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Certified Public Accountants

INDEPENDENT AUDITOR!S REPORT

Governing Board
Peace Garden Special Services
Bottineau, North Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental
activities and the major fund of Peace Garden Special Services, Bottineau,
North Daketa, as of and for the year ended June 30, 2018, and the related
notes to the financial statements, which collectively comprise the Unit’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,
implementaticn, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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

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

In our oplnion, the financial statements referred to above present fairly, in
all material respects, the respective financial position of the governmental
activity and the major fund of Peace Garden Special Services, Bottineau,
North Dakota, as of June 30, 2018 and the respective changes in financial
position in accordance with accounting principles generally accepted in the
United States of America.

Emphasis of Matter

As discussed in Notes 1 and 12 to the financial statements, Peace Garden
Special Services adopted GASB Statement No. 753, Accounting and Financial
Reporting for Postemployment Benefits Other than Pensions, which resulted in
a restatement of the net position as ¢f July 1, 2017. Our opinion is not
modified with respect to this matter.

Other Matters
Required Supplementary Information

Management has omitted the management’s discussion and analysis that
accounting principles generally accepted in the United States of America
required 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 stateménts in an appropriate operational, economic, or historical
context. Our opinion on the basic financial statements 1s not affected by
this missing information.

Bcocounting principles generally accepted in the United States of RAmerica
reguire that the budgetary compariscon information c¢n page 30, the schedule of
unit’s share of net pensiocn liability for the last ten fiscal years on page
31, the schedule of the unit’s contributions for the last ten fiscal years on
page 32, schedules of unit’s share of net OPEB liability ND public employees’
retirement system for the last 10 fiscal years on page 33, schedules of unit
contributions ND public employees’ retirement system for the last 10 fiscal
years on page 34, and the related notes on page 35 be presented to supplement
the basic financial statements. Such information, although not a part cf the
basic financial statements, is required by Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for
placing the basic financials statements in an appropriate operational,
econonic, 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 aboul the methods of preparing the information and
comparing the information for consistency with management’s responses to our
incquiries, the basic financial statements, and other knowledge we obtained
during cur audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion

or provide any assurance




Other information

our audit was conducted for the purpose of forming opinions on the financial
statements that collectively comprise Peace Garden Special Service's basic
financial statements. The accompanying schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by Title
2 U.8. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Reguirements, Cost Principles, and Audit Requirements for Federal Awards, and
is not a required part of the basic financial statements, Such information is
the responsibility of management and was derived from and relates directly to
the underlying acccunting and other records used toc prepare the basic
financial statements.

The 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 financials statements themselves, and other
additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the schedule of
expenditures of federal awards is fairly stated, in all material respects, in
relation to Lhe 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 August 24, 2018, on cur consideration of Peace Garden Special
Service’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 cpinion on
internal control over finahcial reporting or on compliance. That report is an
integral part of aa audit performed in accordance with Government Auditing
Standards in considering Peace Garden Special Service’s internal control over
financial reporting and compliance.

Lot V-

LERVIK & JOHNSCN
Certified Public Accountants
Bottineau, North Dakota

August 24, 2018




PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

STATEMENT CF NET POSITiON
June 30, 2018

ASSETS:

-Current Assets:
Cash 5 205,410.18
Due from Local Sources 59, ¢b5.16
Due from State Government 26,826,006
Due from Federal Government 177,437.95
Capital Assets (Net of Accumulated Depreciation) 17,209.24

Tetal Current Assets 486,538.53

DEFERRED CUTFLOWS CF RESQURCES:

Deferred Outflows Relating Lo Pensions and OPEB 517,793.28
LIABILITIES:
Current Liabilities:

Accounts Payable 17,614.66

Leong-Term Liabilities:
Net Pension and OPEB Liabilities 1,738,643.00

Total Liabilities 1,756,257.66

DEFERRED INFLOWS QOF RESCURCES:
Deferred Inflows Relating to Pensions and OFPER 46,053.00

NET POSITION:

Net Investment in Capital Assets ‘ 17,209.24
Unrestricted {815,188.09)
Total Net Position 5 {797,978.85)

The accompanying notes are an integral part of these financial statements.

5




For the Year Ended June 30,

GOVERNMENTAL ACTIVITIES:

Preschool Special
Education
Speech Impaired Programs
Speech Patholegy
Emotionally Disturbed
Social Work Services
Psychological Services
Occupational Therapy
Other Student Support
Instructional Staff
Suppert Services
Governing Board
Special Area
Administrative Services
Business Support Services
Services Provided for
Another LEA
Tuition Flow-Through
Other Support

Total Governmental

Activities

Bottineau,

PEACE GARDEN SPECIAL SERVICES
North Dakota

STATEMENT OF ACTIVITIES

2018

Program Revenues

(Expense)

Charges Operating Revenue and
for Grants and Changes
ExXpenses Services Contributions In Net Position
s 219,762.68 $ - $ 58,434.39 8 {161,327.69)
212,713.47 - - (212,713.,47)
179,949.0¢% - 100,868.99 (79,080.10)
87,4401.36 - 50,434.49 (36,9606.87)
81,49%4.35 - 50,434.49 (31,059.86)
141,871.29 - 102,241.00 (39,630.29)
145,321.18 - 102,241.00 {43,080.18)
27%1,370.38 - 35,143,00 (236,227.38)
14,760,711 - - {14,769.71)
13,837.49 - - {13,837.49)
509,068.72 - 328,713.00 {180,355.72)
32,680.42 - - {32,680.42)
40,664.92 669,421,59 - 628,756.67
244,673.02 - 244,673.02 -
13,062.51 - - (13,062.51)
$ 2,208,630.99 $ 669,421.5% $ 1,073,183.38 § {466, 026.02)
General Revenues:
Local Revenues; assessments collected - $ 34,656.00
Federal aid-not restricted to
specific programs 42,381.00
State aid-not restricted to
specific programs 241,920.00
Earnings on investments and
miscellaneous revenue 6,106.78
Total General Revenues 325,063.78
Change in Net Positicn {140, 962.24)
Net Position - Juiy 1 {635,677.13)
Restatement (Note 13} {21,339.48)
Net Position - July 1, as Restated {657,016.61)
Net Position - June 39 s {797,978.85)

The accompanying notes are an integral part of these financial statements.
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PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

BALANCE SHEET - GOVERNMENTAIL FUNDS
June 30, 2018

ASSETS:
Current Assets:
Cash
Due from Local Sources
Due from State Sources
Due from Federal Government

Total Assets

LIABILITIES AND FUND BALANCES:
Current Liabilities:
Accounts Payable

Fund Balance:
Unassigned

Total Liabilities and Fund Balance

205,410.18
59,655.16
26,826.00

177,437.95

469,329.29

17,614.66

451,714,63

' 169,329.29

The accompanying notes are an integral part of these financial statements.
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PEACE GARDEN SPECTAL SERVICES
Bottineaun, Nerth Dakota

RECONCILIATION OF GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET POSITION
June 30, 2018

Total Fund Balances for Governmental Funds

Amounts reported for governmental activities in the
Statement of Net Position are different because:

Capital assets used in governmental activities
are not current financial resources, so are
not reported in the governmental funds.

Cost of Capital Assets 72,936.30
Less Accumulated Depreciation (55,727.086)
Net Capital Assets

Some liabilities, including net pension
and OPEB obligations, are not due and
payable in the current period and,
therefore, are not reported in the funds,

Net Pension and OPEB Liability
Deferred outflows and inflows of resources
related to pensions and OPEB are applicable
to future periods and, therefore, are not

reported in the funds.

peferred Outflows of Resources Related to Pensions and OPEB
Deferred Inflows of Resources Related to Pensions and OPEB

Total Net Position of Governmental Activities

The accompanying notés are an integral part of these financial statements.
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PEACE GARDEN SPECIAL SERVICES
Bottinesau, North Dakota

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
For the Year Ended June 30, 2018

General
Fund
Revenues:
Local Sources ' $ 40,762.78
State Sources 486,593.02
Federal Scurces 870,891, 36
Other Sources ' 669,421,59%
Total Revenues 2,067,668.75
Expenditures:
Current:
Preschool Special Education 218,508.00
Spéech Impaired Programs 212,713.47
Speech Pathology 179,94%.09
Emotionally Disturbed 87,401.36
Social Work Services 81,494,.35
Psychological Services 141,871.29
Occupational Therapy 145,321.18
Other Student Support Services 271,370.38
Instructional Staff Support Services 14,760.71
Governing Board 13,837.49
Special Area Administrative Services 396,413.63
Business Support Services 32,680.42 .
Services Provided for Another LEA 40, 664,92
Teition Flow-Through 244,673.02
Other Support Services 13,062.51
Total Expenditures 2,004,721.82
Excess of Revenues Over
{(Under) Expenditures (27,053.07)
Fund Balance-July 1 .4718,767.70
Fund Balance-June 30 ' $  451,714.63

The accompanying notes are an integral part of these financial statements.

S



PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

RECONCILIATION OF GOVERNMENTAT, FUNDS STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES

TO THE STATEMENT CF ACTIVITIES
For the Year Ended June 30, 2018

Net Change in Fund Balances-Total Governmental Funds

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

Governmental funds report capital outlays as
expenditures. However, in the Statement of
Activities, the cost of those assets is
allocated over their estimated useful lives
and reported as depreciaticn expense.

Current Year Depreciation Expense

Some expenses reported in the Statement
of Activities do not reguire the use of
“current financial resources and are not
reported as expenditures in governmental
funds.

Governmental funds report district pension and OPEB
contributions as expenditures. However, in the

Statement of Activities, the cost of pension and OPEB
benefits earned net of employer contribution is reported

as pension and OPER expense.

Net change in Net Position of Governmental Activities

{27,053.07)

(7,555.01)

{(106,354.16}

(140,962.24)

The accompanying notes are an integral part of these financial statements,
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NOTE 1:

PEACE GARDEN SPECTAL SERVICES
Bottineau, North Dakota

NOTES TO THE FINANCIAL STATEMENTS
June 30, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The purpose of the Peace Garden Special Services (the special
education unit or the unit) is to prescribe the rules and regqulations
for special education, assist school districts in the development and
administration of special education programs, and establish the
standards and provide for the approval and certification of schools
and facilities.

The financial statements of the special education unit have been
prepared in conformity with accounting principles generally accepted
in the United States of America (GAAP) as applied to government units.
The Governmental Accounting Standards Board (GASB) is the accepted
standard setting body for establishing governmental accounting and
financial reporting principles. The more significant of the
government's accounting policies are described below.

A, Financial Reporting Entity

The accompanying financial statements present the activities of the
Peace Garden Special Services. The special education unit has
considered all potential component units for which the special
education unit is financially accountable and othexr organizations for
which the nature and significance of their relationships with the
special education unit are such that exclusion would cause the special
education unit’s financial statements to be misleading or incomplete.
The Governmental Acccuniing Standards Board = (GASB) has set forth
criteria to be considered in determining financial accountability.
These criteria include either appointing a voting majority of an
organization’s governing body or an organization being fiscally
dependent and (1) the ability of the special education unit to impose
ite will “on that organization or (2) the potential for the
organization to provide specific financial benefits to, or impose
specific financial burdens on, the special education unit.

Based on these criteria, there are no component units to be included
within the Peace Garden Special Services as a reporting entity.

B. Financial Statement Presentation

Covernment-wide financial statements: The Statement of Net Position
and the Statement of Activities display information about the primary
government, Peace Garden Speclal Services. These statements include
the financial activities of the overall government ({except fiduciary
activities, of which the special education unit has none).
Governmental activities generally are financed through taxes,
intergovernmental revenues, and other nonexchange transactions. As a
general rule, the effect of interfund activity has been eliminated
from the government-wide financial statements.

The Statement of Net Position presents the unit’s nonfiduciary asssets,
deferred outflows of resources, liapilities, and deferred inflows of
resources, with the difference reported as net position. Net position
is reported in the following categories:

11




Net investment 1in capital assets consists of capital assets, net of
accumulated depreciation and reduced by outstanding balances for
ponds, notes and other debt attributable to the acquisition,
construction or improvement of those assets.

Reastricted net position results when constraints placed on net
position use are either externally imposed or imposed by law
‘through constitutional provisions or enabling legislation.

Unrestricted net position consists of net position not meeting the
definition of the two preceding categories. Unrestricted net
position often has constraints on resources imposed by management
which can be removed or medified,

The Statement of Activities presents a comparison between direct
expenses and program revenues fLor each function of the special
education unit’s governmental activities. Direct expenses are those
rhat are specifically associated with a program or function and,
therefore, are clearly identifiable to a particular function. Program
revenues include (a) fees and charges paid by the recipients of goods
or services offered by the programs and {b) grants and contributions
that are restricted to meeting the operational or capital requirements
of a particular program. Revenues that are not classified as program
revenues are presented as general revenues.

Under the terms of grant agreements, the special education unit funds
certain programs by a combination of specific cost-reimbursement
grants and general revenues. Thus, when program exXpenses are
incurred, there are both restricted and unrestricted net position
available to finance the program. It is the special education unit’s
policy to first apply cost-reimbursement grant resources to such
programs, followed by general revenues.

Fund Financial Statements: Separate financial statements are
provided for governmental funds and fiduciary funds, even though the
latter are excluded from the government-wide financial statements.
Major individual governmental funds are reported as separate columns
in the fund financial statements, All remaining governmental funds are
aggregated and reported as nonmajor governmental funds,

The special education unit has only one governmental fund:

General Fund., This is the special education unit’s primary operating
fund. Tt accounts for all financial resources of the general
government, except those regquired to be accounted for in ancther fund.

C. Measurement Focus and Basis of Accounting

Measurement focus is a term used to describe how transactions are
recorded within the warious financial statements, and inciude the
economic resources measurement focus and the current financial
resources measurement focus. '

Economic resources measurement focus: The accounting cbjectives of
this measurement focus are the determination of operating income,
changes in net position {or cost recoveryj, financial position, and
cash flows. All assets and liabilities (whether current or
noncurrent, financial or non-financial} are reported 1n the

financial statements.
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Current financial resources measurement focus: Under this
measurement focus, only current financial assets and liabilities

are generally included on the balance sheet. The operating
statements present sources and uses of available, spendable
financial resources during any given period. Using the current

financial resources measurement focus, principal and interest on
long-term debt, claims and judgments, and compensated absences are
recorded as expenditures only when payment is due. This
measurement focus also requires capital asset acquisitions to be
reported as expenditures, and proceeds of general long-term debt
and acquisitions under capital leases to be reported as other
financing sources.

Basis of accounting refers to when the transactions are recorded,
regardless of the measurement focus applied. The special education
unit uses the accrual and the modified accrual bases of accounting, as
discussed below.

Govermnment-wide Financial Statements

The government-wide financial statements are reported using the
cconomic resources measurement focus and the accrual basis  of
accounting, Revenues are recorded when earned and expenses are
roecorded at the time liabilities are incurred, regardless of when the
related cash flows take place. Nonexchange transactions, in which the
special education unit gives (or receives} value without directly
receiving (or giving} equal value in exchange, include grants,
entitlements, and donations. On an accrual basis, revenue from
grants, entitlements, and donations is recognized in the fiscal year
in which all eligibility requirements have been satisfied.

Governmental Fund Financial Statements

Governmental funds are repcrted using the current financial resources
measurement focus and the modified accrual basis of accounting in the
governmental fund financial statements. Under this method, revenues
are recognized when measurable and available. Revenues are considered
to be available when they are collectible within the current year or
soon encugh thereafter to pay liabilities of the current year. For
this purpose, the special education unit considers revenue to be
available if they are collected within 60 days after year-end. All -
revenues are considered to be susceptible to accrual.

Under the modified accrual basis of accounting, expenditures generally
are . recorded when a liability is incurred, as under accrual

accounting. However, differences exist from accrual accounting
related primarily to payments involving long-term assets and
liabilities, Thegse differences were discussed above in the

explanation of the current financial resources measurement focus.

D. Budgets

Based upon available financial information and requests by the
governing board, the director and business manager prepare the special
education unit budget. The budget is prepared for the general fund on
the modified accrual basis of accounting. The budget includes the
proposed expenditures and the means of financing them. -The governing
board may amend the budget during the year for any revenues and
appropriations not anticipated at the time the budget was prepared.
The board must approve the budget amendments and the approval must be
noted in the proceedings of the board. All appropriations lapse at

year—-end.
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Encumbrances represent commitments related to unperformed contracts
for goods or services, Encumbrance accounting, under which purchase
orders, contracts and other  commitments for the expenditure of
resources are recorded to reserve that portion of the applicable
appropriation, is not utilized in the governmental funds.

E. Cash, Cash Equivalents and Investments

Cash and cash equivalents include amounts in demand deposits, money
market accounts and certificates of deposit with initial maturities of
three months or less. These amounts must be deposited with Bank of
North Dakota or in a financial institution situated and doing business
within this 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 uninsured balance.

State statutes authorize the specizl education unit to invest in:

a) Bonds, treasury bills and notes, or other securities that are a
direct obligation of, or an obligation insured or guaranteed by,
the treasury of the United States, cor 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 of the type listed above.

c) Certificates of Depcsit fully insured by the Federal Deposit
Insurance Corporation or the state. .

d) Obligations cf the state,

F. Interfund 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 gxpenditures
in the reimbursing fund and as reductions of expenditures in the fund
that is reimbursed.

All other interfund transactions, except reilmbursements, are reported
as transfers. Neonrecurring or nonroutine permanent transfers of
equity are reported as residual equity transfers. BAll other interfund
transfers are reported as operating transfers.

In the government-wide financial statements, interfund transactions
have been eliminated. '

G. Capital Assets

Capital assets include equipment, and are reported in the government-
wide financial statements. Capital assets are defined by the special
education unit as assets with an initial, individual cost of $500 or
more. Such assets are recorded at cost or estimated historical cost
if purchased or constructed. Donated capital assets are recorded at
estimated fair market wvalue at the date of donation. The costs of
normal maintenance and repairs that do not add to the value of the
asset or maferially extend the assets’ 1lives 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 is not capitalized,
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Capital assets consist of equipment, which are depreciated using the
straight line method over their estimated useful lives of 5 to i5

years,

H. Noncurrent Obligations

Noncurrent obligations may include long-term debt and net pension
liabilities. ' In the government-wide financial statements, noncurrent
obligations are reported as liabilities in the governmental
activities Statement of Net Position, Bond premiums ¢r discounts are
capitalized and amortized over the term of the related obligation.
Bond issuance costs are recorded as expenditures when paid.

Long~Term Debt

With respect to the presentation of governmental funds in the

governmental fund financial statements, the face amount of debt

issued is reported as ancther financing source. Premiums received on
debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses.
Iisguance costs are reported as debt service expenditures.

Pensions

For purposes of measuring the net pension liability, deferred
outflows of resources and deferred inflows of resources related to
nensions, and pension expense, informaticn about the fiduciary net
position of the Teachers’ Fund for Retirement (TFFR)} and the HNorth
Dakota Public Empleoyees Refirement System (NDPERS), and additicns
to/deductions frem TFFR's and NDPERS' fiduciary net positicn have
been determined on the same basis as they are reported by TFFR and
NDPERS, For this purpose, benefit payments (including refunds of
employee contributions) are recognized when due and payable in
accordance with the benefit terms. Investments are reported at fair
value.

Other Post Employment Benefit (OPEB)

For purpcses of measuring the net OPEB liability, deferred outflows
of resources and deferred inflows of resocurces related to OPEB, and
OPEB expense, information about the fiduciary net pesition of the
North Dakota Public Employees Retirement System (NDPERS} and
additions to/deductions from NDPERS’ fiduciary net position have been
determined cn the same basis as they are reported by NDPERS. For this
purpose, benefit payments are recognized when due and payable in
accordance with the benefit terms, Investments are reported at fair

value.

I. Fund Equity

Governmental funds utilize a fund balance presentation for equity.
Fund balance is categorized as nonspendable, restricted, committed,
assigned or unassigned.

Nonspendable Fund Balance -~ represents amounts that cannot be spent
because they are either not in spendable form (such as inventory or
prepaids) or legally -required to remain intact (such as notes
receivable or principal of a permanent fund).

Restricted Fund Balance - represents amounts with external
constraints placed on the use of these resources (such as debt
covenants, grantors, other gevernments, etc.} or imposed by enabling
legislation, ' :
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NOTE Z:

Committed Fund Balance — represents amounts that can only be used for
specific purposes imposed by a formal action of the special education
unit’s highest .level of decision-making authority, the Governing
board. Committed resources cannot be used for any other purpose
unless the CGoverning Board removes or changes the specified use by
the same type of action previcusly used to commit those amounts,
either by resolution or by ordinance.

Assigned Fund Balance - represents amounts the special education unit
intends to uvse for specific purposes as expressed by the Governing
board or an official delegated the authority to assign amounts. This
is the residual classification for all governmental funds other than
the general fund. As of June 30, 2018, the Governing board has not
granted any official the right to assign amounts to a specific
purpose. '

When an expenditure 1ls incurred in governmental funds which can be
paid using either restricted or unrestricted rescurces, the special
education unit’s policy is to pay the expenditure from restricted fund
balance and then from less-restrictive classifications - committed,
assigned and then unassigned fund balances. The special educatiocn
unit has not established a policy for its use of unrestricted fund
balance amounts. As such, it considers committed amounts to be reduced
first, followed by assigned amounts, and then by unassigned amounts
when expenditures are incurred for purposes for which amounts in any
of those unrestricted fund balance clagsifications cculd be used.

J. Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates
and assumptions that affect the repcrted 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.

K. New Accounting Proncuncements

As of July 1, 2017, 'the school district adopted GASB No 75,
Accounting and Financial Reporting for Postemployment Benefits Other
than Pensions. The implementation of this standard requires
governments to calculate and report the costs: and obligations
associated with postemployment benefits other than pensions in their
basic financial statements. Employers are required to recognize the
entire OPEB liability and a more comprehensive measure of OPEB
expense. The effect of the implementation of these standarxds on
beginning net position 1is disclosed in Note 13 and the additional
disclosures required by these standards are included in Note 12 and

supplemental schedules.
DEPOSTITS

custodial and Concentration of credit risk: _

The custodial credit risk is the risk that, in the event of the
failure of a depositery financial institution, the gpecial education
unit will not be able to recover collateral securities that are in the

possession of an outside party. As discussed in Note 1-E, state
statutes require the market value of collateral pledged must egual
110% of the deposits not covered by insurance or bonds. During the

year ended June 30, 2018, the deposits at First National Bank and
Trust were adeguately protected by insurance or collateral during the
entire year, except July. These deposits are Category 1 deposits that
inciude insured and registered investments for which the securities
are held by the special education unit.
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NOTE 3:

NOTE 4:

NOTE 5:

NOTE 6:

NOTE 7:

NOTE 8:

Interest rate risk:

Generally, the longer the maturity period of an investment, the
greater the sensitivity of its fair wvalue to changes in market
interest rates. In accordance with its investment policy, the special
education unit invests its operating funds primarily in short term
certificates of deposit and limits the average maturity in accordance
with the unit’s cash requirements.

DUE FROM LOCAL SQURCES

The amount due from local sources consists of amcunts con an open
account due from private persons and organizations for goods and
services rendered prior to June 30,

DUE FROM STATE GOVERNMENT

The amount due from state government consists of Right Track
reimbursement claims.

DUE FROM FEDERAL GOVERNMENT

The amount due from federal government consists of funds receivable
from the IDEA B Grant.

CAPITAL ASSETS

The following is a summary of changes in capital assets for the year

ended June 30, 2018:

Balance Balance
07-01~17 Additions Deletions 06-30-18
Governmental Activities: 7
Capital Assets Being
Depreciated:
Equipment s 72,936.30 % - $ - $ 72,936.30
Less Accumulated
Depreciation for:
Equipment 48,172.05 7,555.01 - 55,727.06
Total Capital Assets
Being Depreciated, Net $ 24,764.25 & (7,555.01F 3 - $ 17,200.24

Depreciation expense was charged to funations/programs of the special
education unit as follows:

Governmental Activities:

Special Area Administration Services 5 6,300.93
Preschool Special Education 1,254,08
5 7,555.01

ACCQUNTS PAYABLE

Accounts payable consists of amournts owed for goods and services
received prior to June 30 and chargeable to the appropriaticns for the
year then ended, but paid subsequent to that date.

DEFERRED QUTFLOWS AND INFLOWS OF RESQURCES

Like revenues and expenses, deferrals represent £flows of resources
into and ocut of a government during the fiscal year. However, unlike
revenues and expenses, which are inflows and outflows of resources
related to the period in which they occur, deferrals are related to

future periods,
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NOTE 9:

NOTE 10:

NOTE 11:

Deferred inflecws and outflows on the unit’s statement of net position
are related te the determination of the unit’s net pension and OPEB
liability and pension and OPEB expense, as detailed in Note 11 and 12.

Deferred inflows of resources on the fund financial statements consist
of amounts for which asset recognition criteria have been met, but for
which revenue recognition criteria have not been met. Under the
modified accrual basis of accounting such amounts are measurable but
not available. The unit’s only deferred inflow of financial resources
on its fund financial statements is unccllected property taxes, which
are not expected to be collected within the allotted 60 day time
period after year end in order to qualify as available under the
unit’s policy.

RISK MANAGEMENT

The Peace Garden Special Services is exposed to various risks of loss
relating 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 common risk management and insurance program for the state and over
2,000 political subdivisions. The Peace Garden Special Services pays
an annual premium to NDIRF for its general liability, auto, and inland
marine insurance coverage. The coverage by NDIRF is limited to losses
of two million dollars per occcurrence,

The Peace Garden Special Services also participates in the Nerth
Dakota Fire and Tornado Fund and the State Bonding Fund. The Peace
Garden Special Services pays an annual premium to the Fire and Tornado
Fund to cover property damage 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 political subdivision with
blanket fidelity bond coverage in the amount of $546,000.00 for its
employees. The State Bonding Fund does not currently charge any
premium for this coverage. ‘

The Peace Garden Special Services has insurance with Noxth Dakota
Workforce Safety and Insurance and purchases commercial insurance for
employee health and accident insurance.

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

SUBSEQUENT EVENTS

The special education unit has evaluated subsequent events threugh
August 24, 2018, the date which the financial statements were
available to be issued.

PENSION PLANS

The unit has two employee pension plans, the North Dakota Teachers’
Fund for Retirement (TFFR) and the North Dakota Public Employees
Retirement System (NDPERS).

North Dakota Teachers’ Fund for Retirement

The folliowing brief description of TFFR is provided for general
information purposes only. Participants should refer tec NDCC Chapter
15-39,1 for more complete information.
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TFFR is a cost-sharing multiple-employer defined benefit pension plan
covering all North Dakota public teachers and certain other teachers
who meet varicus membership reguirements. TFFR provides for pension,
death and disability benefits. The cost to administer the TFFR plan
is financed by investment income and contributions.

Responsibility for administration of  the TIFFR benefits program is
assigned to a seven-member Board of Trustees (Board). The Board
consists of the State Treasurer, the Superintendent of Public
Instruction, and five members appointed by the Governor. The
appointed members serve five-year terms which end on June 3¢ of
alternate years. The appointed Beard members must include two active
teachers, one active school administrator, and two retired members.
The TFFR Board submits any necessary or desirable changes in statutes
relating to the administration of the fund, including benefit terms,
to the Legislative Assembly for consideration., The Legislative
Assembly has final authority for changes te benefit terms and
contribution rates.

" Pengion Benefits

For purposes of determining pensiecn benefits, members are classified
within one of three categeries. Tier 1 grandfathered and Tier 1 non-
grandfathered mempers are those with service credit on file as of
July 1, 2008. Tier 2 members are those newly employed and returning
refunded members on or after July 1, Z0CEB.

Tier 1 Grandfathered

A Tier : grandfathered member is entitled to receive unreduced
benefits when three or more years of credited service as a teacher in
North Dakota have accumulated, the member is no loanger employed as a
teacher and the member has reached age 65, or the sum of age and
years of service credit equals or exceeds 85, TF¥FR permits early
retirement from ages 55 to 64, with benefits actuarially reduced by
6% per year for every year the member’s retirement age is less than
65 years or the date as of which age plus service equal 85, In either
case, benefits may not exceed the maximum benefits specified in
Section 41% of the Internal Revenue Code,

Pension benefits paid by TFFR are determined by NDCC Section 15-39.1-
10. Monthly benefits under TFFR are equal to the three highest annual
salaries earned divided by 36 months and multiplied by 2.00% times
fhe number of service credits earned. Retirees may elect payment of
benefits in the form of a single life annuity, 100% or 50% joint and
survivor annuity, ten or twenty-year term certain annuity, partial
lump-sum option or level income with Social Security benefits.
Members may also qualify for benefits calculated under other

formulas.

Tier 1 Non-grandfathered

A Tier 1 non-grandfathered member is entitled to receive unreduced
benefits when three or more years of credited service as a teacher in
North Dakota have accumulated, the member is no longer employed as a
teacher and the member has reached age 65, or has reached age 60 and
the sum of age and years of service credit equals or exceeds 90, TFFR
permits early retirement from ages 55 to 64, with benefits
actuarially reduced by 8% per year from the earlier of age 60/Rule of
90 or age 65. Tn either case, benefits may not exceed the maximum
benefits specified in Section 415 of the Internal Revenue Code,
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Pension benefits paid by TFFR are determined by NDCC Section 15-39.1-
10. Monthly benefits under TFFR are equal to the three highest annual
salaries earned divided by 36 months and multiplied by 2.00% times
the number of service credits earned. Retirees may elect payment of
benefits in the form of a single life annuity, 100% or 50% joint and
survivor annuity, ten or twenty-year term certain annuity, partial
lump-sum option or level income with Social Security benefits.
Members may also qualify for benefits calculated under other
formulas.

Tier 2

A Tier 2 member is entitled to receive unreduced benefits when five
or more years of credited service as a teacher in North Dakota have
accumulated, the member is no longer employed as a teacher and the
member has reached age 65, or has reached age 60 and the sum of age
and years of service credit equals or exceeds 90. TFFR permits early
retirement from ages 55 to 64, with benefits actuarially reduced by
8% per year from the earlier of age 60/Rule of 90 or age 65, In
either case, benefits may not exceed the maximum benefits specified
in Section 415 of the Internal Revenue Code,

Pension benefits paid by TFFR are determined by NDCC Section 15-39.1-
10. Monthly benefits uander TFFR are equal to the five highest annual
salaries ecarned divided by 60 months and multiplied by 2.00% times
the number of service credits earned. Retirees may elect payment of
benefits in the form of a single life annuity, 100% or 50% joint and
survivor annuity, ten or twenty-year term certain annuity, partial
lump-sum option or level income with Scocial Security benefits.
Members may also qualify for benefits calculated under other

formulas.

Death and Disability Benefits _

Death benefits may be paid tc a member’s designated beneficiary. If a
memberfs death occurs before retirement, the benefit options
available are determined by the member’s vesting status prior to
death. If a member’s death occurs after retirement, the death benefit
received by the beneficiary (if any) is based on the retirement plan
the member selected at retirement.

An active member is eligible to receive disability benefits when:
(a) a total disability lasting 12 months or more does not allow the
continuation of teaching, (b) the member has accumulated five years
of credited service in North Dakota, and {(c¢} the Board of Trustees of
TFFR has determined eligibility based upon medical evidence. The
amount of the disability benefit is computed by the retirement
formula in NDCC Section 15-39.1-10 without consideration of age and
uses the member’s actual vyears of credited service. There is no
actuarial reducticn for reason of disability retirement.

Member and Employer Contributions :

Member and employer contributions paid to TFFR are set by NDCC
Section 15-39.1-09. Every eligible teacher in the State of North
Dakota is required to be a member of TFFR and is assessed at a rate
of 11.75% of salary as defined by NDCC Section 15-39.1-04. Every
governmental body employing a teacher must alsc pay into TFFR a sum
equal to 12.75% of the teacher’s salary. Member and employer
contributions will be reduced to 7.75% each when the fund reaches
100% funded ratio on an actuarial basis.

A vested member who terminates covered employment may elect a refund
of contributions paid plus 6% interest or defer payment until
eligible for pension benefits. A non-vested member who terminates
covered employment must claim a refund of contributions paid before
age 70%, Refunded members forfeit all service credits under TEER.
These service credits may be repurchased upon return Lo covered
employment under certain circumstances, as defined by the NDCC.
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North Dakota Public Employees Retirement System (Main System)

The following brief description ©f NDPERS is provided for general
information purposes only. Participants should refer to NDCC Chapter
54-52 for more complete information,

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

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

Pension BRenefits

Benefits are set by statute. NDPERS has no provisions or policies
with respect to automatic and ad hoc post-retirement benefit
increases. Memper of the Main System are entitled to unreduced
monthly pension benefits beginning when the sum of age and years of
credited service equal or exceed 85 {Rule of 85), or at normal
retirement age (65). For members hired on or after January 1, 2016
the Rule of 85 will be replaced with the Rule of 90 with a minimum
age of 60. The monthly pension benefit is equal to 2.00% of their
average monthly salary, using the highest 36 months out of the last
180 months of service, for each year of service, The plan permits
early retirement at ages 55-64 with three or more years of service.

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

Death and Disability Benefits

Death and disability benefits are set by statute, If an active
member dies with less than three years of service for the Main
System, a death benefit equal to the wvalue of the member’s
accumulated contributions, plus interest, is paid to the member’ s
beneficiary. If the member has earned more than three years of
credited service for the Main System, the surviving spouse will be
centitled to a single payment refund, life-time monthly payments in an
amount equal to 50% of the membér’s accrued normal retirement
penefit, or monthly payments in an amount equal to the member’s
acorued 100% Joint and Survivor retirement benefit if the member had
reached normal retirement age prior to date of death. If the
surviving spouse dies before the member’s accumulated pension
benefits are paid, the balance will be payable to the surviving
spouse’s designated beneficiary.
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Eligible members who become totally disabled after a minimum of 180
days of service, recelve monthly disability benefits egual to 25% of
their final average salary with a minimum benefit of $100. To
qualify under this section, the member has to become disabled during
the period of eligible employment and apply for benefits within one
year of termination. The definition of disabled is set by the NDPERS
in the North Dakota Administrative Code.

Refunds of Member Account Balance

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

Member and Employer Contributions

Member and employer contributions paid to NDPERS are set by statute
and are established as a percent of salaries and wages. Member
contribution rates are 7% and employer contribution rates are 7.12%
of covered compensatiocn.

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

* 1 to 12 months of service - Greater of one percent of
monthly salary or 525 '

* 13 to 24 months of service — Greater of twe percent of
monthly salary or 3525

* 25 to 36 months of service - Greater of three percent of
monthly salary or 525

* Longer than 36 months of service -~ Greater of four percent

of monthly salary or 525

Pension Liabilities, Pension Expense, and Deferred Outflows of
Resources and Deferred Inflows of Rescurces Related to Pensions (All

Plans)

At June 30, 2018, the unit reported a total liability of
$1,712,559.00 ($1,150,862.00 for its proportionate share of TFFR's
net pension liability and $561,697.00 for its proportionate share of
NDPERS’ net pension liability}. The net pension liabilities for both
plans were measured as of July 1, 2017, and the total pensicn
liability used to calculate the net pension liability for each plan
was determined by an actuarial valuation as of that date.

For TFFR, the unit's proportion of the net pension liability was
based on the unit's share of covered payroll in the pension plan
relative to the coversd payroll of all participating TFFR employers.
At July 1, 2017, the unit's proportion related to TFFR was 0.08378%
percent, which was an increase of 0.001485 percent from its
proportion measured as of July 1, 2016.

Related to NDPERS, the unit's proportion of the net pension liability
was based on the unit's share of covered payroll in the Main System
pension plan relative to the covered payroll of all participating
NDPERS Main System employers. At July 1, 2017 the unit's proportion
related to NDPERS was 0.,034946 percent, which was a decrease of
0.000196 percent from its proportion measured as of July 1, 2016,
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For the year ended June 30, 2018 the unit recognized total pension
expense of $206,980.00, ($124,076.00 related to TFFR and $82,904.00
related tc NDPERS). At June 30, 2018 the unit reported deferred
ontflows of resources and deferred inflows of resources related to
pensions from the following sources:

I TFFR | NDPERS 1 1 TOTAL |
Deferrad Daferred Deferred Daferred Deferred Deferred
outflows of Inflows of outflows of Inflows of outflows of Inflows of
Resotircas Rasources Resourcas Resourcas Resources Besources
Diffences between
expected and actual
experience $ 4,414.00 $§ 12,563.00 5 3,339.00 3 2,737.00 § 7,153.00 & 15,300.00
thanges of assumption 82,029.00 - 230,334.00 12,669.00 312,363.00 12,669.00

Het difference between

projected and actual

sarnings on pension

plan investments 15,897.00 - 7,554,000 - 23,451.00 -
Changes in proportien and ’

differences betwasen

unit contributions

and proportionata

share of contributions 61,300.00C - 5,832.00 16,359.00 67,132.00 16,355.00
Unit contributions

stibsequent to the

measurement date 76,111.72 = 24,529,2%7 - 100,640,394 =

Total § 239,751.72 5 12,563.00 § 271,588.22 $ 31,765.00 5 511,339.94 $  44,328.00

$100,640.94 ($76,111.72 from TFFR and $24,529.22 from NDPERS)
reported as deferred outflows ocf resources related to pensions
resulting from the unit’s contributions subsequent to the measurement
date will be recognized as a reduction of the net pension liability
in the year ended June 30, 2019.

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

TFFR NDPERS ) TOTAL
Year Ended June 30:

2018 5 33,156.,00 $ 46,849.00 3 80,005.00
2019 58,089.00 57,214.00 115,303.00
2020 42,478.00 49,317.00 91,795.00
2021 15,091.00 38,886.00 53,977.0¢ |
2022 960.00 23,028.00 23,988.00

Thereafter 1,305.00 - 1,305.00

Actuarial assumptions: :
The total pension liability in the July 1, 2017 actuarial wvaluation
was determined using the following actuarial assumptions, applied to
all pericds included in the measurement:

TEER HDPERS
Inflation 2.75% 2.50%
Salary Increases 4.25% to 14.50%, varying by service, See Below
including inflation and productivity
ITnvestment rate of return 7.75%, net of investment axpenses %,75%, net of investment expenses
gost-of-living adjustments None Heone

HPPERS Salary Incréases:

Service at Seglaning Increase Rate
of Yaar
a 15.00%
1 10.00%
Zz 2.00%
Age*
Under 36 8.00%
3&-40 T.50%
41-49 6.00%
50+ 5.G0%
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TFFR specific actuarial assumptions: -
For active and inactive members, mortality rates were kased on the
RP-2014 Employee Mortality Table, projected generationally using
Seale MP-2014. For healthy retirees, mortality rates were based on
the RP-2014 Healthy Annuitant Mortality Table set back one year,
multiplied by 50% for ages under 75 and grading up to 100% by age 80,
projected generaticnally using Scale MP-2014. For disabled retirees,
mortality rates were based on the RP-2014 Disabled Mortality Table
set forward four years.

The actuarial assumptions used were based on the results of an
actuarial experience study dated April 30, 2015. They are the same as
the assumptions used in the July 1, 2017, funding actuarial valuation
for TFFR. ’

As a result of the April 30, 2015 actuarial experience study, the

TFFR Board adopted several assumption changes, including the
following:

e Investment return assumption lowered from 8% to 7.75%.

e Inflation assumption lowered from 3% to 2.75%.

e Total salary scale rates loweéred by 0.25% due to lower inflation.
e Added explicit administrative expense assumption, equal to prior

year administrative expense plus inflation.

¢ Rates of turnover and retirement were changed to better reflect
anticipated future experience.

e Updated mortality assumption to the RP-2014 mortality tables with
generational improvement.

The long-term expected rate of return on pension plan investments was
determined using a building-block method in  which best-estimate
ranges of expected future real rates of return {expected returns, net
of pension plan investment expense and inflation) are developed for
" each major asset class. These ranges are combined to produce the
long-term expected rate of return by welghting the expected future
real rates of return by the Larget asset allocation percentage and by
adding expected inflation. Best estimates of arithmetic real rates of
return for each major asset class included in the Fund’s target asset
allocation are summarized in the following table:

Asset Class Target Allocation Long-Term Expected Real
Rate of Return
Global Equities 58% 6.7%
Global Fixed Income | 23% G.8%
Global Real Assets 18% 5.2%
Cash Equivalents 1% ) 0.0%

Digscount rate. The discount rate used to measure the total pension
iiabiltity was 7.75 percent as of June 30, 2017. The projection of
cash flows used to determine the discount rate assumes that menmber
and employer contributions will be made at rates equal to those kased
or the July 1, 2017, Actuarial Valuation Report. ¥For this purpose,
only employer contributions that are intended te fund benefits of
current plan members and their beneficiaries are included. Projected
employer contributions that are intended to fund the service costs of
future plan members and their beneficiaries, as well as projected
contributions from future plan members, are not included. Based on
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those assumptions, the pension plan's fiduciary net position was
projected to be available to make all projected future benefit
payments Ffor current plan members as of July 1, 2017. Therefore, the
long-term expected rate of return on pension plan investments was
applied to all periods of projected benefit payments to determine the
total pension liability as of June 30, 2017.

NDPERS specific actuarial assumptions:

For active members, inactive members and healthy retirees, mortality
rates were based on the RP-2000 Combined Healthy Mortality Table set
back two years for males and three years for females, projected
generationally using the SSA 2014 Intermediate Cost scale from 2014,
For disabled retirees, mortality rates were based on the RP-2000
Dizabled Retiree Mortality Table set back one year for males (no
setback for females) multiplied by 125%,

The actuarial assumptions used were based on the results of an
actuarial experience study completed in 2015. They are the same as
the assumptions used in the July 1, 2017, funding actuarial valuaticn
for NDPERS.

As a result of the 2015 actuarial experience study, the NDPERS Board
adopted several changes to the actuarial assumptions effective July
1, 2015. This includes changes to the mortality tables, disability
incidence rates, retirement rates, administrative expenses, salary
scale, and percent married assumption.

The long-term expected rate of return on pension plan investments was
determined using a building-block method in which bhest-estimate
ranges of expected future real rates of return (expected returns, net
of pension plan investment expense and inflaticn) are developed for
gach major asset class. These ranges are combined to produce the
leong-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage and by
adding expected inflation. Best estimates of arithmetic real rates of
return for each major asset class inciuded in the Fund’s target asset
allocation are summarized in the fellowing table:

Asset Class Target Allocation Long—-Term Expected Real

Rate of Return
Domestic Egquity 31% 6.05%
Internaticonal Equity 21% . 6.70%
Private Rquity ’ 5% 10.20%
Demestic Fixed Income 17% 1.43%
Internaticnal Fixed Income 5% ~0.45%
Global Real Assets 20% 5.16%
Cash Eguivalents 1% 0.00%

Discount rate. The discount rate used to measure the total pension
liability was 8 percent as of June 30, 2017. The proiection of cash
flows used to determine the discount rate assumes that member and
employer contributions will be made at rates equal to those based on
the July 1, 2017, Actuarial Valuation Report. For this purpose, only
empleyer contributions that are intended to fund benefits of current
plan members and their beneficiaries are included. Projected employer
contributions that are intended to fund the service costs of future
plan members and their peneficiaries, as well as projected
contributions from future plan members, are not included. Based on
those assumpticns, the pension plan's fiduciary net position was
projected to be avallable to make all projected future benefit
payments for current plan menmbers as of June 30, 2017. Therefore, the
long-term expected rate of return on pension plan investments was
applied to all periods of projected benefit payments to determine the
total pension liability as of June 30, 2017.
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NOTE 12:

Sensitivity of +the Unit's Proportionate Share of the Net Pension
Tiability to Changes in the Discount Rate (All Plans)

The following presents the unit's proportionate share of the net
pension liability calculated using the current discount rates for
TFFR and for NDPERS, as well as what the unit's proporticnate share
of the net pension liability would be 1f it were calculated using a
discount rate that is l-percentage-point lower or l-percentage-point
higher than the current rate:

Unit's Proportionate Share of Net Pension Liability
Current Discout

1% Decrease (6.75%) Rate {7.75%} 1% Increase {8.75%)
TEFFR 3 1,530,092.00 5 1,150,862.00 3 835,165.00
1% Decrease (5.44%) Rate (6.44%) 1% Increase (7.44%)
NDPERS 3 762,521.00 § 561,6387.00 s 394,620.00

Pension plan fiduciary net position. Detailed information about the
pensicn plan's fiduciary net position is available in the separately
igsued TFFR and NPPERS financial reports.

TFFR’s Comprehensive Annual Financial Report (CAFR) is located at
www.nd.gov/rio/sib/publications/cafr/default. htm.

Other Post Employment Benefits (OPEB)

North Dakota Public Employees Retirement System

The following brief description of NDPERS is provided for general
information purposes only. Participants should refer to NDAC Chapter
71-06 for more complete information.

NDPERS OPEB plan is a cost-sharing multiple-employer defined benafit
OPEB plan that covers members receliving retirement benefits from the
PERS, the HPRS, and Judges retired under Chapter 27-17 of the North
Dakota Century Code a credit toward their monthly health insurance
premium under the state health plan based upon the member's years of
credited service. Effective July 1, 2015, the credit is also
available to apply towards monthly premiums under the state dental,
vision and long-term care plan and any other health insurance plan.
The Retiree Health Insurance Credit Fund is advance-funded on an

lactuarially determined basis.

Respensibility for administration of the NDPERS defined benefit OPEB
plan is assigned to a Board comprised of nine members. The Board
consists of a Chairman, who is appointed by the Governor; one member
appointed by the Attorney General; cne member appointed by the State
Eealth Officer; three members elected by the active membership of the
NDPERS system, cne member elected by the retired public employees and
two members of the legislative assembly appointed by the chairman of
the legislative management. '

OPEB Benefits

The employer contribution for the PERS, the HPRS and the Defined
Contribution Plan is set by statute at 1.14% of covered compensation.
The employer contribution for employees of the state board of career
and technical education is 2.99% of covered compensation for a period
of eight years ending October 1, 2015. Employees participating in the
retirement plan as part-time/temporary members are required to
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contribute 1.14% of their covered compensation to the Retiree Health
Insurance Credit Fund. Employees purchasing previous service credit
are also required to make an employee contribution to the Fund. The
benefit amount applied each year is shown as "nrefunded credit
applied” on the Statement of Changes in Plan Net Position for the
OPEB trust funds.

Retiree health insurance credit benefits and death and disability
benefits are set by statute. There are no provisions or policies with
respect Lo automatic and ad hoc post-retirement benefit increases.
Employees who are receiving monthly retirement benefits from the
PERS, the HPRS, the Defined Contributiorn Plan, the Chapter 27-17
judges or an employee recelving disability benefits, or the spouse of
4 deceased annuitant receiving a surviving spouse benefit or if the
member selected a joint and survivor option are eligible to receive a
credit toward their monthly health insurance premium under the state
health plan.

Effective July 1, 2015, the credit is also available to apply towards
monthly premiums under the state dental, vision and long-term care
plan and any other health insurance plan. The benefits are equal to
$5.00 for each of the employee’s, or deceased employee's years cf
credited service not to exceed the premium in effect for selected
coverage. The retiree health insurance credit is also available for
early retirement with reduced benefits.

OPEB ILiabilities, OPEB Expense, and Deferred Outflows of Resources
and Deferred Inflows of Resources Related to OPEB

At June 30, 2018, the school district reported a liability of
$26,084.00 for its proportionate share of the net OPEB liakility. The
net OPEB liability was measured as of July 1, 2017, and the total
OPER liability wused to calculate the net OPEB liability was
determined by an actuarial valuation as of that date. The school
district's propoertion of the net OPEB liability was based on the
school district's share of covered payroll in the OPEB plan relative
to the coverad payrell of all participating OPER employers. At July
1, 2017 the school district's proportion was 0.032975 percent.

For the year ended June 30, 2018, the school district recognized OPER
expense of $3,128.00. At June 30, 2018, the school district reported
deferred outflows of rescurces and deferred inflows of resources
related to OPER from the following sources:

| OPEB 1
Deferred Deferred
Qutflows of Inflows of
Resources Resourxces
Differences between
expected and actual
axperience % - $ 636,00

Changes of assumption‘ 2,526,00 -
Net difference between

projected and actual

earnings on CPEB

plan investments - 986.00
Changes in proportien and

differences between

district contributions

and propertionate

share of centributions - 103.00
District contributions

subsequent to the

measurement date 3,527.34 -
Total § 6,453.34 51,725.00
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$3,927.34 reported as deferred ountflows cf rescurces related to OPEB
resulting from school district contributions subsequent to the
measurement date will be recognized as & reduction of the net OPEB
liability in the vear ended June 30, 20193.

Other amounts reported as deferred cutflows of rescurces and deferred
inflows of resources related to CPEBs will be recognized in OPEB
expense as follows:

OPEBR
Year BEnded June 30:

2018 S 33.00
2019 33.00
2020 33.00 |
2021 33.00 |
2022 280.00

Thereafter 389.00

Actuarial assumptions:

The total OPEB liability in the July 1, 2017 actuarial valuation was
determined using the folleowing actuarial assumptions, applied to all
periods included in the measurement:

CPEB

Inflation 2.50%

Salary Increases Not applilicable

Investment rate of return 7.50%, net of invesiment expensc
Cost-of-living adjustmentsNone

For active members, inactive members and healthy retirees, mortality
rates were based on the RP-200C Combined Healthy Mortality Table set
back two vears for males and three years for females, projected
generationally using the SSA 2014 Intermediate Cost scale from 2014,
For disabled retirees, mortality rates were based on the RP-2000
Disabled Mortality Tabple set back one year for males (no setback for
females) multiplied by 125%. ‘

The long-term expected investment rate of return assumption for the
RHIC fund was determined using a building-block method in which best-
estimate ranges of expected future real vrales of return {expected
returns, net of RHIC investment expense and inflation) are developed
for each major asset class. These ranges are combined to produce the
long-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage and by
adding expected inflation. Estimates of arithmetic real rates of
return, for each major asset class inciluded in the RHIC’s target
asset allocation as of July 1, 2017 are summarized in the follcowing

table:

Asset Class Target Allocation Long-Term Expected Real
Rate of Return
Large Cap Domestic Equities : 37% 5.80%
Small Cap Domestic Equities 9% 7.05%
Internaticnal Equities 14% 6.20%
Core-Plus Fixed Income 40% 1.56% |
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NOTE

13:

Discount rate. The discount rate used to measure the total OPEB
liability was 7.75%. The projection of cash flows used to determine
the discount rate assumed plan member and statutory/Board approved
employer contributions will be made at rates equal to those based on
the July 1, 2017, and July 1, 2016, HPR3 actuarial valuation reports.
For this purpose, only employer contributions that are intended to
fund benefits of current RHIC members and their beneficiaries are
included. Projected employer contributions that are intended to fund
the service costs of future plan members and their beneficiaries are
not included. Based on those assumptions, the RHIC fiduciary net
position was projected to be sufficient to make all projected future
benefit payments of current plan members. Therefore, the long-term
expected rate of return con RHIC investments was applied to all
pericds of projected benefit payments tTo determine the total OPEB
liability.

Sensitivity of the school district's proportionate share of the net
OPEE liability to changes in the discount rate )

The following presents the net OPEB liability of the Plans as of June
30, 2017, calculated using the discount rate of 7.50%, as well as
what the RHIC net OPEB liability would be if it were calculated using
a discount rate that is l-percentage-point lower (6.5 percent) or 1-
percentage-point higher (8.5 percent) than the current rate:

Current Discount
1% Decrease (6.50%) Rate {7.50%) 1% Increase (8.50%)

CPEB (=} 32,653.00 3 26,084.00 § 20,452.00

RESTATEMENT DUE TO ADOPTION OF ACCOUNTING STANDARDS

As of July 1, 2017, the sachool district adopted GASB No 75,
Accounting and Financial Reporting for Postemployment Benefits Other
than Pensions. The implementation of these standards requires
governments to calculate and report the costs and obligations
associated with postretirement benefits other than pensions in their
financial statements, including additional note disclosure and
required supplementary information. Beginning net position was
restated to retroactively report the beginning net OPEB liability and
deferred outflows of resources related Lo contributions made after

the measurenent date as folleows:

Net Position at June 3G, 2017, as previously reported 5 1635,677.13)
Net Cther Post Employment Benefits {OPEB) liabiltity at June 30, 2017 {25,988.00})
Deferred Outflows of Resource related te contributions made

during the year ending June 3G, 2017 : 4,648.52
Net Position at Juiy 1, 2017, as restated $ {657,016.61)

*Measurement date of June 30, 2017
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PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

BUDGETARY COMPARISON SCHEDULE
For the Year Ended June 30, 2018

Revenues:
Local Sources
State Sources
Federal Scurces
Other Sources

Total Revenues

Expenditures:
Current:
Preschool Special Education
Speech Impaired Programs
Speech Pathology
Emotionally Disturbked
Social Work Services
Psychological Services
Occupaticnal Therapy
other Student Support Services
Instructional Staff Support Services
Governing Board
Special Area Administrative Services
Business Support Services
Central Support Services
Services Provided for Another LEA
Tuition Flow-Through
Other Support Services

Total Expenditures

Excess of Revenues Over
{Under) Expenditures

Fund Balance-~July 1

Fund Balance-June 30

Original
and Final

Budget Actual Variance
5 37,156.00 5 40,762,718 $ 3,606,178
498,722,00 486,593,402 {12,128.,98)
944,916.85 870,891.36 {74,025.49)
721,194.63 669,421.59 {51,773.04)
2,201,985.48 2,0867,668.,75 (134,320.73)
286,804.18 218,508.00 68,296.18
237,671.92 212,713.47 24,958.45
179,728.68 179,9492.09 {224.41)
99,952.94 87,401.36 12,551.58
82,787.44 81,494,35 1,293.09
146,894.70 141,871.29 5,023.41
143,168,63 145,321,18 (2,152.55)
35,080,00 271,370.38 {236,370.38)
26,060.00 14,760.71 11,239.29
13,692.00 13,837.4% {145.49)
370,%36.,59 396,413.63 {(25,477,0¢4}
32,880.40 32,680.42 199,98
6,250.00 - 6,250.00
51,500.00 40,664,992 10,835.08
230,000.0C 244,673.02 (44,673.02)
286,722,00 13,062.51 273,659.49
2,199,989.48 2,094,721.82 105,267.66
2,000.00 {27,053.07) {29,053.07)

478,767.70 478,767.70 -~
$ 480,767.70 5 451,714.63 5 (29,053.07)

See accompanying notes to reguired supplementary information.
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PEACE GARDEN SPRCIAL SERVICES
Bottineauw, North Dakota

SCHEDULE OF UNIT’S SHARE OF NET OPEB LIABILITY
ND PUBLIC EMPLOYEES RETIREMENT SYSTEM
LAST 10 FISCAL YEARS*

hs of and for the Year
Ended June 30,
OPEB 2018

1. District's proportion of the net

OPEB liability (asset} 0.032975%

2. District's proportionate share of
the net OPEB liability (asset) ) 5 26,084.00
3. District's covered-employee payroll $ 356,741.00

4, District's proportionate share of
the net OPEB liability (asset] as a

percentage of its covered-employee payroll 7.31%
5. Plan fiduciary net position as a percentage
of the total OPEB liability 56.,78%

* Complete data for these schedules is not available prior to 2017. The amounts presented
for each fiscal year have a measurement date of the previous Fiscal year end.

See accompanying notes to required supplementary information.
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PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

SCHEDULE OF UNIT CONTRIBUTIONS
ND PUBLIC EMPLOYEES RETIREMENT SYSTEM
LAST 10 FISCAL YEARS*

As of and for the Year
Ended June 30,

OPEB 2018

Ly

Statutorily required contribution 4,147.00
Contributions in relation to the statutorily

required contribution $  (4,028.00)
Contribution deficiency (excess) ‘ 8 119.06
District's covered-employee payroll ' $ 356,741,00
Contributions as a percentage of covered-employee

payroll - 1.13%

* Complete data for these schedules is not available prior to 2017.

See accompanying notes to required supplementary information.
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NOTE 1:

NOTE 2:

NOTE 4:

PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakcta

NOTES T¢ REQUIRED SUPPLEMENTARY INFORMATION
For the Year Ended June 30, 2018

BUDGETARY COMPARISON SCHEDULE

Based upon available financial information and requests by the
governing board, the director and business manager prepare the special
education unit budget. The budget is prepared for the general fund on
the modified accrual basis of accounting. The budget includes the
proposed expenditures and the means of financing them. The governing
board may amend the budget during the . year for any revenues and
appropriations not anticipated at the time the budget was prepared.
The board must approve the budget amendments and the approval must be
noted in the proceedings of the board. All appropriations lapse at
year—end.

Encumbrances represent commitments related to unperformed contracts
for goods or services. Encumbrance accounting, under which purchase
orders, contracts and other commitments for the expenditure of
resources are recorded to reserve that portion of the applicable
appropriation, is not utilized in the governmental funds.

PENSICN PLANS

TFFR Changes of Assumptions. Amounts related to TEFFR reported in 2016
and late reflect the following actuarial assumption changes based on
the results of an actuarial experience study dated April 30, 2015.

e Investment return assumption lowered from 8% to 7.75%.

¢ Inflation assumptien lowered from 3% to 2.75%.

e Total salary scale rates lowered by 0.25% due to lower inflation.

s Added explicit administrative expense assumption, equal to prior
year administrative expense plus inflation.

e Rates of turnover anpd retirement were changed to better reflect
anticipated future experience.

s Updated mortality assumption to the RP-2014 mortality tables with
generational improvement.

NDPERS Changes of Assumptions. Amounts related to NDPERS reported in
2018 reflect actuarial assumption changes effective July 1, 2017 based
on the results of an actuarial experience study completed in 2015,
This includes changes to the mortality tables, disability incidence
rates, retirement rates, administrative expenses, salary scale, and
percent married assumption,

OTHER POST EMPLOYMENT BENEFITS (OPEB)

Changes of Assumptions. Rmounts reported in 2018 reflect actuarial
assumption changes effective July 1, 2017 hased on the results of an
actuarial experience study completed in 2015. This includes changes to
the mortality tables, disability incidence rates, retirement rates,
administrative expenses, salary scale, and percent married assumption.
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PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2018

Pass-Through

Entity
Federal Grantor/Pass-Through Federal CFDA Tdentifying Federal
Grantor/Program or Cluster Title Number Number Expenditures
U.S. Department of Education:
Pass-through programs from State
Department of Public Instruction:
Special Education Cluster (IDEA) :
Special Educaticn-Grants to States 84.027 F84027A $ B44,921,97
Special Education-Preschool Grants 84.173 F84173A 25,969.39
$ 87G,891,36

Total Expenditures of Federal Funds

See abcompanying notes to schedule of expenditures of federal awards.
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NOTE 1:

NOTE 2:

PEACE GARDEN 3PECIAL SERVICES
Bottineau, North Dakota

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2018

BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the
federal grant activity of Peace Garden Speclal Services under programs of
the federal government for the year ended June 30, 2018. The information
in this schedule is presented in accordance with the requirements of Title
2 U.S. Code of Federal Regulaticns (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Reguirements for Federal Awards.
Because the schedule presents only a selected portion of the operations of
the special education unit, it is not intended to and dces not present the
financial position or changes in net position of the special education
unit. :

SUMMARY OF SIGNIFLCANT ACCCUNTING POLICIES

Expenditures reported on this schedule are reported on the modified accrual
pasis of accounting. Such expenditures are recognized following the cost
principles contained in Title 2 U.S3. CFR Part 225, Cost Principles for
State, Local and Indian Tribe Governments, wherein certain types of
expenditures are allowable or are limited as to reimbursement.
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TNDEPENDENT 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

Geverning Board
Peace Garden Special Services
Bottineau, North Dakcta

We have audited, in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General
of the United States, the financial statements of the governmental activities
and the major fund of Peace Garden Special Services, Bottineau, North Dakota,
as of and for the year ended June 30, 2018, and the related notes to the
financial statements, which collectively comprise Peace Garden Special
Services, Bottineau, North Dakota's basic financial statements and have
issued our report thereon dated August 24, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we
considered Peace Garden Special Services, Bottineau, North Dakota’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 Peace Garden Special
Services, Bottineau, North Dakota’s internal control. Accordingiy, we do not
express an opinion on the effectiveness of Peace Garden Special Services,
Bottineau, North Dakota’s internal control.

our consideration of internal control over financial reporting was for the
limited purpose described in the preceding paragraph and was not designed to
identify all deficiencies in internal control over financial reporting that
might be significant deficiencies, or material weaknesses and therefore,
there can be no assurance that all deficiencies, significant deficiencies, or
material weaknesses have been identified. However, as described in the
accompanying schedule of findings and questioned costs, we identified a
deficiency in internal control over financial reporting that we consider to
be a material weakness.

A deficiency in internal control exists when the design or operation of a
control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a
reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely
rasis. We consider the deficiency described in the accompanying schedule of
findings and questioned costs, item 18-1, to be a material weakness.
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Compliance and Other Matters

As part of obtaining reasconable assurance about whether Peace Garden Special
Services, Bottineau, North Dakota’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of
iaws, 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 con 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
Govermment Auditing Standards.

Peace Garden Special Services, Bottineau, North Dakota’s Response to Findings

Peace Garden Special Services, Bottineau, North Dakota’s response to the
findings identified in our audit is described in the accompanying schedule of
findings and questioned costs. Peace Garden Special Services, Bottineau,
Nerth Dakota’s response was not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no
cpinion on it.

Purpose of this Report

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

JMY%.

LERVIK & JOHNSON
Certified Public Accountants
Bettineau, North Dakota

hugust 24, 2018
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

Governing Board
Peace Garden Special Services
Bottineau, North Dakota

Report on Compliance for Each Major Federal Program

We have audited Peace Garden Special Services, Bottineau, North Dakota's
compliance with the types of compliance requirements described in the OME
Circular Compliance Supplement that could have a direct and material effect
on each of Peace Garden Special Services, Bottineau, North Dakota’s maijor
federal programs for the year ended June 30, 2018, Peace Garden Special
Services, Bottineau, North Dakota’s major federal programs are identified in
the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the reguirements of laws,
regulations, contracts, and grants applicable to its federal programs.

Auditor’s Responsibility

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

in the circumstances.

We believe that our audit provides a reasonable basis for our opinien on
compliance for each major federal program. However, our audit does not
provide a legal determination of Peace Garden Special Services, Bottineau,

Nerth Dakota’s compliance.
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Opinion on EBach Major Federal Program

In our opinion, Peace Garden Special Services, Bottineau, North Dakota,
complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its
major federal programs for the year ended June 30, 2018.

Report on Internal Control Over Compliance

Management of Peace Garden Speclal Services, Bottineau, North Dakota, is
responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In
planning and performing our audit of compliance, we considered Peace Garden
Special Services, Bottineau, North Dakota's internal control over compliance
with the types of reguirements that could have a direct and material effect
on each major federal program to determine the auditing procedures that are
appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal
control over compliance in accordance with the Uniform Guidance, but not for
the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we deo not express an opinion cn the
effectiveness of Peace Garden Special Services, Bottineau, North Dakota’s
internal contrel over compliance.

Our consideration of internal control over compliance was for the limited
purpose described in the preceding paragraph and was not designed to identify
all deficiencies in internal control over compliance that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. We did not
identify any deficiencies in internal control over compliance that we
consider to be material weaknesses. However, as discussed below, we
identified certain deficiencies in internal contrcl over compliance that we
consider to be significant deficiencies. :

A deficiency in internal control over compliance exists when the design or
operation of a control over compliance does not allow management or
erpleoyees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis, A material weakness in
internal control over compliance is a deficiency, or combination of
deficiencies, in internal contrel cover compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and
corrected, on a timely basis.

A significant deficiency in internal contrecl over compliance is a deficiency,
or a combination of deficiencies, in internal control over compliance with a
type of compliance requirement of & federal program that is less severe than
a material weakness in internal control over compliance, yet important enough
to merit attention by those charged with governance. We consider the
deficiency in internal control over compliance described in the accompanying
schedule of findings and questioned costs as item 18-1 to be a significant

deficiency.
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Peace Garden Special Service’s response to the internal control over
compliance finding identified in our audit is described in the accompanying
schedule of findings and questioned costs. Peace Garden Special Service's
response was not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on the response.

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

Lk il

LERVIK & JOHNSON
Certified Public Accountants

August 24, 2018
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PEACE GARDEN SPECIAL SERVICES
Bottineau, North Dakota

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2018

SUMMARY OF AUDIT RESULTS

1.

2.

The auditor’s report expresses an unmodified opinion on the general
purpese financial statements of Peace Garden Special Services, Bottineau,
North Dakota.

A deficiency disclosed during the audit of the financial statements is
reported in the 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. The deficiency is reported as a material weakness.

No instances of noncompliance material to the financial statements of
Peace Garden Special Services, Bottineau, North Dakota were disclosed
during the audit.

One significant deficiency in internal control over major programs is
reported in the Independent Auditor’s Report on Compliance for Each Major
Program and on Internal Control over Compliance Required by the Uniform
Guidance. The deficiency is not reported as a material weakness.

The auditor’s report on compliance for the major federal award programs
for Peace Garden Special Services, Bottineau, North Dakota expresses an
unmodified opinion on all major federal programs.

Any audit findings that are required to be reported in accordance with
the Uniform Guidance-2CFR 200.516{a} for Peace Garden Special Services,
Bottineau, North Dakota are reported in this schedule.

The program tested as a major program was Special Education Cluster
(Federal CFDA number §4.027 and 84.183).

The threshcld for distinguishing Type A and B programs was $750,000.

Peace Garden Special Services, Bottineau, North Dakota was not determined
to be a low-risk auditee,

FINDINGS-FINANCIAL STATEMENT AUDIT

MATERIAL WEAKNESS

- 18-1

Segregation of Duties

Condition:

Peace Garden Special Services, Bottineau, North Dakota, has one business
manager responsible for most accounting functions.

Criteria;

There should be sufficient accounting personnél so dutles of employees
are seqgregated. The segregation of duties would provide better control
aver the assets of the special education unit.
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Effect:

There is no segregation of duties as one empleyee is responsible to
collect monies, deposit monies, issue checks, send checks to vendors,
record receipts and disbursements in journals, maintain the general
ledger, and prepare [inancial statements. This increases the risk of
misstatement of the special education unit’s financial condition.

Recommendation:

Due to the size of the special education unit, it is not feasible to
obtain proper separation of duties and no recommendation will be made .

Client Response:
At the present time Lhe Peace Garden Special Services has segregated the
_accounting duties in the most effective manner possible, given its

limited staff. Due to cost constraints, there will be no further
administrative employees added,

FINDINGS AND QUESTIONED COSTS-MAJOR FEDERAL AWARD PROGRAMS AUDIT

SIGNIFLICANT DEFICIENCY

The deficiency described above ag Finding 18-1 is a significant
deficiency, although not a material weakness, in internal control over
major programs.
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