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CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Members of the City Council
City of Minnewaukan

Minnewaukan, North Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Minnewaukan, as of and for the year ended December 31, 2015, and the refated notes to
the financial statements, which collectively comprise the City'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 refevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

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

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.
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Summary of Opinions

Opinion Uit Type of Opinion
Governmental Activities Qualified
Business-Type Activities Qualified
General Fund Unmodified
Municipal Highway Fund Unmodified
Highway Tax Fund Unmodified
Water, Sewer, and Garbage Fund Qualified

Bank Building Fund Qualified
Lagoon Fund Qualified

Other Non-Major Fund Unmodified

Basis for Qualified Opinions over Capital Assets

Prior to December 31, 2012, the City did not maintain capital asset records. Therefore, we were
not able to obtain sufficient, appropriate audit evidence about the amounts at which capital
assels are recorded for the governmental activities, business-type activities, Water, Sewer, and
Garbage Fund, Bank Building Fund, and Lagoon Fund. The amount by which this departure
would affect the assets, net position, and expenditures in these opinion units has not been
determined.

Qualified Opinions

In our opinion, except for the effects of the matter discussed in the “Basis for Qualified Opinions
over Capital Assets” paragraph, the financial statements referred to above present fairly, in all
material respects, the financial position of the governmental activities, business-type activities,
the Water, Sewer, and Garbage fund, the Bank Building fund, and Lagoon fund of the City of
Minnewaukan, as of December 31, 2015, and the respective changes in financial position and,
where applicable, cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the general fund, municipal highway fund and the aggregate
remaining governmental fund information of the Gity of Minnewaukan, as of December 31,
2015, and the respective changes in financial position for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

Other Matlers
Required Supplementary information

Accounting principles generally accepted in the United States of America require that the
budgetary comparison schedules 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 stalements. 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.

BRADY, MARTZ & ASSOCIATES, P.C. 8-



Management has omitted 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 the missing information.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Gity of Minnewaukan’s basic financial statements. The combining
schedule of changes in assets and liabilities — agency funds, listed in the table of contents as
supplementary information, is presented for purposes of additional analysis and is not a
required part of the basic financial statements.

The combining schedule of changes in assets and liabilities — agency funds is the responsibility
of management and was derived from and relates directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the basic financial statements or to
the basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
combining schedule of changes in assets and liabilities — agency funds is fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 12, 2016 on our consideration of the City of Minnewaukan’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is 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 City of Minnewaukan's internal control over
financial reporting and compliance. '

Toudy Mars-

BRADY, MARTZ & ASSOCIATES, P.C.
GRAND FORKS, NORTH DAKOTA

Qctober 12, 2016

BRADY, MARTZ & ASSOCIATES, P.C.




CITY OF MINNEWAUKAN
STATEMENT OF NET POSITION
AS OF DECEMBER 31, 2015

ASSETS

Cash and Cash Equivalents

Receivables (Net of Allowance
for Uncoliectibles)

Due from Local Governments

Capital Assets:
Land .
Construction in Progress
Buildings and Improvements
Machinery and Equipment
Infrastructure
Less Accumulated Depreciation

Total Capital Assets (Net of
Accumutated Depreciation

Total Assets

LIABILITIES
Accounts Payable
Customer Deposits
Accrued Interest Payable
Accrued Compensated Absences
Noncurrent Liabilities:
Due Within One Year
Due in More Than One Year

Total Liabilities

NET POSITION
Net Investment in Capital Assets
Restricted for:
Highways
Social Security
Unrestricted

Total Net Position

Primary Government

Governmental Business-Type

Activities Activities Total

$ 88,755 $ 66,044 % 154,799
5,079 19,372 24 451

9,763 - 9,763
179,817 “ 179,817
36,000 - 36,000

- 34,948 34,948

23,253 - 23,253
6,366,867 - 6,366,867
(249,147} (5,205) {254,352)
6,356,790 29,743 6,386,533
6,460,387 115,159 6,575,546
23,972 5,455 29,427

717 3,608 4,325

237 - 237

623 237 860

23,000 - 23,000
17,650 - 17,650
66,199 9,300 75,499
6,316,140 29,743 6,345,883
36,633 - 36,633
10,374 - 10,374
31,041 76,116 107,157

$ 6,394,188 $ 105,859 $ 6,500,047

See Notes to the Financial Statements

-5-



l@l
SIUBWSIRIS [BIOUBUI By} O} SSJON 998

/$0'005'9  § 898'G0} $ 8aL'vee’'e  $ Buipug - uolisod 18N
L96'L68'S 0LF'LLG L6P'08E'S Bujuuibeg - uolusad 18N
980°809 {LLO°G0P) ZB9'ELO"L UOmSOd 1N u sbueys -
L99°0EL \01L12%) 128'885 SI9]8URI | PUE SenuUaAay [Blsuay) 10|
- (0LL'22y) 0li'ze¥ sIaISUBl |
20l - FALR sBujuses 1salaiu] palonIsaIun
GEG'2E - 565821 SeNnuUaAsy JBYIO
lG/'ee - Ls.'ze uoRNgUISI pIv olBlg
¥20'%9 - P8O Pa saxel IsUl0 puE So[Bg
G6l°Le - GeL°LE soxe] Auadold
sanuansy jeleusy
6L LLF 66022 02E'GSP 99/'99 ¢ B/2iVE $ 6218i2 3 85.'299 $
660°22 86022 - - - £29'881 £G'991
99g'91 CEED - - - 70t'91 gg
FAYA: L1268 - " - Se0‘or 818'98
(r3F'e) (b8F'c) . - - $61'921 8/9'621
02E'GSY - 0zE'SSY 99/°%99 6.2 LP2 96762 122'98Y
(128°2) - (£262) - - - 126°¢
(c98'p) - (£98%) - - - £98'Y
G69°e89 - GB9'E89 916°25S 6.2 L¥C - 00S'9L1
{280'62) - (eeo0'se) 088 LLL - - Z8g'eel
(65£°28) - (6se'z8) - - - 6G6E'28
welL'erl) ¢ - $ (BL'sll) ¢ - s - $ ost'sz & 0692k} $
|elo] S3UANDY SSIMAIOY suonngUIuo)  SusnNguUIuon EERIVEDS sasuadxg
adAl-sSauISng |EIUSUILIBAOL) pue sjueIs pue sjuelsy 1o} ssbileyn
Juawulancky) Alewld renden Bulelado

UOoIlIS0d 19N Ul S9PUB(T)
pue snuaaay (esuadxg) 16N

SanuaAay wel mo._n_

GL0Z ‘L€ YILWZOIA IANT UVYIA FHL HOS
SILIALLOY 40 INJWILYLS
NYINVMINNIW 40 ALID

WswuIBA0L) ARl [B101
S9lIAOY adAl-ssaulsng [BloL
ucocbeT
Buipng »ueg
sfeqien tameg el
:SalAloY odAl-ssauisng

SONIAIOY [BIUSWIWISACK) [B10

83934 pue 1saa|

UolIRSI09Y puB anyngd

wawdojsaag o1Wouosg

SHIOM JNdNd

sfemydiy

IUsWLISAOK) [Blausn)

ISSIHANOY [BIUSLLELIBADY)

uUawwBA0n Aewld
sueiIbold/suonaun




CITY OF MINNEWAUKAN
BALANCE SHEET — GOVERNMENTAL FUNDS
AS OF DECEMBER 31, 2015

Social Security Total
Municipal Fund Governmental
General Highway Fund (Non-Major) Funds
ASSETS
Cash and Cash Equivalents $ 41,863 $ 36,518 § 10,374 § 88,755
Receivables (Net of Allowance
for Uncollectibles) 4,842 237 - 5,079
Due from Local Governmentis 6,431 3,332 - 9,763
Total Assets $ 53,136 $ 40,087 $ 10,374 § 103,597
LIABILITIES AND FUND BALANCES
Liabilities
Accounis Payable $ 20,546 % 3,426 $ - $ 23,972
Customer Deposits 689 28 - 717
Total Liabilities 21,235 3,454 - 24,689
FUND BALANCES
Restricted
Highway - 36,633 - 36,633
Social Security - - 10,374 10,374
Assigned
Horizons 15,088 - - 15,088
Library 1,575 - - 1,675
Unassigned 15,238 - - 15,238
Total Fund Balances 31,901 36,633 10,374 78,908
Totai Liabilities and Fund Balances $ 53,136 § 40,087 % 10,374 § 103,597

See Notes to the Financial Statements
-7-



CITY OF MINNEWAUKAN

RECONCILIATION OF GOVERNMENTAL FUNDS BALANCE SHEET

TO NET POSITION OF GOVERNMENTAL ACTIVITIES
AS OF DECEMBER 31, 2015

Total Governmental Funds Balances 8 78,908
Amounis reported for the governmental activities in the statement of net position are
different because:
Capital assets used in the governmental activities are not financial resources and,
therefore, not reported in the governmental fund.

Capital Assets $ 6,605,937

Accumulated Depreciation (249,147) 6,356,790
Long-term liabilities not due and payable in the current period and, therefore, are not
included in the governmental funds:

Accrued Compensated Absences (623)

Bonds Payable (40,650)

Interest Payable (237) {41,510)
Net Position of Governmental Activities $ 6,394,188

See Notes to the Financial Statements
-8-




CITY OF MINNEWAUKAN
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2015

Social Security Total
Municipal Fund Governmental
General _Highway Fund (Non-Major) Funds
REVENUES
Property Taxes $ 26,729 §$ - $ 4466 § 31,195
Sales and Other Taxes 33,483 30,601 - . 64,084
Licenses and Permits 1,825 - - 1,825
State Aid Distributions 22751 - - 22,751
Charges for Services 25177 1,694 - 26,871
Intergovernmental 359,129 552,916 - 912,045
Rental Income ‘ 800 - - 800
Investment Earnings 102 - - 102
Miscellaneous 12,535 - - 12,635
Total Revenues 482,531 585,211 4,466 1,072,208
EXPENDITURES
Current:
General Government 134,648 7,589 453 142,690
Public Works - 298 - 298
Highways - 23,603 - 23,603
Economic Development 116,500 - - 116,500
Culiure and Recreation 4,863 - - 4,863
Capital Outlay - 552,916 - 552,916
Debt Service:
Principal Retirement 106,991 - - 106,991
Interest and Fees 3,251 - - 3,251
Total Expenditures 366,253 584,406 453 951,112
Excess of Revenues
over Expenditures 116,278 805 4,013 121,096
OTHER FINANCING SOURCES
Issuance of Long-Term Debt 15,468 - - 15,468
Transfers In 462,710 - - 462,710
Transfers QOut - - {35,000} (35,000
Total Other Financing Sources (Uses) 478,178 - {35,000} 443,178
Net Change in Fund Balances 594,456 805 (30,987} 564,274
Fund Balances - Beginning (562,555} 35,828 41,361 (485,366)
Fund Balances - Ending 3 31,901 % 36,633 § 10374 & 78,908

See Notes to the Financial Statements
_9_



CITY OF MINNEWAUKAN
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2015

Net Change in Fund Balances - Total Governmental Funds $ 564,274

Amounts reported for governmental activities in the statement of activities are different
because:

Capital Cutlays are reported in the governmental funds as expenditures. However, in
the statement of activities, the cost of those assets is allocated over their estimated
useful lives as depreciation expense.

Capital Outlays $ 552,916
Depreciation Expense (195,340) 357,576
Repayment of debt 106,991

Proceeds from long-term debt provide financial resources 1o the governmental funds
but the issuance increases long-term liabilities in the statement of net position.

{15,468)
Some expenses 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:
Change in Interest Payable 324
Changes in Net Position } $ 1,013,697

See Notes to the Financial Statements
-10-




CITY OF MINNEWAUKAN
STATEMENT OF NET PQOSITION
PROPRIETARY FUNDS
AS OF DECEMBER 31, 2015

Business-type Activities

Water, Sewer and Totals
Garbage Bank Bullding Lagoon Current Year
ASSETS
Current Assets:
Cash and Cash Equivalents % 33671 % 10,336 $ 22037 % 66,044
Accounts Receivable (Net) 17,079 - 2,293 18,372
Total Current Assets 50,750 10,338 24 330 85,416
Non-Current Assets:
Capital Assets
Buildings and Improvements - 34,948 - 34,948
Less Accumuilated Depreciation - (5,205) - (5,205}
Total Capital Assets (Net of
Accumulated Depreciation) - 29,743 - 29,743
Total Assets 50,750 40,079 24,330 115,159
LIABILITIES
Current Liabilities:
Accounts Payable 4,333 1,122 7/ - 5,455
Customer Deposits 3,386 - 222 3,608
Compensated Absences 237 - - 237
Total Current Liabilities 7,956 1,122 222 9,300
Total Liabilities 7,956 1,122 222 9,300
NET POSITION
Net Investment in Capital Assels - 29,743 - 28,743
Unrestricted 42,794 9,214 24,108 76,116
Total Net Position $ 42794 § 38,957 § 24108 % 105,859

See Notes to the Financial Statements
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CITY OF MINNEWAUKAN
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2015

Business—type Activities

Water, Sewer and Totals
Garbage Bank Building Lagoon Current Year
OPERATING REVENUES:
Water Sales $ 65,227 $ - $ - § 65,227
Utility Charges 50,263 800 - 51,063
Sewer Charges 8,203 - 16,404 24,607
Rental income ‘ - 45,235 - 45,235
Miscellaneous Services 2,601 - - 2,501
Total Operating Revenues 126,194 46,035 16,404 188,633
OPERATING EXPENSES:
Utilities 53,585 10,772 - 64,357
Repairs and Maintenance 9,914 13,137 - 23,051
Supplies 28,973 1,723 - 30,696
Payroll 31,208 - - 31,208
Insurance 1,024 8,268 - 9,292
Administration 2,963 - 5 2,968
Miscellaneous 1,318 - - 1,318
Training 492 - - 492
Travel and Entertainment 201 - - 201
Depreciation Expense - 2,918 - 2,918
Total Operating Expenses 129,678 36,818 5 166,501
Operating Income (Loss} (3.484) 9,217 16,399 22,132
NON-OPERATING REVENUES:
Interest Expense - - (33) (33)
Total Non-Operating Revenues - - (33) (33)
TRANSFERS: _
Transfers Out (275,000} {100,000) (52,710) {427,710)
Total Transfers (275,000} {100,000) (52,710) {427,710)
Changes in Net Position (278,484} (90,783) (36,344) (405,611)
Net Position - Beginning 321,278 129,740 60,452 511,470
Net Position - Ending 3 42,794 $ 38,957 § 24,108 § 105,859

See Notes to the Financial Statements
-fo-




CITY OF MINNEWUAKAN
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2015

Business-type Activities

Water, Sewer and Totals
Garbage Bank Building Lagoon Current Year
CASH FLOWS FROM OPERATING
ACTIVITIES
Receipts from Customers and Users $ 123,958 § 46,035 $ 16,221 $ 186,214
Payments to Suppliers (99,004) (34,380} (4) (133,388)
Payments to Employees (31,259) - - {31,259}
Net Gash Provided by Operating Activities {6,305) 11,655 16,217 21,567
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Change in Due From Other Funds 254,765 53,012 32,544 340,321
Transfers Out (275,000) {100,000) (52,710) (427,710)
Net Cash Used by Noncapital
Financing Activities (20,235) (46,988) (20,168) (87,389}
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Principal Payments on Long-Term Debt - - (2,000) (2,000)
Interest Paid on Debt - - {50) (50}
Net Gash Used by Gapital and
Related Financing Activities - - {2,050} {2,050)
Net Decrease in Cash and Cash Equivalents {26,540} {35,333) {5,999} (67,872}
Cash and Gash Equivalents, January 1 60,211 45,669 28,036 133,916
Cash and Cash Equivalents, December 31 $ 33,671 § 10,336 § 22,037 % 66,044
RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED (USED)} BY OPERATING
ACTIVITIES:
Operating Income (L.oss) $ (3,484) $ 9,217 $ 16,399 $ 22,132
Adjustments to Reconcile Operating
income {Loss) to Net Cash Provided
(Used} by Operating Activities:
Depreciation Expense - 2,918 - 2,918
Changes in Assets and Liabilities:
Accounts Receivable (2,674} - {163} (2,837)
Accounts Payable (534) (480) - (1,014)
Gustomer Deposits 438 - (19} 419
Accrued Compensated Absences (51) - - (51)
Net Cash Provided {Used} by
Operating Activities $ (6,305) $ 11,655 §$ 16,217 $ 21,567

See Notes {o the Financial Statoments
-13-



CITY OF MINNEWAUKAN
STATEMENT OF ASSETS AND LIABILITIES - FIDUCIARY FUNDS
AS OF DECEMBER 31, 2015

Agency Funds
ASSETS
Current Assets:
Cash and Cash Equivalents $ 9,937
Total Current Assets $ 9,937
LIABILITIES
Cuttent Liabilities:
Due to Other Agencies $ 9,937
Total Liabilities $ 9,937

See Notes o the Financial Statemenis
-14-




CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2015

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Minnewaukan operates under a City Council form of government. The financial
statements of the City of Minnewaukan have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as applicable to
governments. 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 poficies are described below.

Reporting Entity

The financial statements of the City include those of independently administered organizations
of which guardianship responsibility falls on the City. Guardianship responsibility is determined
on the basis of taxing powers, budget authority, appointment of governing board members,
designation of management, and fiscal accountability including a guaranteed or moral
responsibility for debt. The criteria used fo determine the financial reporting entity were in
conformance with GASB Statement 61, The Financial Reporting Entity.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and the statement
of activities) report information on all of the non-fiduciary activities of the primary government.
For the most part, the effect of inter-fund activity has been removed from these statements.
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 support.

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
with 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 or capital
requirements of a particular function. Taxes and other items not included among program
revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.

Fund Accounting

The accounts of the City are organized on the basis of funds, each of which are considered to
be a separate accounting entity. The operations of each fund are accounted for by providing a
separate set of self-balancing accounts, which comprise its assets, liabifitics, reserves, fund
balance/net position, revenues, and expenditures or expenses, as appropriate. The City has
the following funds:

-15-



CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015

1) Governmental Fund Types

Governmental fund types are those funds through which most governmental functions typically
are financed. Governmental fund reporting focuses on the sources, uses, and balances of
current financial resources. '

Expendable assets are assigned to the various governmental funds according to the purposes
for which they may or must be used; current liabilities are assigned to the fund from which they
are paid; and the difference between governmental fund assets and liabilities, the fund equity, is
referred to as "fund balance." The measurement focus is upon determination of changes in
financial position, rather than upon net income determination. The following comprise the City's
major governmenial funds:

a) General Fund — This is the City's primary operating fund. It accounts for all
financial resources of the general government, except those required to be
accounted for in another fund.

b)  Municipal Highway Fund — This is the City's fund used for the highway lax
distributions from the State to be used for maintenance and repair of the roads
within the City.

The other governmental fund of the City is considered nonmajor.
2) Proprietary Fund Types

Proprietary fund types are used to account for a government's ongoing organizations and
activities, which are similar to those often found in the private sector. The measurement focus
is upon income determination, financial position, and cash flows.

Enterprise Funds are used to finance and account for the acquisition, operation, and
maintenance of the City's facilities and services, which are supported primarily by user charges.
The foliowing comprise the City's major enterprise funds:

a) Water, Sewer, and Garbage Fund — To account for the operation and maintenance
of the City's Water Utility, Sanitary Sewer System and Sanitation.

by  Bank Building Fund — This is the City's fund used to account for the operations of
the bank building which is rented out to USDA FSA and Bremer Bank.

¢)  Lagoon Fund - This is the City's fund used to account for the sewer improvement
project.

Agency Funds are used to account for assets held by the City as an agent for other individuals,
private organizations, or other governmental units and/or funds. The City acts as an agent in
collecting monies on behalf of various basement mitigation deposits for city residents. No
liability exists on behalf of the Gilty beyond the extent of revenue received for these agency
funds.
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CITY OF MINNEWAUKAN
NOTES TO THE FINANGIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the Proprietary Fund and
Fiduciary Fund financial statements. However, agency funds, unfike other fiduciary funds,
report only assets and liabilities and do not have a measurement focus, and follow the accrual
basis of accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are recognized
as revenues in the year for which they are levied. Grants and similar items are recognhized as
revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental Fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered o be available
when they are collectible within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the City considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences, pension expenditures
and claims and judgments, are recorded only when payment is due.

In applying the susceptible to accrual concept to intergovernmental revenues, the legal and
contractual requirements of the numerous individual programs are used as guidance. There
are, however, essentially two types of these revenues. In one, monies must be expended on
the specific purpose or project before any amounts will be paid to the City; therefore, revenues
are recognized based upon the expenditures recorded and the availability criteria. In the other,
monies are virtually unrestricted as to purpose of expenditure, and are usually revocable only
for failure to comply with prescribed requirements. These resources are reflected as revenues
at the time of receipt, or earlier if the susceptible to accrual criteria are met.

Licenses and permits, fines and forfeitures, charges for sales and services {(other than utility),
and miscellaneous revenues are generally recorded as revenue when received in cash because
they are generally not measurable until actually received. In the category of use of money and
property, property rentals are recorded as revenue when received in cash, but investment
earnings are recorded as earned, since they are measurable and available.

Property taxes are recognized as a receivable at the time an enforceable legal claim is
established. Property taxes are considered available if received within 60 days of year-end.

Amounts reported as program revenues include 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants and contributions, and 3) capital
grants and contributions, including special assessments. Internally dedicated rescurces are
reported as general revenues rather than as program revenues. Likewise, general revenues
include all taxes. :
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CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015

Proprietary Funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a Proprietary Fund’s principal ongoing operations. The
principal operating revenues of the City's enterprise funds and internal service funds are
charges to customers for sales and services. Operating expenses for enterprise funds and
internal service funds include the cost of sales and services, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.

Budgets

The City management submits a proposed budget and levy to the City Council. The Council
~ shall adopt the budget no [ater than the seventh day of October by resolution, which shall set
forth the total for each budget fund. The proposed levies must be adopted and certified to the
County by October 10™ of each year.

Cash and Cash Equivalents
Cash includes amounts in demand deposits and money market accounts.
Capital Assets

Capital assets, including land, buildings, improvements, infrastructure, and equipment assets
are reported in the applicable governmental or business-type activities columns in the
government-wide financial statements. Capital assets are defined by the City of Minnewaukan
as assets with an initial, individual cost of more than $5,000 and an initial useful life of one year
or greater. Such assets are recorded at historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend the life of the asset are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type actlvztses is
included as part of the capitalized value of the assets constructed.

Buildings, improvements, infrastructure and equipment assets are depreciated using the
straight-line method of depreciation over the following estimated useful lives:

Buildings 20-40 Years
Machinery and Equipment  5-15 Years
Infrastructure 5-50 Years

Capital assets are reported as expenditures and no depreciation expense is reported in the
governmental fund financial statements.
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CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - GONTINUED
AS OF DECEMBER 31, 2015

Inter-fund Transactions

In the governmental fund statements, transactions that constitute reimbursements to a fund for
expenditures initially made from it that are properly applicable to another fund, are recorded as
expenditures in the reimbursing fund and as reductions of expenditures in the fund that is
reimbursed.

All other interfund transactions, except reimbursements, are reported as transfers.
In the government-wide financial statements, interfund transactions have been eliminated.
Fund Balance

GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions,
provides more clearly defined fund balance categories to make the nature and extent of the
constraints placed on a government’s fund balance more fransparent. The following
classifications describe the relative strength of the spending constraints and the purposes for
which resources can be used:

Nonspendable — consists of amounts that are not in spendable form, such as inventory
and prepaid items.

Restricted — consists of amounts related to externally imposed constraints established
by creditors, grantors or contributors; or constraints imposed by law through
constitutional provisions or enabling legislation.

Commifted — consists of internally imposed constraints. These constraints are
established by formal action of the City Council.

Assigned — consists of internally imposed constraints. These constraints reflect the
specific purpose for which it is the City’s intended use. These constraints are
established by the City Councl. Pursuant to Council resolution, the City's Clerk-
Treasurer is authorized to establish assignments of fund balance.

Unassigned — is the residual classification for the general fund and afso reflécts negative
residual amounts in other funds.

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

The City considers the spendable fund balance to have been spent when expenditures are
incurred.

When committed, assigned or unassigned resources are available for use, it is the Gity's policy
to use resources in the following order; 1) committed, 2) assigned and 3) unassigned.
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CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015

Net Position

Net position represents the difference between (a) assets and deferred outflows of resources
and (b) liabilities and deferred inflows of resources in the City's financial statements. Net
investment in capital assets consists of capital assets, net of accumulated depreciation, reduced
by the outstanding balances of any long-term debt attributable to the acquisition, construction,
or improvement of those assets. Restricted Net Position consists of restricted assets reduced
by liabilities and deferred inflows of resources related to those assets. Unrestricted Net Position
is the net amount of assets, deferred outflows of resources, liabilities, and deferred inflows of
resources that are not included in the determination of net investment in capital assets or the
restricted component of net position.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outffows 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 resource (expense/expendiiure) until then. The City does
not have any items that qualify for reporting in this category.

in addition to liabilities, the statement of net position will sometimes report 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 will not
be recognized as an inflow of resources (revenue) until that time. The City does not have any
items that qualify for reporting in this category.

Net Position Flow Assumption

Sometimes the government will fund outlays for a particular purpose for both restricted (e.g.,
restricted bond or grant proceeds) and unrestricted resources. In order to calculate the
amounts to report as restricted net position and unrestricted net position in the government-wide
financial statements, a flow assumption must be made about the order in which the resources
are considered to be applied. It is the government’s policy to consider restricted net position to
have been depleted before unrestricted net position is applied.

NOTE 2 EXPENDITURES IN EXCESS OF APPROPRIATIONS

The City's following funds had expenditures that exceeded budget appropriations for the year
ended December 31, 2015.

Fund
Major Funds:
General Fund $ 265,050

Municipal Highway Fund 534,011
: $ 799,061

No remedial action is anticipated or required by the City regarding the above excess
expenditures.
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CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015

NOTE 3 DEPOSITS AND INVESTMENTS

In accordance with North Dakota Statutes, the City maintains deposits at the depository banks
designated by the governing board. All depositories are members of the Federal Reserve
System.

Deposits must either be deposited with the Bank of North Dakota or in other financial institutions
situated and doing business in 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 deposits not covered by insurance bonds.

At year ended December 31, 2015, the City's carrying amount of deposits was approximately
$165,000 and the bank balance was approximately $166,000. The City's balances were fully
covered by federal depository insurance as of December 31, 2015.

Credit Risk
The City may invest idle funds as authorized in North Dakota Statutes, as follows:

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

(b) Securities sold under agreements to repurchase written by a financial institution in
which the underlying securities for the agreement to repurchase are the type listed
above.

{c) Certificates of Deposit fully insured by the Federal Deposit Insurance Gorporation.

{d) Obligations of the state.

NOTE 4 ACCOUNTS RECEIVABLE

Accounts receivable consists of money due for public works services performed by the City for
the residents of the City. Receivables are carried at invoice amount less an estimate made for
uncollectible accounts. Management determines the allowance for uncollectible accounts by
using historical experience and review of individual customer accounts. The allowance for
uncollectible accounts receivable was $2,298. Receivables are written off when deemed
uncollectible. Recoveries of receivables previously written off are recorded when received.

NOTE 5 TAXES RECEIVABLE
Property tax levies are set by the City Council in October each year and are certified to the
county for collection the following year. In North Dakota, counties act as collection agents for all

property taxes.

The county spreads the levies over all taxable property in the City. Such taxes become
receivables of the City as of January 1.
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CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015

Property taxes are payable in equal instaliments by property owners to the county as follows:
Property taxes are levied as of January 1. The property taxes attach as an enforceable lien on
property on January 1. The tax levy may be paid in two installments: the first instaliment
includes one-half of the real estate taxes and all the special assessments; the second
installment is the balance of the real estate taxes. The first installment is due by March 1 and
the second instaliment is due by October 15. A 5% discount is allowed if all taxes and special
assessments are paid by February 15. After the due dates, the bill becomes delinquent and
penalties are assessed.

The county remits the collections to the City and other taxing districts on a monthly basis.
Unpaid taxes at December 31 become liens on the respective property and are classified in the
financial statements as taxes receivable. The receivable is fully offset by deferred inflows of
resources as it is not available to finance current expenditures.

NOTE 6 CAPITAL ASSETS

The following is a summary of capital asset activity for the year ended December 31, 2015:

Primary Government

Beginning Endiﬁg
Balance Additions  Retirements  Transfers Balance

Governmental Activities
Capital Assets, Non-Depreciable:

Land ' $ 179,817 § - % - % - § 179,817
Construclion in Progress 71,537 - - (35,537) 36,000
Capital Assets, Depreciable:
Machinety and Equipment 23,253 - - 23,253
Infrastruciure 5,778,414 552,516 - 35,537 6,366,867
Totals at Historical Cost 6,053,021 552,816 - - 6,605,937
Less Accumulated Depreciaiion for:
Magchinery and Equipment {8,822} (4,651) - - (13,473)
Infrastructure - {44,985}  {190,689) - - (235,674)
Total Accumulated Depreciation {53,807} (195,340} - - (248,147)
Total Governmental Activities Capital Assets, Net $ 5099214 & 357576 § - 5 - § 6,356,790

Business-type Activities

Capital Assets, Depreciable:

Bulldings and Improvements $ 34948 § - % - 3 - % 34948
Totals at Historical Cost 34,948 - - - 34,948
Less Accumulaled Depreciation for:

Buiidings and Improvements (2,287 {2,918 - - (5,205}

Total Accumulated Depreciation (2,287 (2,918 - - (5,205}
Total Business-lype Activities Capital Assets, Net $ 32861 § (2918 % - % - § 29743
Deprecialion expense was charged to Governmental functions as follows:

Highway $ 58756

Public Works 136,584

Total Depreciation Expense : $ 195340
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CITY OF MINNEWAUKAN
NOTES TO THE FINANCIAL STATEMENTS - CONTINUED
AS OF DECEMBER 31, 2015
NOTE 7 INTERFUND RECEIVABLES AND PAYABLES

The City had the following transfers or due to/from other funds at December 31, 2015:

Transier In Transier Qut ) Amount

General Fund Water, Sewer, Garbage $ 275,000
General Fund Bank Building 100,000
General Fund Lagoon Fund 52,710
General Fund Social Security Fund 35,000

Transfers in and out were made to cover the City’s cash flow needs as of December 31, 2015.
NOTE 8 ACCOUNTS PAYABLE

Accounts payable consists of amounts on open accounts owing to individuals, companies, or
organizations for goods and services received prior to December 31, but paid for subsequent to
that date. At December 31, 2015, the majority of the accounts payable was attributable to the
Town Relocation and Water Tower projects.

NOTE 9 LONG-TERM DEBT

Long-term liability activity for the year ended December 31, 2015, was as follows:

Ptincipal
Balance Debt Retirements  Balance Due Within
Governmental Activitias: 1/1/2015 Issued 2015 12/31/2015  Cne Year
General Qbligation Bond Seties 2012 $ 40650 §$ -8 - $ 40650 $ 23,000
Federal and State Anticipation Gertification
of Indebtedness of 2013 91,523 15,468 106,991
Governmental Activities
Long-Term Liabilities $ 132173 § 15468 $ 106,991 $ 40,650 $ 23,000
Business-Type Activities
Sewer Improvement Refunding Revenue Bonds of 1388 § 2000 & - § 2,000 § - 8

Governmental Activities

$90,000 General Obligation Bond Series 2012 due in annual installments averaging $22,500
starting August 1, 2014 to August 1, 2017; interest is 3.50 percent. The balance at December
31, 2015 is $40,650.

Federal and State Aid Anticipation Certificate of Indebtedness of 2013 issued in the maximum
principal amount of $6,139,696 with a maturity date of June 1, 2018. Interest payments are due
dune 1 and December 1 each year at a 2.25% interest rate. There is no principle balance due
on the Certificate of Indebtedness of 2013 at December 31, 2015; the remaining balance was
paid off during the year.
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Business-Type Activities

$218,000 Sewer Improvement Refunding Revenue Bonds of 1998 due in annual instaliments
averaging $14,000 starting September 1, 1998 to September 1, 2015; interest is 2.50 percent.
The remaining balance of $2,000 was paid during the year and there is no balance remaining as
of December 31, 2015.

The annual requirements to amortize outstanding debt, as of December 31, 2015, are as
follows:

Year Ending General Obligation Bond Series 2012
December 31 Principal Interest
2016 $ 23,000 % 1,020
2017 17,650 309
$ 40650 $ 1,329

NOTE 10 RISK MANAGEMENT

The City of Minnewaukan 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 City of Minnewaukan participates in the North Dakota Fire and Tornade Fund and the State
Bonding Fund. The City of Minnewaukan pays an annual premium to 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 Minnewaukan with blanket fidelity bond coverage in the amount of
$1,000,000 for its employees. The State Bonding Fund does not currently charge any premium
for this coverage.

The City of Minnewaukan participates in the North Dakota Worker's Compensation Bureau and
participates in the North Dakota Public Employees Retirement System for employee health and
accident insurance.

There were no settled claims resuliing from these risks that have exceeded insurance coverage
in any of the past three fiscal years.

NOTE 11 COMMITMENTS AND CONTINGENCY
Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates. :
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Grant Programs

The City participates in numerous federal grant programs, which are governed by various rules
and regulations of the grantor agencies. Costs charged to the respective grant programs are
subject to audit and adjustment by the grantor agencies; therefore, to the extent that the City
has not complied with the rules and regulations governing the grants, refunds of any money
received may be required and the collectability of any related receivable at December 31, 2015,
may be impaired.

In the opinion of the Gity, there are no significant contingent liabilities refating to compliance with
the rules and regulations governing the respective grants; therefore, no provision has been
recorded in the accompanying financial statements for such contingencies.

NOTE 12 COMPENSATED ABSENCES

Vacation leave is accrued at a rate of four hours per month. Employees were allowed to have a
carryover of up to twenty hours. As of December 31, 2015, the total liability to the City is $860.

NOTE 13 NEW PRONOUNCEMENTS

GASB Statement No. 72, Fair Value Measurement and Application, addresses accounting and
financial reporting issues related to fair value measurements. The Statement provides guidance
for determining fair value measurement for reporting purposes and for applying fair value to
certain investments and disclosures related to all fair value measurements. The requirements
of this Statement are effective for financial statement periods beginning after June 15, 2015.
Earlier application is encouraged.

GASB Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets
that are not within the Scope of GASB Statement 68, and Amendments to Certain Provisions of
GASB Statements 67 and 68, establishes requirements for defined benefit pensions that are not
within the scope of Statement No. 68, Accounting and Financial Reporting for Pensions, as well
as for the assets accumulated for purposes of providing those pensions. In addition, it
establishes requirements for defined contribution pensions that are not within the scope of
Statement 68. It also amends certain provisions of Statement No. 67, Financial Reporting for
Pension Plans, and Statement 68 for pension plans and pensions that are within their respective
scopes. The requirements of this Statement that address accounting and financial reporting by
employers and governmental nonemployer contributing entities for pensions that are not within
the scope of Statement 68 are effective for financial statements for fiscal years beginning after
June 15, 2016, and the requirements of this Statement that address financial reporting for
assets accumulated for purposes of providing those pensions are effective for fiscal years
beginning after June 15, 2015, The requirements of this Statement for pension plans that are
within the scope of Statement 67 or for pensions that are within the scope of Statement 68 are
effective for fiscal years beginning after June 15, 2015. Earlier application is encouraged.

GASB Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than
Pension Plans, is to improve the usefulness of information about postemployment benefits other
than pensions (other postemployment bencfits or OPEB) included in the general purpose
external financial reports of state and local governmental OPEB plans for making decisions and
assessing accountability. This Statement is effective for financial statements for fiscal years
beginning after June 15, 2016. Earlier application is encouraged.
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GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions, is to improve accounting and financial reporting by state and local
governments for postemployment benefits other than pensions (other postemployment benefits
or OPEB). It also improves information provided by state and local governmental employers
about financial support for OPEB that is provided by other entities. This Statement is effective
for fiscal years beginning after June 15, 2017. Earlier application is encouraged.

GASB Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for State
and Local Governments, is to identify, in the context of the current governmental financial
reporting environment, the hierarchy of generally accepted accounting principles (GAAP). The
“GAAP hierarchy” consists of the sources of accounting principles used to prepare financial
statements of state and local governmental entities in conformity with GAAP and the framework
for selecting those principles. This Statement reduces the GAAP hierarchy to two categories of
authoritative GAAP and addresses the use of authoritative and nonauthoritative literature in the
event that the accounting treatment for a transaction or other event is not specified within a
source of authoritative GAAP. This Statement is effective for reporting perlods beginning afier
June 15, 2015. Earlier application is permitted.

GASB Statement No. 77, Tax Abatement Disclosures, Financial statements prepared by state
and local governments in conformity with generally accepted accounting principles provide
citizens and taxpayers, legislative and oversight bodies, municipal bond analysts, and others
with information they need to evaluate the financial health of governments, make decisions, and
assess accountability. This information is intended, among other things, to assist these users of
financial statements in assessing (1) whether a government's current-year revenues were
sufficient to pay for current-year services (known as interperiod equity), (2) whether a
government complied with finance-related legal and contractual obligations, (3) where a
government's financial resources come from and how it uses them, and (4) a government's
financial position and economic condition and how they have changed over time. This
Statement is effective for financial statements for periods beginning after December 15, 2015.
Earlier application is encouraged.

GASB Statement No. 79, Certain External Investment Pools and Pool Participants, establishes
criteria for an external investment pool to qualify for making the election to measure all of its
investments at amortized cost for financial reporting purposes. This Statement is effective for
reporting periods beginning after June 15, 2015, except for certain provisions on portfolio
quality, custodial credit risk, and shadow pricing. Those provisions are effective for repotting
periods beginning after December 15, 2015. Earlier application is encouraged.

GASB Statement No. 80, Blending Requirements for Certain Component Units an Amendment
of GASB Siatement No. 14, amends the blending requirements for the financial statement
presentation of component units of all state and local governments. The additional criteria
require blending of a component unit incorporated as a not-for-profit corporation in which the
primary government is the sole corporate member. The additional criterion does not apply to
component units included in the financial reporting entity pursuant to the provisions of
Statement No. 39, Determining Whether Certain Organization Are Component Units. The
requirements of this Statement are effective for reporting periods beginning after June 15, 2016.
Earfier application is encouraged.
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GASB Statement No. 81, frrevocable Split-Interest Agreements, provides recognition and
measurement guidance for situations in which a government is a beneficiary of the agreement.
This Statement requires that a government that receives resources pursuant to an irrevocable
split-interest agreement recognize assets, liabilities, and deferred inflows of resources at the
inception of the agreement. Furthermore, this Statement requires that a government recognize
assets representing its beneficial interests in irrevocable split-interest agreements that are
administered by a third party, if the government controls the present service capacity of the
beneficial interests. This Statement requires that a government recognize revenue when the
resources become applicable to the reporting period. The requirements of this Statement are
effective for financial statements for periods beginning after December 15, 2016, and should be
applied retroactively. Earlier application is encouraged.

GASB Statement No. 82, Pension Issues — an Amendment of GASB Statements No. 67 and
No. 73, provides further guidance regarding (1) the presentation of payroll-related measures in
required supplementary information, (2) the selection of assumptions and the treatment of
deviations from the guidance in an Actuarial Standard of Practice for financial reporting
purposes, and (3) the classification of payments made by employers to satisfy employee (plan
member) contribution requirements. This Statement amends GASB Statements No. 67 and No.
68 to require the presentation of covered payroll to be defined as the payroll on which
contributions to a pension plan are based, rather than the payroll of employees that are
provided with pensions through the pension plan. The requirements of this Statement are
effective for reporting periods beginning after June 15, 2016, except for the requirements of this
Statement for the selection of assumptions in a circumstance in which an employer’s pension
liability is measured as of a date other than the employer’s most recent fiscal year-end. In that
circumstance, the requirements for the selection of assumptions are effective for that employer
in the first reporting period in which the measurement date of the pension liability is on or after
June 15, 2017. Earlier application is encouraged.

Management has not yet determined the effect these statements will have on its financial
statements.
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CITY OF MINNEWAUKAN
SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES —~ BUDGET TO ACTUAL
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2015

Budgeted Variance with
Amounis Final Budget -
Original & Actual Paositive
Final Amounis (Negative)
REVENUES
Property Taxes $ 21,600 $ 26,729 §$ 5,129
Sales and Other Taxes 23,850 33,483 9,633
Licenses and Parmits 1,800 1,825 25
State Aid Distributions 22,0600 22,751 751
Charges for Services 24,000 25177 1,177
Intergovernmental - 359,129 359,129
Rental Income - 800 BOO
Investment Earnings - 102 102
Miscellahsous 630 12,5385 11,805
Total Revenues 93,880 482,531 388,651
EXPENDITURES
Current:
General Government 98,703 134,648 (35,945)
Economic Development - 116,500 (116,500)
Culture and Recrealion 2,500 4,863 (2,363)
Debt Service:
Principal Retirement - 108,991 {106,991)
Interest and Fees - 3,251 (3,251)
Total Expenditures 101,203 366,253 (265,050)
Excess (Deficiency) of Revenues over
Expenditures (7,323) 116,278 123,601
OTHER FINANCING SOURCES
lssuance of Long-Term Debt - 15,468 15,468
Transfers In - 462,710 462,710
Total Other Financing
Sources (Uses) - 478,178 478,178
Net Change in Fund Balances (7,323) 594,456 601,779
Fund Balances - Beginning (562,555) (562,555) -
Fund Balances - Ending $ {569,878) $ 31,801 § 601,779

See Note to the Budgetary Comparison Schedules
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CITY OF MINNEWAUKAN
SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES — BUDGET TO ACTUAL
MUNICIPAL HIGHWAY FUND
FOR THE YEAR ENDED DECEMBER 31, 2015

Budgeted Variance with
Amounts Final Budget -
Criginal & Actual Positive
Final Amounis (Negative)
REVENUES
Property Taxes $ - § - % -
Sales and Other Taxes 32,000 30,601 (1,399)
Charges for Services - 1,694 1,694
Intergovernmental - 552,916 552,916
Miscellaneous 2,000 - {2,000}
Total Revenues 34,000 585,211 551,211
EXPENDITURES
Current:
General Government 3,045 7,588 (4,544)
Public Works - 298 (298)
Highways 47,350 23,603 23,747
Capital Outiay ' - 552,916 {552,916}
Total Expenditures 50,395 584,406 (534,011}
Net Change in Fund Balances (16,395) 805 17,200
Fund Balances - Beginning 35,828 35,828 -
Fund Balances - Ending $ 19,433 § 36,633 § 17,200

See Note to the Budgetary Comparison Schedules
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CITY OF MINNEWAUKAN
NOTE TO THE BUDGETARY COMPARISON SCHEDULES
FOR THE YEAR ENDED DECEMBER 31, 2015

NOTE1 BUDGETARY COMPARISON

Budgets are prepared for City funds on the same basis and using the same accounting
practices as are used to account and prepare financial reports for the funds. Budgets presented
in this report for comparison to actual amounts are presented in accordance with accounting
principles generally accepted in the United States of America. All appropriations lapse at year-
end. Encumbrances represent commitments related to unperformed contracts for goods and
setvices. Encumbrance accounting is not utilized in the governmental funds of the City.

The budget is adopted through the passage of a resolution. Administration can authorize the
transfer of budgeted amounts within any fund. Any revisions that alter the total expenditures of
any fund must be approved by the Gity Council. The annual appropriated budget is not legally
binding on the City unless the City has a deficit fund balance. Expenditures exceed the budget
in the general fund and municipal highway fund by $265,050 and $534,011, respectively.
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CITY OF MINNEWAUKAN
COMBINING SCHEDULE OF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUNDS
FOR THE YEAR ENDED DEGEMBER 31, 2015

ASSETS LIABILITIES

Cash and
Cash Due to Other
Equivalenis Agencies
Dahlen
January 1, 2015 $ 9,934 $ 9,934
Additions 3 3
December 31, 2015 $ 9937 § 9,837
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* CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

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 Gouncil
City of Minnewaukan
Minnewaukan, North Dakota

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, business-type activities, each major fund, and the
aggregate remaining fund information of the City as of and for the year ended December 31,
2015, and the related notes to the financial statements, which collectively comprise the City of
Minnewaukan's basic financial statements and have issued our report thereon dated
October 12, 2016.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of
Minnewaukan’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 Gity's internal control. Accordingly, we do not express an opinion on the
effectiveness of the City’s internal 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 weaknesses or
significant deficiencies may exist that were not identified. However, as described in the
accompanying schedule of findings and responses, we identified a certain deficiency in internal
control that we consider to be a material weakness and other deficiencies we consider to be
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, 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,
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or detected and corrected on a timely basis. We consider the deficiency described in the
accompanying schedule of findings and responses as item 2015-001 to be a material
weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internai control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described in the accompany schedule of findings
and responses as items 2015-002 and 2015-003 to be significant deficiencies.

Compliance and Other Matters

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

City of Minnewaukan’s Response to Findings

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

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the City'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 City’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

BRADY, MARTZ & ASSOCIATES, P.C.
GRAND FORKS, NORTH DAKOTA

October 12, 2016
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CITY OF MINNEWAUKAN
SUMMARY SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2015

Financial Statement Findings
2015-001 Preparation of Financial Statements

Criteria

The City does not have the internal resources to identify all journal entries required to maintain a
general ledger and to prepare the full-disclosure financial statements in conformity with
accounting principles generally accepted in the United States of America (GAAP).

Condition

The City's personnel prepare periodic financial information for internal use that meets the needs
of management and the Gity Council. However, the City’s Auditor did assist in the preparation of
the financial statements, including the notes to the financial statements, and did propose
material adjusting journal entries to bring the financial statements into compliance with
accounting principles generally accepted in the United States of America (GAAP).

Cause
The City does not have the internal expertise needed to handle all aspects of the external
financial repotting.

Effect
The City's management is aware of the deficiency and addresses it by reviewing and approving
the completed statements prior to distribution to the end users.

Recommendation
For entities of the City’s size, it generally is not practical to obtain the internal expertise needed
to handle all aspects of the external financial reporting.

Views of Responsible Officials and Planned Corrective Actions

Management recognizes the deficiency and believes it is effectively handling the reporting
responsibilities with the procedures described above.
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CITY OF MINNEWAUKAN
SUMMARY SCHEDULE OF FINDINGS AND RESPONSES - CONTINUED
FOR THE YEAR ENDED DECEMBER 31, 2015

2015-002 Segregation of Duties

Criteria

Generally, a system of internal control contemplates separation of duties that no individual has
responsibility to execute a transaction, have physical access to the related assets, and have
responsibility or authority to record the transaction.

Condition
Lack of sufficient segregation of duties.

Cause
Size and budget constraints limiting the number of personnel within the accounting department.

Effect

The design of the internal control over financial reporting could adversely affect the ability to
record, process, summarize, and report financial data consistent with the assertions of
management in the financial statements.

Recommendation

The mayor or council member should periodically receive and review the bank statements and
canceled checks . before turning them over to the clerk-treasurer to prepare the bank
recongciliation. In addition, these areas should be reviewed periodically and consideration given
o improving the segregation of duties.

Views of Responsibie Officials and Planned Corrective Actions
The City will implement recommendations when it becomes cost effective.
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CITY OF MINNEWAUKAN
SUMMARY SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2015

2015-003 Capital Assel Records

Criteria

The City is required to maintain internal controls at a level where underlying support for general
ledger accounts can be developed and a determination can be made that the general ledger
accounts are properly reflected in accordance with accounting principles generally accepted in
the United States of America.

Condition

The capital asset records do not provide sufficient information for the determination that the
general ledger accounts are properly reflected in accordance with accounting principles
generally accepted in the United States of America.

Cause
Internal controls have not been effectively designed or implemented to ensure that all required

information related to the acquisition, capitalization, depreciation, and disposition of capital
assets is captured and reflected in the appropriate accounting records.

Effect

An appropriate system of internal controls is not present to make a determination whether
capital assets are properly reflected in accordance with accounting principles generally
accepted in the United States of America.

Recommendation :
We recommend that the entire accounting for capital assets be reviewed and a process to
obtain a current capital asset record be developed. We also recommend that internal controls .
related to capital additions, depreciation determination, disposal reporting, and physical
inventory inspections be developed and implemented.

Views of Responsible Officials and Planned Corrective Actions
The City will review their current accounting records and determine how to obtain the required
information on a cost effective basis. -
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