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CITY OF HORACE

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2017 AND 2016

SECTION II ~ FINANCIAL STATEMENT FINDINGS
FINDING 2017-001 {MATERIAL WEAKNESS) - CAPITAL ASSET RECORDS

Condition

The City of Horace docs not maintain capital asset records sufficient for financial reporting purposes under Basic
Finemcial Siatements and Management's Discussion and Analysis for State and Local Governments (*GASB
34”). Furthermore, the City does not have a capital asset policy which includes a capitalization threshold, useful
lives and depreciation methods.

Criteria

Accounting principles generally accepted in the United States of America require the financial statements include
the capital assets, net of accumulated depreciation. GASB 34 requires that capital asset records include
infrastructure constructed after January 1, 2004,

Effect

The omission of capital assets from the financial statements results in an incomplete presentation of the City of
Horace’s financial statemenis and an adverse audit opinion on the governmental activities, the business-type
activities and the major proprietary fund.

Recommendation
We recommend that the City adopt a capital asset policy, which serves as a guideline for financial reporting of
capital assets, We further recommend that the City prepare a schedule of capital assets, which will allow the City

to determine the useful lives and annual depreciation expense or determine if the City should implement the
modified approach for infrastructure. This is a repeal recommendation.

Views of Responsible Officials

The City Auditor will work with office staff to create a capitalization policy that can be presented to the City
Council for approval. Then the City Auditor can work to identify assets purchased in prior years and take steps to
prepare a depreciation schedule.

FINDING 2017-002 (MATERIAL NONCOMPLIANCE} - BUDGETS

Condition

The City does not include budgeted amounts for the highway fund in 2017 nor the debt service funds lor both
years audited in its budgel-to-actual financial statements. Moreover, the City’s expenditures exceeded the final
budget for the general fund and the highway fund in 2017 and 2016.

Criteria

NDCC 40-40-05 requires municipalities fo budget for the general fund, each special revenue fund, and each debt

service fund. Furthermore, NDCC 40-40-15 provides for joint and several habilities for City Council members
for overspent budgets.
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CITY OF HORACE

SCHEDULY OF FINDINGS AND RESPONSES
DECEMBER 31, 2017 AND 2016

Effect

The City may be in violation of NDCC 40-40-15, and the City Council exposes itself to potential joint and several
Liabilities for any overspent budgets. Finally, the City’s financial statements are exposed to an increased risk of
errors and fraud related to expenditures.

Recommendation
We recommend that the City budget for all funds required by NDCC 40-40-05, including all inter-fund transfers.
We recommend that the budgetary information for all funds be provided with the City’s financial statements for

review and approval of responsible officials. We further recommend that the governing board amend the budget
for any funds to be overspent. This is a repeat recommendation.

Views of Responsibie Officials
The City will begin to budget for alf funds and inter-fund transfers.

FINDING 2017-003 (MATERIAL NONCOMPLIANCE) — POSTING OF SPECIAL ASSESSMENTS

Condition
When the City receives special assessments from the county, the assessments are posted to the Streel

Improvements 93-1 fund. However, payments are paid out of the individual debt service funds. This has resulted
in a surplus in the Streets Improvements 93-1 fund and deficit balance in the other debt service funds.

Criteria

The City’s bond covenants and NDCC 21-03 require special assessments levied for debt service purposes to be
used for that purpose.

Effect

There is a risk of non-compliance with debt covenants and with NDCC 21-03. Alse, if the special assessments
are used for purposes other than retirement of the related bond issue, the City runs the risk of running out of cash
later in the bond repayment process.

Recommendation

We recommend that the City obtain information enabling it to determine the special assessments by special
assessment district.  ‘We further recommend that the correct amounts of special assessments by district be
allocated to the individual debt service funds. This is a repeat recommendation,

Views of Responsible Officials

The City Auditer has begun the process of working with the City’s Assessor in an attempt to resolve. Some
progress has been made, but still work in process.
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CITY OF HORACE

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2017 AND 2016

FINDING 2017-004 (MATERIAL NONCOMPLIANCE) —~ USE OF CAPITAL PROJECTS FUNDS

Condition

It was noted that some of the City’s capital projects funds are being utilized to make debt service payments.
Criteria

Bond covenants and NDCC 21-03-08 require bond proceeds to be kept in a fund “separate and distinet from all
atlyer finds, t6 be used for the purpose for which it was borrowed.” Dond covenants and NDCC 21-03 refer to the

creation of a bond fund or sinking fund, “separate and apart from all other funds of the issuer,” to which special
assessments should be deposited and from which bond principal and interest payments should be made.

Effect

Special assessments may be improperly used for purposes other than those for which they were levied,
Furthermere, the City may be out of compliance with NDCC 21-03-08 and various debt covenants,

Recommendation

We recommend that, for each new improvement project, the City establish both a separate capital projects fund
and a separate debt service fund. The bond proceeds should be deposited in the capital projects fund and used
only for the purposes for which it was borrowed (i.e., construction and related costs). When the project is
complete, any remaining funds should be transferred mto the debt service fund.

All special assessments levied for the specific project should be deposited into the debt service fund, and al] debt
principal and interest payments should be made from the debt service fund.

We further recommend that the City evaluate its current existing funds. It is likely that some of the funds
currently classified as capital projects funds are more accurately described as debt service funds for financial
reporting purposes. This is a repeat recommendation,

Views of Responsible Officials

The City is implementing this process going forward.

FINDING 2017-045 (MATERIAL WEAKNESS) - SEGREGATION OF DUTIES

Condition

We betieve the limited number of personnel prevents a proper segregation of duties to ensure adequate internal
control.

Criteria

To ensure adequate internal control over financial reporting and prevent material misstatements due to errors or
fraud, there should be a segregation of the functions of approval, custody of assets, posting and reconciliation.
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CITY OF HORACE

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2017 AND 2010

Fiffect
The financial statements are susceptibie to misstatements due to errors or fraud.
Recommendation

We recommend that management be aware of the lack of segregation of duties and implement controls wherever
possible fo mitigate this risk. This is a repeat recommendation.

Views of Responsible Officials

The City is awarce of this weakness, however, 1t is not practical at this time to hire sufficient staff to segregate
duties. The City Auditor will discuss with the Council moving forward.

FINDING 2017-006 (MATERIAL WEAKNESS) - MATERIAL AUDIT ADJUSTMENTS

Coudition
During testing of the beginning fund balances, it was noted that the City did not record the prior year proposed
audit adjustments and some of the current year transactions were posted directly to fund balance. It was also

noted that there was only one general ledger cash account which caused certain transactions to be posted across
funds.

Criteria

To ensure adequate internal controf over financial reporting ‘and prevent material misstatements due to errors or
fraud, there should be a control to identify that the City’s transactions are balanced by fund.

Effect

‘The financial statements are susceptible to misstatements due to errors or fraud.

Recommendation

We recominend that the City creates general ledger cash accounts for all of the City’s funds to properly track the
revenue and expenses that arc being recorded in those funds, instead of posting directly to fund balance of the

General Fund cash account.

We also recommend that the City evaluate their current accounting software and explore potential options that
include financial reporting to provide all users with meaningful reports.

Views of Responsible Officials
The City is aware of the transactions crossing [unds in the accounting software and believe that the City’s

operations have outgrown the software. The City is Jooking to purchase new software that is more compaltible
with the City’s operalions.
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CITY OF HORACE

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2617 AND 2016

FINDING 2017-067 (MATERIAL WEAKNESS) — FINANCIAL STATEMENT PREPARATION

Condition

Widmer Roel PC assists management in preparing financial statements that are presented, including note
disclosures, on the modified cash basis of accounting.

Criteria

As a matter of internal control, management should be responsible and capable of preparing financial statements
in conformity with generally accepted accounting principles, or as applicable, another comprehensive basis of
accounting,.

Effect

Without the assistance of the auditors, the financial statements could be materially misstated or omit material
financial statement disclosures.

Recommendation
We recominend that management be aware of this condition and be prepared and abie o provide all necessary
mformation and schedules to complete the financial statements and disclosures. We further recommend that a

responsible official review a current appropriate disclosure checklist or other guidance to ensure the financial
statements contain all necessary disclosures, This is a repeat recommendation.

Views of Responsible Officials .. -
The City has noted this as a control weakness,

FINDING  2017-008 (SIGNIFICANT DEFICIENCY) - HORACE PARK DISTRICT LOAN
REPAYMENT

Condition

During the audit, it was noted that the last payment received from the Horace Park District was for the March
2016 installment based on the original repayment plan.

Criteria

The City should be receiving timely payment for the note receivable balance.

Effect

‘The Park District may not be able to repay the loan and the City would have to write-off the outstanding balance.

Recommendation

We recommend that the City create a plan to collect the payments from the Horace Park District, or create a new
repayment schedule.
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CITY OF HORACE

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2017 AND 2016

Vicws of Responsible Officials

The City is working to develop a recommendalion on how to handle the outstanding loan payments that are
delinguent,
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