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CPAs & BUSINESS ADVISORS

Independent Aunditor’s Report

City Council
City of Watford City
Watford City, North Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fumd information of the City of Watford City,
North Dakota as of and for the year ended December 31, 2015, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Firancial Statements

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

Anditor’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 requite that we plan and perform the andit 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 statemenis, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

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

www.aidebailly.com
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Opinions

In our opinjon, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Watford City, North Dakota, as of December
31, 2015, and the respective changes in financial position and, where applicable, cash flows thercof for
the year then ended in accordance with accounting principles generally accepted in the United States of
America.

Restatement and Adoption of New Standard

As discussed in Note 15 to the financial statements, certain errors resulfing in the improper treatment of
previously stated assets, liabilities, revenue and expenses were discovered during the current year.
Accordingly, an adjustment has been made to beginning fund balance and net position as of Janvary 1,
2015 to correct the errors. Also, as discussed in Note 15 to the financial statements, the City has adopted
the provisions of GASB Statement No. 68, Adccounting and Financial Reporting for Pensions and GASB
Statement No. 71 Pension Transition for Contributions Made Subsequent to the Measurement Date,
which has resulted in a restatement of the net position as of January 1, 2015. Our opinions are not
modified with respect to these matters.

Other Matters

Required Supplementary Information

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

Management has omitted the management’s discussion and analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the basic financial
statements, Such missing information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an esgential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. Our opinion on the basic financial statements is not affected by the missing information.

Other Information .

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Watford City, North Dakota’s financial statements. The city officials listing is
presented for purposes of additional analysis and is nof a required part of the financial statements,

The city officials listing has not been subjected fo the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we do not express an opinion or provide any assurance on it.




Other Reporting Required by Government Auwditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 2,
2016 on our consideration of the City of Watford City’s internal controls 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 reporiing and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance, That report is an integral part of an audit
performed in accordance with Govermment Auditing Standards in considering the City of Watford City’s
internal control over financial reporting and compliance.

@’MXL?”

Bismarck, North Dakota
December 2, 2016



City of Watford City
Statement of Net Position
December 31, 2015

Assets

Cash and cash equivalents
Restricted cash
Taxes receivable
Accounts receivable, net of allowance
Intergovernmental receivable
Capital assets not being
depreciated
Capital assets, net of
accumulated depreciation

Total assets
Deferred Quiflows of Resources

Deferred outflows of resources
related to pension

Liabilities

Accounts payable
Retainage payable
Interest payable
Noncurrent liabilities
Due within one year
Compensated absences
General obligation bonds
Revenue bonds, net of premium
Refunding improvement bonds,
net of premivin
Due in more than one year
Compensated absences
General obligation bonds
Revenue bonds, net of premium
Certificates of indebtedness
Refunding improvement bonds,
net of premium
Net pension liability

Total liabilities

See Notes to Financial Statements

Governmental
Activities

Business-Type
Activities

Total

§ 53,117,320

$ 11,673,829

$ 64,791,149

33,666,464 77,400 33,743,864
55,546 - 55,546
1,393,389 1,000,083 2,363,472
1,346,152 - 1,349,152
78,727,934 39,035,441 117,763,375
26,342,825 21 ,63 6,125 47,978,950
194,652,630 73,422,878 268,075,508
497,708 189,710 687,418
9,509,772 175,072 9,684,844
4,897,587 1,350,113 6,247,700
296,697 114,552 411,249
75,000 15,000 90,000
45,000 - 45,000
805,859 264,402 1,070,261
856,787 - 856,787
58,974 31,225 50,199
575,000 - 575,000
39,684,040 20,719,998 60,404,038
27,011,565 - 27,011,565
25,872,159 - 25,872,159
1,200,509 457,594 1,658,103
110,888,949 23,127,956 134,016,905
5




City of Watford City

Statement of Net Position

December 31, 2015

Deferred Inflows of Resources

Deferred inflows of resources
related to pension

Net Position

Net investment in capital assets
Restricted for debt service
Restricted for capital projects
Restricted for planning commission
Unrestricted

Total net position

See Notes to Financial Statements

Governmental Business-Type
Activities Activities Total

271,019 103,303 374,322
16,220,349 39,687,166 49,907,515
163,000 77,400 240,400
55,061,742 - 55,061,742
235,807 - 235,807
18,309,472 10,616,763 28,926,235
$ 83,990,370 $ 50,381,329 $ 134,371,699
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City of Watford City

Reconciliation of Governmental Funds Balance Sheet to the Government-Wide Statement of Net Position

December 31, 2015

Total fund balance, governmental funds

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

Capital assets used in govermmental activities are not current financial
resources and therefore are not reported in the governmental funds
Cost of capital assets
Tess accumulated depreciation
Net capital assets

Property taxes will be collected after year-end, but are not available
soon enough to pay for the current period's expenditures and
are reported as deferred inflows in the funds.

Net pension liability and pension related deferred outflows and
inflows of resonrces are not due in the current period and
therefore are not reported in the funds

Long-term liabilities applicable to the City's governmental
activities are not due and payable in the current period and
accordingly are not reported as fund liabilities. All
liabilities-both current and long-term are reported in the
statement of net position. Balances at December 31, 2015 are

Compensaled absences

Interest payable

Bonds payable, net of premium
Total long-term liabilities

Net position of Governmental Activities in the Statement of Net Position

See Notes to Financial Statements

$§ 75,118,966

$ 108,727,900

(3,657,141)

105,070,759

55,546

(973,820)

$  (133,974)
(296,697)

(94,850,410)

(95,281,081)

83990370




01

996'STI°SL § 6SLTTOPT § £6T°059 [3 GLESISET § 908°LI8HE § STL6LET [00'EEL'y 8
9EFSHS ST 6E6'318°6 (Z60°08tF) (X)) 06L°LE8'S 179'696'( TI0°920°
SOF0GET 7L8'606 REC 0Py - (LLF"OF) 6+9°9L £80°LE
TLT'S8I°EL L90°606°8 {oer'0zey) (0r9°9¢a) LOTRLE'S 816'768°1 5L6150°T
0EE'ELS 6s 0T8E0TH S8E0EL'S S10°THI0T 910°086°8T (668'635) 636"904°T
950°8/0'26 [91°989°T PLE'6OV'EE £28'%91°99 (96g'a77 ¢) 8T HRET (FET'L6T'L)
1T 6e) (615°€98°C) (599'1%) (00s'7T) (96£'6TE'01} (000°000°9) (FET'L6T'LT)
PLETFY'6E 089°675'L 90£'055°9 - 000°000"L 8LTYE'R 000°000°01
£95°91%98 - 000°$59°6C £95°195°79 - - -
16%'198'9 - EELSET'E 85/°6T9°E - - -
9TLH08'EE) 6S9LIST (6%6°8LT'8T) (F08'cz0"or) ZIV'60TTE {LTLPEST) TI'H00'6
LESTLLSE LIT'EST L, SP0°860°9¢ 081728601 - CZT'9LE'E 9T ZIIS
£6£°899°¢8 000°LE S+0°860°9¢ $09°0T1 ot - BLEHIIT STRIT
TESTLFT TESILE'T - - - - -
000°0FT 000°0YL - - - - -
THL'TOL' SI6°609°] - - - - L7386
£66'69 - - - - - £66°69
POL'ELO'E 918'9%¢ - - - - 288°98LT
ELT99'S 88F'EILE - 981°218 - OPLTIET ESH'B06'T
126°29T°59 0L80LLS 950618 986°606 TIP60T e 860°TH &pS 9T Pl
[8E°€L SE6'E - - - - 969
9£7ET] 05T - - - - 986'TL1
£69°C00°01 06y 950613 986'606 - - T1L'89TT
8T9°%L - - - - - 8THbL
$96°61¢ PEG'6LE - - - - 180°0k1
£56°5T5°08 ¥B6°199°% - - IF 60T 860°Zpt E5FTITTI
£9ESTFE £56°PSEE - - - - 0109
WLEEE  § PLEPIE § - $ - $ " $ - 3.8991  §
spund spung spung INUID) Eﬂuﬁ@}nﬁﬂﬁm _uc.,P.H pung
TEIU2IAIIZADL) TeIUaTIUIIALDY Hou_‘oknm Hﬂ:nmdU 5uaAayg b—D b_U pROyd [EI9T25)
1oL Jofenmmo g

SJUOUIRNE)S [RIOUEUL 0] S310N 995

Smpug - saoueleg puny

patelsal se ‘BunnSag - ssotejey pun,
(€1 910N} TUOWID1LIS

papodar £]snotasid
se ‘BunmuFag - seouBrag pur,l

§90UEEq Pury ur s§ueyd JaN

S35M PUR $30IM0S SUIOURTLT J9QI0 [BIO.]
N SIAJSTEL],
UL 8I1935ULL],
Spaoq JO 20TELSS]
PONSSI SPUOq O TINTOTST]
(sas)) saomog Suaurulg ISU0

S2IMIPUACED 1340
SOTIRAARE 30 (A0UD11Iap) s580%g

soanypnadxa [ee]
Arqno [ejde]y
15219)0]
Tedoug
20IAIZE 198(T
SATLALIS SIWIGU0 PUE [BI00
" sytom ongng
Aiages otpgng
JUSIITIRACE [BISTAD)
JUAIT
samytpIadyg

SINUAAI B0,

QWO IO

SUIODTT 3$0XAFUY

SJTRID)

5OTIALIQY PUE ST
SROIALSS JOY saBIeT)
SANLFASL TERUOUIIINAOE I0JuF
SITI9d PUE SOSIAOIT

SOXE],

SAMUIAT]

S10T "1¢€ 19quIa0a( pepuy 183 &
SPUN [BJUSTIUISAOL) — S90URTRY PUN,] Ul $a5URY) PUE SaInpuadxy ‘SONUSASY JO JUSMIIELS

A1) pIorem Jo A1)



City of Watford City

Reconciliation of Governmental Funds Statements of Revenues, Expenditures, and Changes in Fund Balances
with the Government-Wide Statement of Activities

Year Ended December 31, 2015

Net change in fund balances - total governmental funds $ 59,573,330

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 activilies, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the
amount by which capilal outlays exceeded depreciation in the current year
Capital asset additions ' $ 83,668,393
Contributed capital transferred to enterprise funds (9,192,044)

Current year depreciation (621,245)
73,855,104

The net effect of various sale transactions involving assels is to decrease .
net position. In the Statement of Activities, only the gain or loss on the disposal |
of assets is reported, whereas in the governmental finds, the proceeds from |
the sale of assets increase financial resources. (39,439)

\
Changes to net pension liability and pension related deferred outflows }
and inflows do not require the use of current financial resources and |
therefore are not reported as expenditures in governmental funds (149,291) |
Some expenses reported in the statement of activities do not require the use
of crent financial resources and are not reported as expenditures in
governmental funds.
Net increase in interest payable $  (263397)

Net increase in compensated absences (80,576)
(343,973)

The issuance of long-term debt provides current [inancial resources to
governmental funds, but the issuance increases long term liabilities in the
statement of net position. . (93,078,056)

Government funds report the effect of bond premiums when debt is fitst
issued, whereas these amounts are amortized in the statement of activities. 282,646

Some revenues reported on the statement of activities are not reported as
revenues in the governmental funds since they do not represent available
resources to pay current expenditures. This consists of the increase in taxes
receivable. 39,531

Repayment of Jong-term debt principal is an expenditure in the
sovernmental finds, but the repayment reduces long-term liabilities in the
statement of net position. 140,000

Change in net position of governmental activities $ 40,279,852

Sce Notes to Financial Statements 11




City of Watford City
Statement of Net Position — Proprietary Funds

December 31, 2015

Nonmajor Total
Enterprise Enterprise
Water Sewer Funds Funds
Assets
Current agsets
Cash and cash equivalents § 5,466,155 $ 5,620,967 586,707 $ 11,673,829
Accounts receivable 263,935 621,360 114,788 1,000,083
Total current assets 5,730,090 6,242 327 701,495 12,673,912
Noncurrent assets
Restricted cash 23,650 53,750 - 77,400
Capital assets not being
depreciated 8,544,880 30,490,561 - 39,035,441
Capital assets, net of
accumulated depreciation 7,970,779 13,144,349 520,997 21,636,125
Total non-current
assels 16,539,309 43,688,660 520,997 60,748,966
Total assets 22,269,399 49,930,987 1,222 492 73,422,878
Deferred Outflows of Resources
Deferred outflows of resources
related to pension 74,187 46,245 69,278 189,710
Liabilities
Current liabilities
Accounts payable 145,142 11,884 18,046 175,072
" Retainage payable 127,360 1,222,753 - 1,350,113
Interest payable 2,067 112,485 - 114,552
Compensated absences 5,000 5,000 5,000 15,000
Revenue bonds 16,000 248,402 - 264,402
Total current liabilities 295,569 1,600,524 23,046 1,919,139
Non-current Habilities .
Compensated absences 16,096 7,785 7,344 31,225
Revenue bonds 232,000 20,487,998 - 20,719,998
Net pension liability 178,945 111,545 167,104 457,594
Total non-current
liabilities 427 041 20,607,328 174,448 21,208,817
Total liabilities 722,610 22,207,852 197,494 23,127,956
Sce Nofes to Financial Statements 12



City of Watford City
Statement of Net Position — Proprietary Funds

December 31, 2015
Nonmajor Total
Enterprise Enterprise
Watcr Sewer Funds Funds
Deferred Inflows of Resources
Deferred inflows of resources
related to pension 40,397 25,182 37,724 103,303
Net Position
Net investiment in capital accounts 16,267,659 22,898,510 520,997 39,087,106
Restricted for debi service 23,650 33,750 - 77,400
Unrestricted 5,289,270 4,791,938 535,555 10,616,763
Total net position _$ 21,580,579 § 27,744,198 $  1.056,552 $ 50,381,329

See Notes to Financial Statements
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City of Watford City

Statement of Revenues, Expenses and Changes in Net Position — Proprietary Funds
Year Ended December 31, 2015

Nomnajor Total
Enterprise Enterprise
‘Water Sewer Funds Funds
Revenues
Charges for services § 2,674,880 $ 1,928,668 $ 1,089,792 $ 5,693,340
Miscellaneous revenues 4114 - - 4,114
Total operating revenues 2,678,994 1,928 668 1,089,792 5,697,454
Expenditures ‘
Cost of services 1,721,196 378,052 348,012 2,447,260
Contractual and professional
services 2,784 20,171 22,955
Materials and maintenance 164,750 13,852 - 178,602
Utilities 17,888 71,167 7,318 96,373
Supplies 59,953 2,419 30,675 93,047
Administration 131,278 59,444 467,450 658,172
Depreciation 189,654 433,606 72,981 696,241
Total operating expenses 2,287,503 978,711 926,436 4,192 650
Operating income 391,491 949,957 163,356 1,504,804
Non-operating Revenues
(Expenses)
Intercst expense (6,209) (195,673) - (201,882)
Total non-operating
revenue (expenses) (6,209) (195,673) - (201,882)
Net income
before contributions 385,282 754,284 163,356 1,302,922
Capital contributions 3,641,476 5,550,568 - 9,192,044
Change in net position 4,026,758 6,304,852 163,356 10,494,966
Tatal Net Position - Beginning, .
as previously reported 17,346,641 21,456,303 974,968 39,777,912
Restatement (Note 15) 207,180 (16,957) (81,772) 108,451
Total Net Position - Beginning,
as restated 17,553,821 21,439,346 893,196 39,886,363
Total Net Position - Ending $ 21,580,579 $§ 27.744.198 $ 1,056,552 $ 50381329

See Notes to Financial Statements 14



City of Watford City
Statement of Cash Flows — Proprietary Funds
Year Ended December 31, 2015

Cash Flows from Operating Activities
Receipis from customers
Payments to suppliers
Payments to employzes

Net Cash Provided by Operating Activities

Cash Flows from Capital and Related Financing
Activities
Proceeds from bond issuance
Payment on debt
Interest paid
Capital asset purchases

Net Cash used by Capital and Related
Financing Activities

Net Change in Cash and Cash Equivalenis
Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

Reconciliation of Operating Income to
Net Cash Provided by Operating
Activities
Operating Income
Adjustments to Reconcile Operating Income
to Net Cash Provided by
Operating Activities
Depreciation expense
Effects on cash flows due to changes in
Accounts receivable
Deferred outflows
Compensated absences liability
Retainage payable
Accounts payable
Deferred inflows
Net pension liability
Total adjusiments

Net Cash Provided by Operating
Activities

Noncash Capital Activities

Contribution of capital assets from capital
project funds

See Notes to Financial Statements

Nonmajor Total
Enterprise Enterprise

Water Sewer Funds Funds
$ 2,724,197 $ 1,800,121 $ 1,065,695 $ 5,590,013
(1,460,131} 953,027 (428,711) (935,815)
(458,610} (253,181) (392,227) (1,104,018)
805,456 2,499,967 244,757 3,550,180
- 20,171,400 - 20,171,400
{15,000} (35,000) - (50,000)
(6,575) (88,771) - (95,346)
(248,357) (21,394,154) (174,980} (21,817,491)
{269,932) (1,346,525) (174,980} {1,791,437)
535,524 1,153,442 69,777 1,758,743
4,954,281 4,521,275 516,930 9,992,486
$ 5,489,805 S 5674717 $ 586,707 § 11,751,229
$ 391,491 3 949,957 i 163,356 $ 1,504,804
189,654 433,606 72,981 696,241
45,203 {128,547) (24,097} (107,441)
(61,683) (38,450) (57.602) (157,735)
21,096 12,785 12,344 46,225
127,360 1,222,753 - 1,350,113
8,395 {4.459) (607} 3,333
40,397 25,182 37,724 103,303
43,539 27,140 40,658 111,337
413,965 1,550,010 81,401 2,045,376
§ 805,456 2,499,967 $ 244,157 $ 3,550,180
$ 3,641,476 $ 5,550,568 3 - $ 9,192,044
15




City of Watford City
Statement of Net Position — Fiduciary Funds
December 31, 20615

Park Board
Ambulance Unit School
Fees Fees Fees

Assets
Cash and cash equivalents $ 1,012 $ 1,012 $ 1,012
Receivables 5,048 5,648 5,648

Total assets 3 6,660 $ 6,660 3 6,660
Liabilities
Due to others : b 6,660 $ 6,660 3 6,660

Totat liabilities $ 6,660 3 6,660 A 6,660

Sec Notes to Financial Statements 6



City of Watford City
Notes to the Financial Statements
December 31, 2015

Note 1 - Summary of Significant Accounting Policies

The City of Watford City, North Dakota (the “City”) operates under a City Council form of government. The
Govermnmental Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles.

Financial Reporting Entity

The accompanying financial statements present the activities of the City of Watford City. The City has considered
all potential component units for which the City is financially accountable and other organizations for which the
nature and significance of their relationships with the City are such that exclusion wonld cause the City’s financial
statements to be misleading or incomplete. The Governmental Accounting Standards Board has set forth criteria
to be considered in determining financial accountability. This criteria includes appointing a voting majority of an
organization’s governing body and (1) the ability of the City of Watford City to impose its will on that
organization or (2) the potential for the organization fo provide specific financial benefits to, or impose specific
financial burdens on the City of Watford City.

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

Related Organizations

McKenzie County Public Library

The City and McKenzie County govern the library by a joint six member board. The County administers the
library fund and levies the necessary mills to pay budget expenses. The County contributes funds, supplies and
equipment to the library.

Measurement Focus and Basis of Accounting

The government-wide, proprietary, and fiduciary fund financial statements are repotted using the economic
resources measurement focus. The gavernment-wide and proprietary fund financial statements are reported using
the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at the time
labilities are incurred, regardless of when the related cash flows take place. On an accrual basis, revenue from
property taxcs is recognized in the fiscal year for which the taxes are levied. Revenue fiom grants, entitlements,
and donations are recognized in the fiscal year which all eligibility requirements have been satisfied.

Governmental fund financial statements are reported using the current financial resources measurement focus and
the modified accrnal basis of accounting. Under this method, revenues are recognized when they are both
measurable and available. Revenues are considered to be available when they are collectible within the current
period or soon enough thereafter to pay liabilities of the current period. For this purpose, the City considers tax
revenues to be available within 60 days of the end of the current fiscal year period. Other revenues are considered
available if received one year after the fiscal year-end. Major revenues that are determined to be susceptible to the
accrual include grant revenues. Expenditures are recorded when a liability is incurred, as under accrual
accounting, However, debt expenditures, as well as expenditures related to compensated absences are recorded
only when payment is due.
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City of Watford City
Notes to the Financial Statements
December 31, 2015

Property taxes, licenses and interest associated with the current fiscal period are all considered to be susceptible to
accrual. All other revenue items are considered to be measureable and available only when cash is received by the
government.

Proprietary funds report operating revenues and expenses separately from nonoperating items. Operating revermes
and expenses generally result from providing services or producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The principal operating revenues of the City’s enterprise funds
are charges to customers for sales and services. Operating expenses for enterprise funds include the costs of sales
and services, administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting
this identification are reported as nonoperating revenues and expenses.

Government-wide Financial Statements

The Statement of Net Position and the Statement of Activities display information about the City as a whole.
These statements include the financial activities of the reporting entity, except for fiduciary funds. The statements
distinguish between governmental activities, which are normally financed through taxes and intergovernmental
revenues, and business-type activities, which are normally financed in whole or in part by fees and charges for
SETVICES.

The Statement of Net Position presents the financial condition of the governmental activities of the City at yeat-
end. The Statement of Activities presents a comparison between direct expenses and program revenues for each
program or function of the City’s governmental activities and business-type activities. Direct expenses are those
that are specifically associated with a service, program or department and therefore clearly identifiable to a
particular function. Program revenues include charges paid by the recipient of the goods or services offered by
the program, operating grants and contributions, and capital grants and contributions, including special
assessments that are restricted to meeting the operational or capital requirements of a particular program.
Revenues, which are not classified as program revenues, are presented as general revenues of the City. The
comparison of direct expenses with program revenues identifies the extent to which each governmental function is
self-financing or draws from the general revenues of the City.

During the year, the City segregates transactions refated to certain City functions or activities in separate funds in
order 1o aid financial management and to demonstrate legal compliance, Fund financial statements are designated
to present financial information of the City at this more detailed level. The focus of governmental and enterprise
fund financial statements is on major funds. An emphasis is placed on major funds within the governmental and
proprietaty categories. A fund is considered major of it is the primary operating fund of the City or meets the
following criteria;

1) Total assets and deferred ontflows of resources, liabilities and deferred inflows of resources, revenues, or
expenditures/expenses of that individual governmental or enterprise fund are at least 10 percent of the
corresponding total for all funds of that category or type, and

2} Total assets and deferred outflows of resources, liabilities and deferred inflows of resources, revenucs, or
expenditures/expenses of the individual governmental fund or enterprise fund are at least 5 percent of the

corresponding total for all governmental and enterprise funds combined.

Each major fund is presented in a separate column in the fund financial statements. Non-major funds are
aggregated and presented in a single column. The fiduciary fund is reported by type.
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City of Watford City
Notes to the Financial Statements
December 31, 2015

Fund Financial Statements

The fund financial statements provide information about the City’s funds including its fiduciary funds. Separate
statements for cach calegory-governmental, proprietary and fiduciary are presented. The emphasis of fund
financial staternents is on major governmental and enterprise funds, each displayed in a separate column. Afl
remaining governmental funds are aggregated and reported as nonmajor funds.

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

Financial Statement Presentation

The City reports the following major governmental funds:

General Fund — This is the general operating fund of the City and is always classified as a major fund. It is used to
account for all financial resources except those required to be accounted for in another fund.

Road Fund — This fund accounts for the financial resources and activity of all road specific projects being done
throughout the City.

City Improvement Fund — This fund accounts for the financial resources and activity of ali projects being
undertaken to improve the buildings, facilities, etc. of the City.

City Events Center Fund - This fund accounts for the financial resources and activity of the new city event cenfer
project currently taking place in the City.

Capital Projects Fund - This fund accounts for the financial resources and activity of all the other capital project
funds being undertaken throughout the City.

The City reports the following major enterprise funds:

Water - This fund is used to account for the operating and non-operating revenues and expenses of the water
department, This fund is maintained on the full accrual basis of accounting,

Sewer — This fund is used to account for the operating and non-operating revenues and expenses for the sewer
fund. The fund is maintained on the full accrual basis of accounting,

Additionally, the City reports the following fond types:

Agency Funds - These funds acconnt for assets by the City in a custodial capacity as an agent on behalf of others.
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City of Watford City

Notes to the Financial Statements
December 31, 2015

Budgets and Budgetary Accounting

The City Council follows the procedures established by North Dakota law for the budgetary process. The
operating budget includes proposed expenditures and the means of financing them for the upcoming year, along
with estimates for the current year and actual data for the preceding year. Formal budgetary integration is
employed as a management control device during the year.

The governing board reviews the preliminary budgef, may make revisions, and approves it on or before
September 10, On or before October 1, a public hearing is held for taxpayers to discuss any budgeted items. The
governing body reviews the preliminary budget at the hearing, and may make revisions that do not increase the
total budget and prepares the final budget. The governing board adopts an ordinance approving the tax levy
requested in the final budget. The final budget must be filed with the county auditor by October 10.

The budget may be amended during the year for any revenues and appropriations not anticipated at the time the
budget was prepared, except no amendment changing the taxes levied can be made after October 10 except as
provided by Notth Dakota Century Code, the balance of each appropriation becomes a part of the unappropriated
fund balance at year-end.

The City prepares its budget and reports it governmental funds on the same basis of accounting.
Cash and Cash Equivalents

The City considers all highly liquid investments purchased with an original maturity of three months or less fo be
cash equivalents, except for certificates of deposit which are considered cash equivalents regardiess of their term
since there is no loss of principal for early withdrawal.

Restricted Cash

Certain resources set aside in the general and water and sewer funds are classified as restricted assets because
their use is limited by bond and loan covenants.

The City has restricted cash set aside in their road, city event center, capital projects, and planning commission
funds because their use is limited by external parties for specific projects. These funds are to be used to pay for
the costs incurred on these projects.

Investments

Investments arc recorded at market value. North Dakota state statute authorizes cities to invest their surplus funds
in;
a) Bonds, treasury bills and notes, or other securities that are a direct obligation of, or an obligation insured
or guaranieed by, the treasury of the United States, or its agencies, instrumentalities, or organizations
created by an act of Congress.

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

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

d) Obligations of the state.
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City of Watford City

Notes to the Financial Statements
December 31, 2015

As of December 31, 2015, all of the City’s investments consisted of certificates of deposit with a local financial
institution that meet the criteria of cash and cash equivalents and these investments are presented as cash and cash
equivalents,

Capifal Assels

Capital assets, which include property, plant, equipment and infrastructure assets (e.g. roads, bridges, sidewalks,
curbs, efc.), are reported in the applicable governmental or business-type activities columns in the government-
wide financial statements. All capital assels are recorded at cost (or estimated historical cost). The assets are
updated for additions and retirements during the City’s fiscal year. Improvements that significantly extend the
nseful life of the asset are also capitalized. Donated capital assets are recorded at estimated fair market value at
the date of donation.

The City’s capitalization policy is $5,000 and an estimated useful life in excess of one year or more.

The costs of normal maintenance and tepairs that do not add to the value of the asset or materially extend asset
lives are expensed, not capitalized.

All capital assets are depreciated over their estimated useful lives on a straight-line basis. The City has
established the following useful lives: '

Buildings and infrastructure 30-50 years
Machinery and equipment 5-15 years
Improvements other than buildings 20 years

The City reviews the cartying values of property and equipment for impairment whenever events or
citcumstances indicate that the carrying value of an asset may not be recoverable from the estimated future cash
flows expected to result from its use and eventual disposition. When considered impaired, an impairment loss is
recoghized to the extent carrying value exceeds the fair value of the asset. There were no indicators of asset
impairment during the year ended December 31, 2015,

Compensated Ahsences

The City allows employees to accumulate earned but uriused vacation and sick leave benefits. Unused vacation
leave benefits are 100% payable upon termination and 1/6 of unused sick leave benefits are payable upon
termination, Amounts are reported as liabilities in the appropriate governmental or business type activity in the
government wide statements. Expenditure for unpaid vacation and sick leave benefits are recorded when paid in
the governmental funds on the modified accrual basis of accounting and expenses for vacation and sick leave
benefits are recorded when accrued in the proprietary funds on the full accrual basis of accounting.
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City of Watford City
Notes to the Financial Statements
December 31, 2015

Pensions

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

Implementation of GASB Statement No. 68 and GASB Statement Ne, 71

As of January 1, 2015 the City of Watford City adopted GASB Statement No. 68, dccounting and Financial
Reporting for Pensions and GASB Statement No. 71 Pension Transition for Contributions Made Subsequent fo
the Measurement Date. The implementation of these standards requires governments calculate and report the
costs and obligations associated with pensions in their basic financial statements. Employers are required to
recognize pension amounts for all benefits provided through the plan which include the net pension liability,
deferred outflows of resources, deferred inflows of resources, and pension expense. The effect of the
implementation of these standards on beginning net position is disclosed jn Note 15 and the additional disclosures
required by these standards are included in Note 12.

Deferred Outflows and Inflows of Resources

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

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

FLong-Term Debt

The accounting treatment of long-term debt depends on whether the assets are used in governmental fund
operations or proprietary fund operations and whether they are reported in the government-wide or fund financial
statements.

All long-term debt arising from cash basis transactions to be repaid from governmental and business-type
resources 18 reported as a liability in the government-wide statements. The long-term debt consists primarily of
bonds payable. Bond premiums and discounts are reported as other financing uses. Issnance costs, whether or not
withheld from the actual debt proceeds are reported as debt service expenditures.
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City of Watford City
Notes to the Financial Statements
December 31, 2015

Long-term debt arising from cash basis transactions of governmental funds is not reported as a liability in the fund
financial statements. The debt proceeds are reported as other financing sources and debt discounts as other
financing uses. Payment of principal and interest is reported as expenditures. Issuance costs, whether or not
withheld from debt proceeds received, are reported as debt service expenditures. The accounting for proprietary
funds is the same in the find financial statements as the treatment in the government-wide statements. In the fand
financial statements, governmental fund types recognize bond discounts, as well as bond issuance costs, during
the current period.

Net Position and Fund Balance

The difference between assets and deferred outflows of resources and liabilities and deferred inflows of resources
is “net position” on government-wide, proprietary and fiduciary financial statements and “fund balance” on the
governmental fund financial statements.

In the fund financial statements, governmental funds report aggregate amounts for five classifications of fund
balances based on the constraints imposed on the use of these resources. The non-spendable fund balance
classification includes amounts that cannot be spent because they are either (a) not in spendable form —
inventories; or (b) legally or contractuaily required to be maintained intact.

The spendable portion of the fund balance comprises the remaining four classifications: restricted, committed,
assigned, and unassigned.

Restricted — This classification reflects the constraints imposed on resources either (a) externally by creditors,
grantors, contributors, or laws or regulations of other governments; or (b) imposed by law through constitutional
provisions or enabling legislation.

Committed — These amounts can only be used for specific purposes pursuant to constraints imposed by formal
resolutions or ordinances of the City Commission — the City’s highest level of decision making authority. Those
committed amounts cannot be used for any other purpose unless the City Commission removes the specified use
by taking the same type of action imposing the commitment, This classification also includes contractual
obligations to the extent that existing resources in the fand have been specifically committed for use in satisfying
those contractual requirements

Assigned — This classification reflects the amounts constrained by the City’s “intent” to be used for specific
purposes, but are neither restricied nor committed. The city comumission has the authority to assign amounts to be
used for specific purposes. Assigned fund balances include all remaining amounts (except negative balances) that
are reported in governmental funds, other than the General Fund, that are not classified as non-spendable and are
neither restricted nor committed.

Unassigned — This fund balance is the residual classification for the General Fund. It is also used to report
negative fund balances in other governmental funds.

When expenditures are incurred for purposes for which both restricted and unrestricted fund balance is available,
restricled fund balance is considered to have been spent first unless legal requirements disallow it. When
committed, assigned, and unassigned funds are available for expenditures, committed amounts are reduced first,
followed by assigned amounts and then unassigned amounts unless the governing board has provided otherwise
in its commitiment or assigninent actions.
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City of Watford City

Notes to the Financial Statements
December 31, 2015

Internal and Interfund Balances and Activities

In the process of aggregating the financial information for the government-wide statement of nel position and
statement( of activities, some amounts reported as inter-fund activity and balances in the fund financial statements
have been eliminated or reclassified.

Property Taxes

All real estate is assessed as of the current value in April of each year. Property taxes are attached as an
enforceable lien on the real estate and become due on January 1 of the year following the assessment date.

A 5% reduction of the taxes is allowed if the taxes are paid in fulf by February 15. Penalty and interest are added
on March 1 if the first half of the taxes is not paid. Additional penalty and interest are added on a quarterly basis
to those taxes that are not paid.

Taxes ate collected by the county and remitted monthly to the City.
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United

States of America requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual resulis could differ from those estimates.

Note 2 - Cash and Cash Equivalents

The City pools cash resources of its various funds in order to facilitate the management of cash. Cash applicable
to a particular fund is readily identifiable. The balance in the pooled cash accounts is available to meet current
operating requirements. Cash in excess of current requirements is invested in various inferest-bearing securities
and disclosed as part of the City’s cash and cash equivalents. These amounts must be deposited in a financial
institution situated and doing business within this State. The City has no formal investment policy.

Custodial Credit Risk

This is the risk that, in the event a financial institution fails, 2 government is unable to recover the value of ity
deposits, investments, or collateralized securities in the possession of the institution, The City does not have a
formal policy regarding deposits. In accordance with state statutes, the fair value of the collateral pledged must be
equal to or greater than 110% of the deposits not covered by insurance or bonds,

Atyear end December 31, 2015, the City’s carrying amount of deposits was $98,535,013, the agency fund’s
carrying amount of deposits was $3,036, and the bank balance was $98,538,049. Of the bank balances $250,000
was covered by Federal Depository Insurance. The remaining balance was collateralized with securities held by
the pledging financial institution’s agent in the government’s name.
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Note 3 - Legal Compliance
Expenditures over Appropriations

At December 31, 20135, the following funds had expenditures that exceeded budgeted appropriations:

General fund $ (1,003,076)
Social Security Fund {(27,525)
Retirement Fund {(625)
Insurance Reserve Fund {30,662)
Planning Commission (674,214)
Cemetery Fund {26,782)
PD Housing Allowance Grant Fund _ (268,436)
Occupancy Tax Fund (185,172)
Restaurant & Lodging Tax Fund (14,177
Cert of Indebtedness, Serics 2015A (196,338)
Cert of Indebtedness, Series 2015B (48,202)
Cert of Indebtedness, Series 2015C (19,946)
Cert of Indebtedness, Series 2015D : (20,469)
Sales Tax Revenue Bonds, Series 2015 (508,177
Special Improvement Bonds, Series 2015 (636,984)
Capital Projects Fund (38,824,724)
Sewer Fund (108,631)

All funds with expenditures exceeding appropriations will be covered by excess revenues, No remedial action is
anticipated or required.

Deficit Fund Balances
The following funds were in a deficit position at December 31, 2015:
Fund

Governmental funds :
PD Housing Allowance Grant Fund $ 56,436

The deficit will be alleviated by grant revenue incoming from the state.
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Notes to the Financial Statements
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Note 4 - Accounts Receivable

Accounts receivable are presented net of allowance for uncollectible accounts. Management defermines the
allowance for doubtful accounts by identifying troubled accounts and by using historical experience applied to an
aging of accounts. Accounts receivable are written off when deemed uncollectible. Recoveries of accounts
receivable previously written off are recorded when received. A receivable is considered past due if any portion of
the balance is outstanding after the duc date. As of December 31, 20135, the allowance for uncollectible accounts
was $1,500,000,

Activity between funds that are representative of lending/borrowing atrangements outstanding at fiscal year-end
are referred to as “due to/from other funds.” Advances between funds are not available to appropriation and are
not expendable financial resources.

Note 5- Intergovernmental Receivable

Intergovernmental receivables consist of reimbursements due from the State Treasurer for city sales tax,
hospitality tax, grants and stale aid.

Note 6 - Capital Assets

Capital asset activity for the year ended December 31, 2015 is as follows:

Balance
1/1/2015 Balance
(as restated) Additions Transfers Deletions 12/31/2015
Governmental Activities
Capital assets not being depreciated
Land $ 4,498,105 $ 564,250 $ - 3 - $ 5,062,355
Construction in propress 14,712,955 60,258,266 {(1,305,642) - 73,665,579
Total capital agsets not being
depreciated 19,211,060 60,822,516 (1,305,642) - 78,727,934
Capital asscts being depreciated
Buildings and infrastructure 6,110,190 560,122 - - 6,670,312
Machipery and equipment 3,664,523 502,689 - {150,500) 4,016,714
improvements other than buildings 5,416,276 12,591,022 1,305,642 - 19,312,940
Tatal capital assets being “\
depreciated 15,190,991 13,653,833 1,305,642 (150,500} 29,999,966
Less accrumulated depreciation
Buildings and infrastracture 476,117 161,984 - - 638,031
Machinery and equipment 1,267,850 269,156 - (111,061) 1,425,945
Improvements other than buildings 1,402,990 190,175 - - 1,593,165
TFotal accumulated
depreciation 3,146,957 621,245 - {111,061) 3,657,141
Total capital assets being
depreciated 12,044,034 13,032,588 1,305,642 (39,439) 26,342,825
Governmentai Capital Assets, net $ 31,255,094 $ 73,855,104 5 - b {39,439} § 105,070,759
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December 31, 2015
Depreciation expense was charged to functions of the City as follows:
General government b3 216,568
Public safety 138,818
Public works 179,011
Social and economic services 86,848
Total depreciation expense $ 621,245
Balance Balance
1/1/2015 Additions Transfers Deletions 12/3172015
Business-type activities
Capital assets not being depreciated
Land 25,143 5 - - $ - $ 25,143
Construetion in progress 13,578,214 28,150,129 (2,718,045) - 39,010,298
Total capital assets not being
depreciated 13,603,357 28,150,129 (2,718,045) - 39,035,441
Capital assets being depreciated
Buildings and infrastructure 14,120,595 2,567,543 2,718,045 - 19,406,183
Machinery and equipment 911,645 201,980 - - {113,625
Improvements other than buildings 2,713,276 89,883 - - 2,803,159
Total capital assets being
depreciated 17,745,516 2,859,406 2,718,045 - 23,322,967
Less accumulated depreciation
Buildings and infrastructure 601,183 497,765 - - 1,098,948
Machinery and equipment 144,140 93,524 - - 237,664
Improvements other than buildings 245,278 104,952 - - 350,230
Total accamulated
depreciation 990,601 696,241 - - 1,686,842
Total capital assets being
depreciated, net 16,754,915 2,163,165 2,718,045 - 21,636,125
Business-type activities - capital
assetls, net $ 30,358,272 $ 30,313,294 - 3 . $ 60,671,566
Business-type activities depreciation expense by fund is as follows:
Water fund $ 189,654
Sewer fund 433,606
Garbage fund 62,120
Surcharge fund 10,861
$ 696,241
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Note 7- Long-Term Debt
The following is a summary of long-term debt transactions of the City for the year ended December 31, 2015;

Governmental Activities

Balance Balance Due Within
1/1/2015 Additions Reductions 12/31/2015 One Year
Compengated absences b 53,398 b 153,896 $ 73,320 $ 133,974 S 75,000
General Obligation Bonds 665,000 - 45,000 620,000 45,000
Certificates of Indebtedness - 27,011,565 - 27,011,565 -
Revenue Bonds 1,530,000 35,550,000 95,000 36,985,000 685,000
Plus unamortized preminm - 3,625,758 120,859 3,504,899 120,859
Refunding Improvement Bonds - 23,655,000 - 23,655,000 695,000
- Plus unamortized premium - 3,235,733 161,787 3,073,946 161,787
Total 3 2,248,398 § 93,231,952 $ 495,966 $ 94,984,384 $ 1,782,646
Business-type Activities
1412015 Balance Due Within
(as restated) Additions Reductions 12/31/2015 One Year
Compensated absences $ - 8 59,586 % 13,361 $ 46,225  § 15,000
Revenue Bonds 863,000 20,171,400 50,000 20,984,400 264,402
Total $ 863,000 § 20,230,986 3 63,361 $ 21,030,625 5 279,402

Outstanding debt at December 31, 2015 (excluding compensated absences) consisted of the following issues,

Governmental Activities
General Obligation Bonds

$710,000 General Obligation Highway Refunding Bonds, Series 2013;
due in annual instaflments of $52,160 to $57,308 through May 1,
2028; interest at .6% to 2.70% paid semi-annually; Hquidated out of
the debt service funds through transfers in from the general fund 3 620,000

Certificates of Indebtedness

$15,000,000 Certificate of Indebtedness, Series 2015A; $7,420,975

drawn as of 12/31/2015, interest only due through December 31, 2016,

monthly installments of $73,906 through December 31, 2026; interest

at 3.65% paid monthly; liquidated out of the debt service funds through

transfers in from the general fund $ 7,420,975
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$30,000,000 Certificate of Indebtedness, Series 2015B; $15,086,665

drawn as of 12/31/2015, interest only due through December 31, 2016,

monthly installments of $137,806 through December 31, 2026; interest

at 1.85% paid monthly; liquidated out of the debt service funds through

transfers in from the general fund 15,086,665

$3,000,000 Certificate of Indebiedness, Series 2015C; $1,501,067

drawn as of 12/31/20135, interest only due through December 31, 2016,

monthly instatiments of $14,949 through December 31, 2026; interest

at 3.65% paid monthly; liquidated out of the debt service funds through

transfers in from the general fund 1,501,067

$6,000,000 Cettificate of Indebtedness, Series 2015D; $3,002,858
drawn as of 12/31/2015, inferest only due through Deccimber 31, 2016,
monthly installments of $27,429 through December 31, 2026; inierest
at 1.85% paid monthly; liquidated out of the debt service funds through

transfers in from the general find 3,002,858
Total Certificates of Indebtedness $ 27,011,565

Revenue Bonds

$1,630,000 Oil and Gas Tax Revenue Refunding Bonds, Series 2013;

due in annual installments of $124,605 to $130,811 through May

1, 2028; interest at .6% fo 2.95% paid semi-ammually; liquidated out

of the debt service fiunds through transfers in from the general fund $ 1,435,000

$35,550,000 Sales Tax Revenue Bonds, Series 2015; due in annual

installments of $2,268,375 to $2,273,125 through June [, 2045;

interest at 2% to 3% paid semi-annually; liquidated out of the debt

service funds through transfers in from the general fund | 35,550,000

Total Revenue Bonds $ 36,985,000

Revenue bonds are issued to finance capital improvement projects in which revenue from operations of such
improvement projects or revenue pledged from a designated revenue stream is nsed to pay the debt service. The
City has committed its oil and gas tax and public domain revenues to pay the annual principal and interest
requirements on the 2013 oil and gas revenue bonds. Proceeds from the bonds were used to pay the remaining
maturities of the Oil and Gas Tax Revenue Bonds of 2008. The bonds are payable through 2028. The total
principal and interest rtemaining to be paid on the bonds is $1,673,275. Principal payments of $95,000 and interest
payments of $29,605 were made in the current year. The oil and gas tax and public domain revenues in the current
year were $11,903,949 and $209,414, respectively.

The City committed one-half of the one and one-half percent sales and use tax revenues raised and collected to
pay the annual principal and interest requirements on the 2015 sales tax revenue bonds. Proceeds from the bonds
provided financing for building construction of the Watford City Event Center, The bonds are payable through
2045. The City issued $35,550,000 as of December 31, 2015. Interest payments of $508,110 were made during
the year. No principal was paid in the current year. The sales tax revenues in the current year were $5,110,652.

29




City of Watford City

Notes to the Financial Statements
December 31, 2015

Refunding Improvement Bonds

$23,655,000 Refunding Improvement Bonds, Series 2015; due in
annual installments of $1,811,963 to $1,880,313 through June I,
2035; interest at 2% to 5.25% paid semi-anmually; liquidated out of

the deht service funds $ 23,655,000
Business-Type Activities

$347,464 Water Revenue Bonds, Series 2009; due in annual

ingtallments of $18,061 to $23,650 throngh September 1, 2028;

interest at 2.5% paid semi-anoually; liquidated with revenues generated

for services provided out of the water fund b 248.000

$808,588 Sewer Revenue Bonds, Series 2008; due in annual

installments of $49,125 to $53,750 through September 1, 2028;

interest at 2.5% paid semi-annually; liquidated with revenues generated

for services provided out of the sewer find 565,000

$19,000,000 Sewer Revenue Bonds, Series 2015; $17,067,079 drawn

on bonds at December 31, 2015 with $1,932,021 available to be drawn;

due in annual installments of $769,570 through Septermber 1, 2045;

interest at 2% paid semi-annually; liquidated with revenues generated

for services provided out of the sewer find 17,067,079

$14,000,000 Sewer Revenue Ronds, Series 2015B; $3,104,321 drawn

on honds at December 31, 2015 with $10,895,679 available to be

drawn; due in annual installments of $139,977 through September 1,

2046; interest at 2% paid semi-annually; liquidated with revenues

generated for services provided out of the sewer fund 3,104,321

$ 20,984,400

Revenue bonds are issued to finance capital improvement projects in which revenue from operations of such
improvement projects or revenue pledged from a designated revenue stream is used to pay the debt service. The
City has commitied net revenues of the water fund to pay the annual principal and interest requirements on the
2009 water revenue bonds. Proceeds from the bonds provided financing for the project of improving the public
water system utilities. The bonds are payable through 2028. The total principal and interest remaining to be paid
on the bonds is $294,000. Principal payments of $30,000 and interest payments of $6,575 were made in the
current year. The water fund nel revenues in the current year were $581,145.

The City commitied the net revenues of the sewer fund to pay the annual principal and interest requirements on
the 2008 sewer revenue bonds. Proceeds from the bonds provided financing for the project of improving the
public sewer system utilities. The bonds are payable through 2028, The total principal and interest remaining to be
paid on the bonds is $669,125. Principal payments of $70,000 and interest payments of $15,000 were made in the
current year. The sewer fund net revenues in the current year were $1,383,563.
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The City committed available oil and gas production tax revenue, net revenues of the sewer fund, earnings on any
funds or accounts created by this debt, and any additional sources necessary to pay the annual principal and
interest requitements on the 2015 sewer revenue bonds. Procecds from the bonds provided financing for
improvements to the City’s wastewater facilities. The bonds are payable through 2045 and 2046. The Cily can
issue up to $33,000,000 in bonds, but only $20,171,400 was advanced at December 31, 2015. Interest payments
of $73,771 were made during the year. No principal was paid in the current year. The oil and gas production taxes
revenue in the current year was $11,903,949 and the sewer fund net revenues in the current year were $1,383,563.

The annual maturity of long-term debt of the City, except compensated absences payable, as of December 31,
2015 is as follows:

Year Ended Governmental Activities Business-type Activities

December 31 Principal TInterest Total Principai Interest Total
2016 $ 1425000 % 3505910 § 4930910 3§ 264,402 % 311,267 § 575,609
2017 3,945,335 3,440,615 7,385,950 528,069 417,712 945,781
2018 4,054,302 3,322,578 7,376,880 577,803 406,394 084,197
2019 4,184,884 3,197,467 7,382,351 588,315 394,458 982,773
2020 4,302,133 3,079,731 7,381,864 600,039 382,308 982,347
2021-2025 23,531,339 13,345,464 36,876,803 3,196,791 1,720,225 4,917,016
2026-2030 14,658,572 9,594,076 24.252,648 3,397,292 1,377,244 4,774,536
2031-2035 14,300,000 6,325,750 20,625,750 3,515,578 1,032,158 4,547,736
2036-2040 7,825,000 3,528,125 11,353,125 3,884,992 662,744 4,547,736
20412045 10,045,600 1,305,625 11,350,625 4,293,222 254,514 4,547,736
2046 - - - 137,897 2,080 139,077

$ 88,271,565 $ 50,645,341 § 138,516,906 $ 20,984,400 $ 6,961,044 3 27945444

Note 8 - Transfers

Quasi-external transactions are accounted for as revenues, expenditures or expenses. Transactions that constitute
reimbursements to a fund for expenditures/expenses initially made from it that are properly applicable to another
fund, are recorded as expenditures/expenses in the reimbursing fund and as reductions of expenditures/expenses

in the fund that is reimbursed.

~ All other interfund transactions, except quasi-external transactions and reimbursements, are reported as transfers.

The following is a list of transfers for the year ending December 31, 2015:

Fund Transfer In Transfer Out

Governmental funds
General fund $ 10,000,000 $17,297,134
Road find 8344228 6,000,000
City Improvements fund 7,000,000 10,229,396
City Events Center fund - 22,500
Capital projects fund 6,550,306 31,665
Non-major funds 7,549,680 5,863,519
Total transfers $39.444 214 $39.444,214

The transfers in and out during 2015 were budgeted trapsfers.
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Note 9- Fund Balance
At December 31, 20135, the governmental fimd balance classifications are as follows:
Non-Major
General Road City City Events Capital Prajects Governmental
Fund Fund Tmprovemenis Center Fands Funds Total

Restricted for
City improvements - $ - £ 34,817,806 5 - A3 - 5 - $ 34,817,806
City event center - - - 19,515,379 - - 19,515,379
Capital projects - - - - 650,293 - 650,293
. Debt service 163,000 - - - - - 163,000
Road projects - 78,264 - - - 78,204
Planning commission - - - - - 235,807 235,807

Committed to
Capitai projeets 778,144 - - - - £,891,643 2,669,787
Planning commission - - - - - 120,809 120,809
Roughrider fund - . - - - 4,609,002 4,659,002
Assigned n 1,301,464 - - - 7,075,498 8,376,962
Unassigned 1,791,857 - - - - - 3,791,857
§  4,733,00! $ 1,379,728 $ 34,817,808 $ 19,515,379 5 650,293 $ 14,022,759 5 715,118,966

Note 10 - Lease Agreements

The City eatered into an agreement to lease a shop building and surrounding property located in McKenzie
County. The agreement is on a month to month basis and the City can end the agreement at any time. Every
menth the City rents the building they are requited to pay $9,900 on the first of each month.

The City entered into an agreement with the County of McKenzie to share dispatcher services and jail space, The
agreement was from January 1, 2015 through December 31, 2015 and is for $212,000 plus all medical expenses
that accrue over $10,000 per City arrested prisoner. The City has extended this agreement through 2016,

Future minimum lease obligations at December 31, 2015 were as follows:

Year Ending December 31 Balance
2016 $ 212,000

Note i1 - Interfund Receivable/Payable
Interfund receivable/payable at December 31, 2015 consists of the following:

Recetvable Fund Payable Fund Amount

City Improvements Nonmajor Governmental Funds $ 56,436

The interfund payable will be eliminated when more grant fonds are received.
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Note 12 -~ Pension Plan

The City of Watford City participates in the North Dakota Public Employees Retirement System (PERS)
administered by the State of North Dakota. PERS is an agency of the State of North Dakota financial reporting
entity and is included in the State of North Dakota's Comprehensive Annual Financial Report. The following is a
brief description of the plan, for general information only. Participants should refer to NDCC Chapter 54-52 for
more complete information. ‘

Defined Benefit Pension Plan

PERS is a cost-sharing multiple-employer defined benefit pension plan covering most classified employees of the
City of Watford City. The plan provides pension, disability and death benefits. The cost to administer the plan is
financed through the contributions and investment earnings of the plan. Responsibility for adminisiration

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

Benefit and contribution provisions are administered in accordance with chapter 54-52 of the NDCC, The System
has no provisions or policies with respect to automatic and ad hoc post-retirtement benefit increases. Members of
the main system are entitled to unreduced monthly pension benefits beginning when the sum of age and years of
credited service equal or exceed 85 (Rule of 85), or at normal retirement age (65). The annual pension benefit is
equal to 2.00% of their average monthly salary, using the highest 36 months out of the last 180 months of service,
for each year of service. The Plan permits early retirement at ages 55-64 with three or more years of service.

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

. Death and Disability Benefits

Benefit and contribution provisions are administered in accordance with chapter 54-52 of the NDCC. If an active
member dies with less than three years of service, a death benefit equal to the value of the member’s accumulated
contributions, plus interest, is paid to the member’s beneficiary. If the member has eamed more than three years
of credited service, the surviving spouse will be entitled to a single payment refund, life-time monthly payment in
an amount equal to 50% of the member’s accrued normal retirement benefit, or monthly payments in an amount
equal to the member’s accrued 100% Joint and Survivor retirement benefit if the member had reached normal
retirement age prior to date of death. If the surviving spouse dies before the member’s accumulated pension
benefits are paid, the balance will be payable to the surviving spouse’s beneficiary.

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

Upon termination, if a member is not vested (is not 65 or does not have three years of service credited for the
NDPERS) they will receive the accumnlated member contributions plus interest, or may elect to receive this
amount at a later date. If a 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 contributions and
is subsequently reecmployed, 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
covered compensation. Member contribution rates are 7% and employer contribution rates are 7.12% of covered
compensation.

Pension Liabilities, Pension Expense, and Deferred Qutflows of Resources and Deferred Inflows of
Resources Related to Pensions ‘

At December 31, 2015, the City of Watford City reported a liability of $1,658,103 for its proportionate share of
the net pension liability. The net pension liability was measured as of July 1, 2015, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation as of that date. The City of
Watford City's proportion of the net pension liability was based on the City of Watford City's share of covered
payroll in the pension plan relative to the covered payroll of all participating NDPERS Main System employers.
At July 1, 2015, City of Watford City's proportion was 0.243845% percent.

For the year ended December 31, 2015, the City of Watford City recognized pension expense of $507,951. At
December 31, 2015, the City of Watford City reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Ditference between expected
and actual experiences 3 48,104 $ -
Change in assumptions ‘ - 147,729
Net differences between projected and actual
earnings on pension plan investments 191,591 226,593
Changes in proportion and differences between
employer contributions and proportionate share
of contributions 286,802 -
Fmployer contributions subsequent to the
measmwrement date 160,921 -
Total 3 687418 $ 374,322

$160,921 reported as deferred outflows of resources related to pensions resulting from Employer contributions
subsequent to the measurement date will be recognized as a reduction of the net pension liability in the year ended
December 31, 2016.
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Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions
will be recognized in pension expense as follows:

Year ended December 31:

2016 $ 12,697
2017 12,697
2018 12,697
2019 85,025
2020 29,059

$ 152,175

Actuarial Assumptions

The total Norih Dakota PERS pension liability in the July 1, 2015 actuarial valuation was determined using the
following actuarial assumptions, applied to all periods included in the measurement:

Inflation 3.50%

Salary Increase (Payroll Growth) 4.50%

Investment Rate of Return 8.00%, net of investment expenses
Cost of Living Adjustment None

For active members, inactive members and healthy retirees, mortality rates were based on the RP 2000 Combined
Healthy Morlality 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 Disabled Mortality Table set back ane 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 2013,
They are the same as the assumptions vsed in the July 1, 2015, funding actuarial valuation for NDIERS.

As a result of the 2015 actuarial experience study, the NDPERS Board adopted several changes fo 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 reiurn on pension plan investments was determined using a building-block method
in which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan
investment expense and inflation) are developed for each major asset class. These ranges are combined to produce
the long-term expected rate of return by weighting the expected future real rates of return by the target asset.
allocation percentage and by adding expected inflation. The target allocation and projected arithmetic real rates of
return, after deducting inflation, but before investment expenses, used in the derivation of the long-term expected
investment rate of return assumptions for each major asset class are summarized in the following table:
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Long-Term

Target Expected Real
Asset Class Allocation Rate of Refurn
Domestic equity 31% 6.90%
International equity 21% 7.55%
Global real assets 20% 5.38%
Domestic fixed income 17% 1.52%
Private Equity 5% 11.30%
International fixed income 5% 0.45%
Cash Equivalents 1% 0.00%

Discount Rate

The discount rate used to measure the total pension liability was 8 percent as of June 30, 2015. The projection of
cash flows used to determine the discount rate assumes that member and employer contributions will be made at
rates equal to those based on the July 1, 2015, Actuarial Valuation Report. For this purpose, only employer
contributions that are intended to fund benefits of current plan members and their beneficiaries are included.
Projected employer contributions that are intended to find the service costs of fulure plan members and their
beneficiaries, as well as projected contributions from fiture plan members, are not included. Based on those
assumplions, the pension plan's fiduciary net position was projected to be available to make all projected future
benefit payments for current plan members ag of June 30, 2015. 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, 2015,

Sensitivity of the Employer's Propertionate Share of the Net Pension Liability to Changes in the Discount
Rate

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

1% Decrease Current Discount 1% Increase
{7%) Rate (8%) (9%)
Employers' net pension lability $ 2,542,620 $ 1,658,103 $ 934,411

Pension Plan Fiduciary Net Position
Detailed information about the pension plan's fiduciary net position is available in the separately issued NDPERS

financial report. This report may be obtained by writing to: North Dakota Public Employees Retirement System;
400 East Broadway, Suite 505; PO Box 1657, Bismarck, ND 58502-1657.
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Note 13 - Risk Management

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

In 1986, the state agencies and political subdivisions of the State of North Dakota joined together to form the
North Dakota Insurance Reserve Fund (NDIRT), a public entity risk pool currently aperating as a common risk
management and insurance program for the state and over 2,000 political subdivisions. The City pays an annual
premium to NDIRF for its general liability, auto, and inland marine insurance coverage. The coverage by NDIRF
is limited to Tosses of $2,000,000 per occnrrence.

The City also participates in the North Dakota Fire and Tornado Fund and the State Bonding Fund. The City pays
an annual premium fo the Fire and Tornado Fund to cover propetty damage to buildings and personal property.
Replacement cost coverage is provided by estimating replacement cost in consultation with the Fire'and Tornado
Fund. The Fire and Tornado Fund is reinsured by a third party insurance carrier for losses in excess of
$1,000,000 per occurrence during a 12 month petiod. The State Bonding Fund currently provides the City with
blanket fidelity bond coverage in the amount of $750,000 for its employees. The State Bonding Fund does not
currently charge any premium for this coverage.

The City participates in the North Dakota Workforce Safety and Insurance and purchases commercial insurance
for employee health and accident insurance.

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

Note 14 - Commitments

As of December 31, 2013, the City has entered into construction contracts in the amount of $196,336,921, of
which the City has paid $112,030,823. The committed amount still owed by the City is $84,306,098.
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Note 15 - Restatement and Adoption of New Standard

During 2015, the City identified misstatements to the 2014 financial statements related to accounts payable,
receivable, capital asset, and long-term debt balances that were not reflective of amounts from certain
transactions. The City restated fund balance and net position at January 1, 2015 to reflect the misstatements of the
balances reported in the prior financial statements,

As of January 1, 2015, the City of Watford City adopted GASB Statement No. 68, dccounting and Financial
Reporting for Pensions and GASB Statement No. 71 Pension Transition for Contributions Made Subsequent to
the Measurement Date. The implementation of these standards requires governments calculate and report the cost
and obligations associated with pensions in their financial statements, including additional note disclosures and
required supplementary information. Beginning net position was restated to retroactively report the beginning net
pension liability and deferred outflows of resources related to contributions made after the measurement date.

The effects of the restatements are as follows:

Noe-Major
City Capital Projects Governmental Governmental
General Fund Road Fund Tmprovements Fund Funds Activities
Fund Balance/Net Position - January |, as
previously reported § 2051929 $  1,892978 $ 5,878,267 8 (4,920,430) $ 8,909,067 3 40,861,756
Restatements
Overstatement of accounts payable 127,086 24411 892 975,642 30,218 1,158,249
Understatement {overstatement) of receivables 846,997 52,238 {4£,369) (535,304) 879,654 1,202,216
Understatement ol capital assets - - - - - 1,312,826
Met Pension Liability at December 31, 2014 - - - - - (908,415)
Dreferred outflows af resourcees related to contributions
made doring the year ended December 31, 2014 - - - - - 83,386
Fund Balance/Net Position ~ January 1, as restated $ 3,026,012 $ 1,969,627 $ 5,837,790 $ (4,430,092) S 9818,9319 $ 43,710,518
Non-Major Business-
Entesprise Type
‘Water Fund Scewer Fund Funds Activities
Net Position - January 1, as previously reported $ 17,346,641 $§ 21,456,303 $ 974,968 $ 3%,7779512
Restatements
Overstatement of accounts payable 277,109 77,993 32,998 388,100
Overstatement of long-term debt 14,000 35,000 - 49,000
Undersstatement (overstatement) of receivables 38,974 (53,339 - (14,365)
Net Pension Lisbilily at December 31, 2014 (135,407 (84,405) (126,446) (346,258)
Deferred outflows of resources related to contributions made
during the year ended December 31, 2014 12,504 7,794 11,676 31,974
Net Position - January 1, as restated $ 17,553,821 3 21,439,346 3 893,196 $ 39,886,363
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City of Watford City

Schedule of the Employer’s Proportionate Share of Net Pension Liability
North Dakota Public Employee Retivement System Pension Plan

Year Ended December 31, 2015

Last 10 Fiscal Years*

2015

Employer's proportion of the net pension Hability 0.243845%
Employet's proportionate share of the net pension Hability $ 1,658,103
Employer's covered-employee payroll 3 2,172,361
Employer's proportionate share of the net pension liability

as a percentage of its covered-employee payroll 76.33%
Plan fiduciary net position as a percentage of the total

pension lLiability 77.70%

* Data reported is measure as of July 1, 2015.

* Fiscal year 2015 was the first year of implementation, therefore
only one year is shown as complete data is not available prior to 2015
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Schedule of the Employer’s Contributions

Notth Dakota Public Employee Retirement Systemn Pension Plan
Year Ended December 31, 2015

Last 10 Fiscal Years*

2015
Contractially required contribution $ 301,756
Contributions in relation to the confractually required contribution (301,756)
Contribution deficiency (excess) : b -
Employer's covered-employee payroll § 2,785,187
Contributions as a percentage of covered-employee payroll 10.83%

* Fiscal year 2015 was the first year of implementation, therefore
only one year is shown as complete data is not available prior to 2015
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City of Watford City

Statement of Revenues, Expenditures and Changes in Fund Balances — Comparison of Budget and Actual

General Fand

Year Ended December 31, 2015

Revenues
Taxes
Licenses and permits
Intergovernmental revenues
Charges for services
Fines and forfeitures
Grants
Interest income
Other income
Total revenues

Expenditures
Current
General government
Public safety
Pubtic works
Social and economic services
Capital outlay
Total expenditures

Excess (Deficiency) of Revenues
over Expendifures

Other Financing Sources (Uses)
Transfers in
Transfers out
Total other financing
sonrces and vses

Net change in fund
balances

Fund Balances - Beginning, as
previously reported

Restatement (Note 15)
Fund Balances - Beginning, as restated

Fund Balances - Ending

Original Final Variance with
Budget Budget Actual Final Budget
% 157,453 $ 157,453 i 168,878 $ 11,425
64,200 64,200 60,410 (3,790
18,474,741 18,474,741 12,211,459 (6,263,282)
6,000 6,000 140,031 134,031
40,000 40,000 74,628 34,628
- - 1,268,711 1,268,711
20,000 20,000 122,986 102,986
32,300 32,300 69,446 37,146
18,794,654 18,794,694 14,116,549 (4,678,145)
1,608,900 1,608,900 1,908,453 {(299,553)
2,293,950 2,293,950 2,786,888 (492,938)
45,000 45,000 69,993 (24,993)
161,500 161,500 98,827 62,673
- - 248,265 (248,265)
4,109,350 4,109,350 5,112,426 {(1,003,076)
14,685,344 14,685,344 9,004,123 (5,681,221)
- - 10,000,000 10,000,000
(14,748,000) {14,748,000) (17,297,134) (2,549,134)
{14,748 000) {14,748,000) {7,297,134) 7,450,866
(62,656) (62,656) 1,706,989 1,769,645
2,051,929 2,051,929 2,051,929 -
974,083 974,083 974,083 -
3,026,012 3,026,012 3,026,012 -
3 2,963,356 3 2,963,356 3 4,733,001 $ 1,769,645
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City of Watford City

Notes to the Statement of Revenues, Expenditures, and Changes in Fund Balance - Budget vs. Actua]
Year Ended December 31, 2015

Note 1 — Stewardship, Compliance, and Accountability

Budgetary Infermation

The City Council adopts an annual budget on a basis consistent with the cash basis of accounting for the general
fund, each special revenue fund and each debt service fund of the municipality.

The following procedures ate followed in establishing the budgetary data reflected in the financial statements:

e On or before September 10 of the preceding fiscal year, the City prepares a preliminary budget for the
next succeeding year beginning January 1. The preliminary budget includes a detailed breakdown of the
estimated revenues and appropriations,

o The governing board holds a public hearing where any taxpayer may testify in favor or against any
proposed disbursements or tax levies requested in the preliminary budget. After the budget hearing and
on or before October 1, the board adopts the final budget. The final budget must be filed with the County

Auditor by October 10.

« No disbursement shall be made or liability incurred in excess of the total appropriation by fund.
However, the governing board may amend the budget during the year for any revenne and appropriations
not anticipated at the time the budget was prepared. The budget amendments must be approved by the
board and the approval must be noted in the proceedings of the board. All annual appropriations lapse at

year-end,
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Independent Auditor’s Report on Internal Control over Financial Reporfing and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

City Council
City of Watford City
Watford City, North Dakota

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial andits contained in Government Auditing Standards,
issued by the Comptrolter General of the United States, the financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining fund information of
the City of Watford City as of and for the year ended December 31, 2015, and the related notes to the
financial statements, which collectively comprise the City of Watford City’s basic financial statements,
and have issued our report thereon dated December 2, 2016.

Internal Contreol over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Watford City's
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of the City of Watford City’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the City of Watford
City’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 fo identify all deficiencies in internal control over financial
reporting that might be material weaknesses or significant deficiencies and therefore, material weaknesses
or significant deficiencies may exist that were not identified. However, as described in the accompanying
schedule of findings and questioned costs, we identified certain deficiencies in internal control that we
consider to be material weaknesses.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs fisted
as 2015-A, 2015-B and 2015-C to be material weaknesses.

www.eidebailly.com
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.

Compliance and Other Matters }

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

City of Watford City’s Responses to Findings

The City of Watford City’s responses to the findings identified in our audit are deseribed in the
accompanying schedule of findings and questioned costs, The City of Watford City’s responses were not
subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on them.

Purpese 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.

@M LF

Bismarck, North Dakota
December 2, 2016
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Independent Auditor’s Report on Compliance for Each Major Federal Program; Report on
Internal Control Over Compliance; and Report on the Schedule of Expenditures of Federal Awards
Required by the Uniform Guidance

City Council
City of Watford City
Watford City, North Dakota

Report on Compliance for the Major Federal Program

We have audited the City of Watford City’s compliance with the types of compliance requitements
described in the OMB Compliance Supplement that could have a direct and material effect on the City of
Watford City’s major federal program for the year ended December 31, 2015, The City of Watford City’s
major federal program is 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 federal statutes, regulations, and the terms and conditions
of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on the compliance of the City of Watford City’s major federal
program based on our audit of the types of compliance requirements referred to above. We conducted our
audit of compliance in accordance with anditing standards generally accepted in the United States of
America; the standards applicable to financial andits contained in Government Auditing Standards, issued
by the Comptroller Genetal of the United States; and the audit requirements of Title 2 U.S. Code of
Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the compliance requirements referred to above that could have a dircct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about the City of
Watford City’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major federal
program, However, our audit does not provide a legal determination of the City of Watford City’s

compliance,
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Opinion on the Major Federal Program

In our opinion, City of Watford City complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on its major Federal program for the year
ended December 31, 2015,

Report on Internal Ceontrol over Complance

Management of the City of Watford City is responsible for establishing and maintaining effective internal
control over compliance with the compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the City of Watford City’s internal conirol over compHance with
the types of requirements that could have a direct and material effect on the major federal program to
determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing
an opinion on compliance for the 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 do not express an opinion on
the effectiveness of the City of Watford City’s internal control over compliance.

A deficiency in internal control over compliance exists when the design ot operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. 4 material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a compliance requirement will not be prevented,
or detected and corrected, on a timely basis. 4 significant deficiency in internal conirol over compliance
is a deficiency, or a combination of deficiencies, in internal control over compliance with a type of
compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal conirol that might be
material weaknesses or significant deficiencies. We did not identify any deficiencies in internal control
over compliance that we consider to be material weaknesses. However, material weaknesses may exist
that have not been identified.

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



Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of the governmental activities, business-type activities, each
major fund, and the aggregate remaining fund information of the City of Watford City as of and for the
year ended December 31, 2015, and the related notes to the financial statements, which collectively
comprise the City of Watford City’s basic financial statements. We issued our report thereon dated
December 2, 2016, which contained unmedified opinions on those financial statements. Our audit was
conducted for the purpose of forming an opinion on the financial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis
as required by the Uniform Guidance and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly o the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generatly accepted in
the United States of America. In our opinion, the schedule of expenditures of federal awards is fairly
stated in all material respects in relation to the financial statements as a whole.

é;v,dﬁuzx, L7

Bismarck, North Dakota
December 2, 2016




City of Watford City
Schednle of Expenditures of Federal Awards
Year Ended December 31, 2015

!

Federal Grantor/Pass Federal CFDA Pass-through Entity
Through Grantor/Program Number Tdentifying Number Expenditurcs

Environmental Protection Agency

Passed through North Dakota Department of Health

Capitalization Grants for Clean Water

State Revolving Funds 66.458 N/A $ 21,076,080
Total Environmental Protection Agency 21,076,080
Totat $_21.076.080

See Notes to Schedule of Expenditures of Federal Awards 6



City of Watford City
Notes to Schedule of Expenditures of Federal Awards
: December 31, 2015

Note A — Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the City of
Watford City, and is presented on the modified accrual basis of accounting. The information in this schedule is
presented in accordance with the requirements of the Uniform Guidance. The City of Watford City received
federal awards indirectly through pass-through entities,

The City of Watford City did not pass-through any amounts to subreceipients as of December 31, 2015,

Note B - Significant Accounting Policies

Governmental fund types account for the City of Watford City’s federal grant activity. Therefore, expenditures in
the schedule of expenditures of federal awards are recognized on the modified accrual basis — when they become
a demand on current available financial resources. The City of Watford City’s summary of significant accounting

policies is presented in Note 1 in the City of Watford City’s basic financial statements.

The City has not elected to use the 10% de minimis cost rate,




City of Watford City
Schedule of Findings and Questioned Costs
Year Ended December 31, 2013

Section [~ Summary of Auditor’s Results

Financial Statements

Type of auditor's report issued Unmodified
Internal control over financial reporting:
Material weaknesses identified Yes
Significant deficiencies identified not considered
to be material weaknesses None Reported
Noncompliance material to financial
statements noted? No
Federal Awards
Internal confrol over major program:
Material weaknesses identified No
Significant deficiencies identified not considered None Reported
to be material weaknesses
Type of auditor's report issued on compliance
for major program: Unmodified
Any andit findings disclosed that are required to be
reported in accordance with Uniform Guidance
2 CFR 200.516: No
Identification of major program:
Name of Federal Program CEFDA number
Capitalization Grants for Clean Water State Revolving Funds 66.458
Dollar threshold used to distinguish
between Type A and Type B programs $ 750,000
Aunditee qualified as low-risk auditee No



City of Watford City
Schedule of Findings and Questioned Costs
Year Ended December 31, 2015

Section II — Financial Statement Findings

2015-A Recording of Transactions
Material Weakness

Criteria - A good system of internal accounting control contemplates proper reconcilements of alt general ledger
accounts and adjustments of those accounts to the reconciled balances.

Condition — We identified misstatements in the City’s financial statements, including restatements to beginning
balances, causing us to propose material audit adjustments.

Cause — Misstatements io the financial statements could resnlt from inadequate controls over recording of
transactions.

Effect - Inadequate internal controls over recording of transactions affects the City’s ability to detect
misstatements in amounts that would be material in relation to the financial statements.

Recommendation — We recommend that all general ledger accounts be recorded and reconciled in a timely
manner for any differences noted.

Views of Responsible Officials — Upon review, City Officials are in agreement with the finding noted.

2015-B Preparation of Financial Statements
Material Weakness

Criteria — A good system of internal accounting control contemplates an adequate system for the preparation of
the financial statements and accompanying notes to the financial statements.

Condition — The City does not have an internal control system designed to provide for the preparation of the
financial statements being andited. As auditors, we were requested to draft the financial statements and
accompanying notes to the financial statements.

Cause — The control deficiency could result in a misstatement in the presentation of the financial statements.

Effect - Inadequate control over financial reporting of the City could result in the more than a remote likelihood
that the City would not be able to draft the financial statements and accompanying notes to the financial
staiements without material errors.




City of Watford City
Schedule of Findings and Questioned Costs
Year Ended December 31, 2015

Recommendation — The circumstance is not unusual in an organization of your size. It is the responsibility of
management and those charged with governance to make the decision whether to accept the degree of risk
associated with this condition because of cost or other considerations.

Views of Responsible Officials — Upon review, City Officials are in agreement with the finding noted.

2015-C Segregation of Duties
Material Weakness

Criteria - A good system of internal accounting control contemplates an adequate segregation of duties so that no
cne individual handles a transaction from its inception to its completion and that there is proper approval of
transactions,

Condition — The City has a [ack of segregation of duties in certain areas, specifically the cash receipt process and
the review and approval process of manual journal entries duc to limited staff.

Cause — The City has not implemented internal control procedures to ensure there is adequate segregation of
duties related to all transactions handled in the accounting office and there are a limited number of employees to
segregate all of the duties,

Effect - Inadequate segregation of duties could adversely affect the City’s ability to detect potential material
misstatements to the financial statements or fraudulent activity in a timely manner.

Recommendation — While we recognize that your office staff may not be large enough to permit complete
segregation of duties in all respects for an effective system of internal control, all accounting functions should be
reviewed to determine if additional segregation is feasible.

Views of Responsible Officials — Upon review, City Officials are in agreement with the finding noted.
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City of Watford City

Schedule of Findings and Questioned Costs
Year Ended December 31, 2015

Section IIT — Federal Award Findings and Questioned Costs

None reported

3




City of Watford City

Summary Schedule of Prior Audit Findings
Year Ended December 31, 2015

2014-0¢1 Segregation of Daties
Significant Deficiency

Initial Fiscal Year Finding Occurred: 2014

Finding Summary: The City did not have an appropriate system of internal confrols to properly segregate duties
between authorization, custody, record keeping, and reconciliation functions.

Status: Repeat finding shown as 2015-C,
2014-B Preparation of Financial Statements
Significant Deficiency
Initial Fiscal Year Finding Occurred: 2014
Finding Summary: The City did not have an appropriate system of internal controls to determine that financial
statements are properly stated i compliance with accounting principles generally accepted in the United States of

America.

Status: Repeat finding shown as 2015-B.
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