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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Governing Board
Municipality of Bonesteel
Bonesteel, South Dakota

We have audited, in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, the modified cash basis of
accounting financial statements of the governmental activities, business-type activities, and
each major fund of the Municipality of Bonesteel, South Dakota (Municipality), as of December
31, 2015 and 2014, and for each of the years in the biennial period then ended, and the related
notes to the financial statements, which collectively comprise the Municipality’s basic financial
statements and have issued our report thereon dated June 23, 2016.

internal Control Over Financial Reporting

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

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as described in the
accompanying Schedule of Current Audit 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 combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the Municipality’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 Current Audit Findings and Questioned Costs as item number
2015-001 to be a material weakness.

Member of South Dakota CPA Society and National Society of Accountants



Compliance and Other Matters

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

Municipality’s Response to Findings

The Municipality’s response to the findings identified in our audit is described in the
accompanying Schedule of Current Audit Findings and Questioned Costs. The Municipality's
response was not subjected to the auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the Municipality’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. As required by South Dakota Codified Law 4-11-11, this report is a matter of public
record and its distribution is not limited.

JQ o lorihdoy.

Schoenfish & Co., Inc.
Certified Public Accountants
June 23, 2016
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR
FEDERAL PROGRAM AND REPORT ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Governing Board
Municipality of Bonesteel
Bonesteel, South Dakota

Report on Compliance for Each Major Federal Program

We have audited the Municipality of Bonesteel, South Dakota (Municipality) compliance with the types
of compliance requirements described in the U. S. Office of Management and Budget (OMB) Circular
A-133 Compliance Supplement that could have a direct and material effect on each of the
Municipality’s major federal programs for each of the years in the biennial period ended December 31,
2015. The Municipality’s major federal programs are identified in the summary of auditor’s results
section of the accompanying Schedule of Current Audit Findings and Questioned Costs.

Management’s Responsibility

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

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Municipality’s major federal
programs based on our audit of the types of compliance requirements referred to above.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptrolier General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non- Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have
a direct and material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about the Municipality’s compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances.

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

Opinion on Each Major Federal Program

In our opinion, the Municipality of Bonesteel complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on each of its
major federal programs for the biennial period ended December 31, 2015.

Member of South Dakota CPA Society and National Society of Accountants



Report on Internal Control Over Compliance

Management of the Municipality is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered the Municipality’s internal control over compliance
with the types of requirements that could have a direct and material effect on each major federal
program to determine the auditing procedures that are appropriate in the circumstances for the
purpose of expressing an opinion on compliance for each major federal program and to test and report
on internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do
not express an opinion on the effectiveness of the Municipality’s internal control over compliance.

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

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that there is reasonable possibility that material noncompliance with a type of compliance requirement
of a federal program will not be prevented, or detected and corrected, on a timely basis. We consider
the deficiencies in internal control over compliance described in the accompanying Schedule of
Current Audit Findings and Questioned Costs as item 2015-001 to be a material weakness.

The Municipality’s response to the noncompliance findings identified in our audit is described in the
accompanying Schedule of Current Audit Findings and Questioned Costs. The Municipality’s
response was not subjected to the auditing procedures applied in the audit of compliance and,
accordingly, we express no opinion on the response.

Purpose of this Report

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purposes. As required by
South Dakota Codified Law 4-11-11, this report and our report on compliance for each major federal
program are matters of public record and their distribution is not limited.

Jyflm/dem-w

Schoenfish & Co., Inc.
Certified Public Accountants
June 23, 2016
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MUNICIPALITY OF BONESTEEL

SCHEDULE OF PRIOR AUDIT FINDINGS

The Municipality of Bonesteel has not had an audit in recent years.
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MUNICIPALITY OF BONESTEEL

SCHEDULE OF CURRENT AUDIT FINDINGS AND QUESTIONED COSTS

Summary of the Independent Auditor's Results:

Financial Statements:

a. Anunmodified opinion was issued on the financial statements of each opinion unit.

b. A material weakness was disclosed by our audit of the financial statements for a lack of
segregation of duties and lack of accounting records as discussed in finding number 2015-001.

c. Our audit did not disclose any noncompliance which was material to the financial statements.

Federal Awards:

d. A material weakness was disclosed for internal control over major federal programs for a lack of
segregation of duties and lack of proper accounting records affecting the reporting compliance
requirement category as discussed in finding number 2015-001.

e. Anunmodified opinion was issued on compliance with the requirements applicable to major
programs.

f.  Our audit disclosed audit findings that are required to be disclosed in accordance with the Office
of Management and Budget Circular A-133, Section .510(a). See finding number 2015-001.

g. The federal awards tested as major programs were:
1. Community Development Block Grant CFDA 14.228

h. The dollar threshold used to distinguish between Type A and Type B federal award programs
was $300,000.

i. The Municipality of Bonesteel did not qualify as a low-risk auditee.

CURRENT FEDERAL AUDIT FINDINGS:

Internal Control — Related Findings — Material Weaknesses:

Finding Number 2015-001:

Material weaknesses were noted in internal accounting control and record keeping resulting in
diminished assurance that transactions were properly executed and recorded and that assets were
properly safeguarded. This affects the reporting requirement for Community Development Block Grant,
CFDA 14.228. This is the first consecutive audit in which this comment has occurred.

Criteria:
Proper segregation of duties and municipal records results in increased reliability of reported financial
data and decreased potential for the loss of public assets.

g%ﬁ/omﬁa/@ ¢ Co., Inc.
CERTIFIED PUBLIC ACCOUNTANTS

PO. Box 247
105 EAST MAIN, PARKSTON, SOUTH DAKOTA 57366



MUNICIPALITY OF BONESTEEL

SCHEDULE OF CURRENT AUDIT FINDINGS AND QUESTIONED COSTS
(Continued)

Condition:

The Finance Officer processes all revenue transactions from beginning to end. The Finance Officer
also receives money, issues receipts, records receipts, posts receipts in the accounting records,
prepares bank deposits, reconciles bank statements, and prepares financial statements.

Effect:
As a result, there is an increased likelihood that errors could occur and not be detected in a timely
manner by employees in the ordinary course of performing their duties.

Recommendation:

1. We recommend that the Municipality of Bonesteel officials be cognizant of this lack of segregation
of duties for revenues and attempt to provide compensating internal controls whenever, and
wherever, possible and practical.

Corrective Action Plan:

The Municipality of Bonesteel Mayor, William Nolan, is the contact person responsible for the corrective
action plan for this comment. This comment is due to the size of the Municipality of Bonesteel, which
precludes staffing at a level sufficient to provide an ideal environment for internal controls. We are
aware of this problem and are attempting to provide compensating internal controls.

CURRENT OTHER AUDIT FINDINGS:

There are no current other audit findings to report except for the lack of segregation of duties as
discussed in finding 2015-001 above.

CLOSING CONFERENCE

The audit findings and recommendations were discussed with the officials during the course of the audit
and with the board president and the finance officer on May 11, 2016.

g%ﬁﬂanﬂd/o @ €o., Ine.
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CERTIFIED PUBLIC ACCOUNTANTS
Phone: 605-928-7241
FAX No.: 605-928-1441
P.O. Box 247
105 EAST MAIN, PARKSTON, SOUTH DAKOTA 57366

INDEPENDENT AUDITOR'S REPORT

Governing Board
Municipality of Bonesteel
Bonesteel, South Dakota

Report on the Financial Statements

We have audited the accompanying modified cash basis of accounting financial statements of the
governmental activities, the business-type activities, and each major fund, of the Municipality of Bonesteel,
South Dakota, (Municipality) as of December 31, 2015 and for each of the years in the biennial period then
ended, and the related notes to the financial statements, which collectively comprise the Municipality's
basic financial statements as listed in the Table of Contents.

Management’s Responsibility for the Financial Statements

The Municipality's management is responsible for the preparation and fair presentation of these financial
statements in accordance with the modified cash basis of accounting described in Note 1.c.; this includes
determining that the modified cash basis of accounting is an acceptable basis for the preparation of the
financial statements in the circumstances. Management is responsible for the design, implementation, and
maintenance of internal controls relevant to the preparation and fair presentation of financial statements
that are free from material misstatements, whether due to fraud or error.

Auditor's Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the Municipality’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 Municipality’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.

Member of South Dakota CPA Society and National Society of Accountants



Opinions

In our opinion, the financial statements referred to above present fairly the respective financial position,
modified cash basis, of the governmental activities, business-type activities, and each major fund of the
Municipality of Bonesteel as of December 31, 2015 and the respective changes in financial position,
modified cash basis, where applicable, thereof for each of the years in the biennial period then ended in
conformity with accounting principles generally accepted in the United States of America with the basis of
accounting described in Note 1.c.

Basis of Accounting

We draw attention to Note 1.c. of the financial statements, which describes the basis of accounting. The
financial statements are prepared on the modified cash basis of accounting, which is a basis of accounting
other than accounting principles generally accepted in the United States of America. Our opinion is not
modified with respect to this matter.

Other Matters
Supplementary Information

Our audit was conducted for the purpose of forming opinions on the modified cash basis of accounting
financial statements that collectively comprise the Municipality’s basic financial statements. The Schedule
of Expenditures of Federal Awards, which as required by the U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, the Budgetary
Comparison Schedules and the Long-Term Debt schedule listed in the Table of Contents are presented for
purposes of additional analysis and are not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
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 to 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 generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to the basic
financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 23, 2016
on our consideration of the Municipality’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the Municipality’s internal control over financial
reporting and compliance.

Bl 0 s

Schoenfish & Co., Inc.
Certified Public Accountants
June 23, 2016

y&/mfmﬁwﬁ ¢ Co., Ine.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF NET POSITION - MODIFIED CASH BASIS
December 31, 2015

Primary Government

Governmental Business-Type
Activities Activities Total
ASSETS:
Cash and Cash Equivalents 121,969.40 17,252.73 139,222.13
Investments 63,480.81 63,480.81
Restricted Assets:

Cash and Cash Equivalents 53,256.30 53,256.30
TOTAL ASSETS | 185,450.21 | | 70,509.03 | | 255,959.24 |
NET POSITION:

Restricted for:
Debt Service Purposes 53,256.30 53,256.30
Unrestricted (Deficit) 185,450.21 17,252.73 202,702.94
TOTAL NET POSITION 185,450.21 70,509.03 255,959.24

The notes to the financial statemetns are an integral part of this statement.



STATEMENT OF ACTIVITIES - MODIFIED CASH BASIS

MUNICIPALITY OF BONESTEEL

For the Year Ended December 31, 2015

Program Revenues

11

Net (Expense) Revenue and

Changes in Net Position

Operating Capital Primary Government
Charges for Grants and Grants and Governmental Business-Type
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total
Primary Government:
Governmental Activities:
General Government 60,964.01 2,561.15 12,842.83 (45,560.03) (45,560.03)
Public Safety 2,018.28 (2,018.28) (2,018.28)
Public Works 130,833.03 26,022.29 (104,810.74) (104,810.74)
Culture and Recreation 32,157.24 6,700.00 (25,457.24) (25,457.24)
Conservation and Development 2,653.95 (2,653.95) (2,653.95)
Miscellaneous 2,554.91 2,554.91 2,554.91
Totat Governmental Activities [ 228,626.51 | | 11,816.06 | | 26,022.29 | | 12,842.83 | | (177,945.33)| [ (177,945.33)]
Business-type Activities:
Water 239,937.07 94,449.25 2,500.00 (142,987.82) (142,987.82)
Sewer 47,437.31 56,966.63 2,500.00 12,029.32 12,029.32
Total Business-Type Activities | 287,374.38 | | 151,415.88 | | 0.00 | | 5,000.00 | [ (130,958.50)] [  (130,958.50)]
Total Primary Government | 516,000.89 | | 163,231.94 | | 26,022.29 | | 17,84283 | [ (177,945.33)] [ (130,958.50)] [  (308,903.83)|
General Revenues:
Taxes:
Property Taxes 53,803.05 53,803.05
Sales Taxes 75,855.00 75,855.00
State Shared Revenues 1,886.44 1,886.44
Grants and Contributions not Restricted to Specific Programs 2,097.74 2,097.74
Unrestricted Investment Earnings 208.82 21.55 230.37
Debt Issued 58,000.00 144,498.00 202,498.00
Miscellaneous Revenue 1,516.50 1,516.50
Transfers (12,671.50) 12,671.50 0.00
Total General Revenues and Transfers 180,696.05 | | 157,191.05 | | 337,887.10 |
Change in Net Position 2,750.72 | | 26,232.55 | | 28,983.27 |
Net Position-Beginning 182,699.49 44,276.48 226,975.97
NET POSITION-ENDING 185,450.21 70,509.03 255,959.24

The notes to the financial statements are an integral part of this statement.



MUNICIPALITY OF BONESTEEL

BALANCE SHEET - MODIFIED CASH BASIS

GOVERNMENTAL FUNDS
December 31, 2015

General
Fund

ASSETS:

Cash and Cash Equivalents 121,969.40

Investments 63,480.81
TOTAL ASSETS 185,450.21
FUND BALANCES:

Committed for Capital Replacement 15,017.72

Assigned for Community Room 12,843.46

Unassigned 157,589.03
TOTAL FUND BALANCES 185,450.21

The notes to the financial statements are an integral part of this statement.

12



MUNICIPALITY OF BONESTEEL
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - MODIFIED CASH BASIS
GOVERNMENTAL FUNDS
For the Year Ended December 31, 2015

General
Fund
Revenues:
Taxes:

General Property Taxes 53,578.58

General Sales and Use Taxes 75,855.00

Penalties and Interest on Delinquent Taxes 224.47
Total Taxes 129,658.05 |
Licenses and Permits 782.15 |
Intergovernmental Revenue:

State Shared Revenue:

Bank Franchise Tax 176.40

Prorate License Fees 1,335.84

Liquor Tax Reversion 1,710.04

Motor Vehicle Licenses 5,083.11

Local Government Highway and Bridge Fund 18,449.14

County Shared Revenue:

County Road Tax 1,154.20
Total Intergovernmental Revenue 27,908.73 |
Charges for Goods and Services:

Culture and Recreation 6,700.00
Total Charges for Goods and Services 6,700.00 |
Miscellaneous Revenue:

Investment Earnings 208.82

Rentals 1,779.00

Contributions and Donations from Private Sources 14,940.57

Liquor Operating Agreement Income 2,554.91

Other 1,516.50
Total Miscellaneous Revenue 20,999.80 |

Total Revenue 186,048.73 |

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - MODIFIED CASH BASIS
GOVERNMENTAL FUNDS
For the Year Ended December 31, 2015

General
Fund
Expenditures:
General Government:

Legislative 5,5651.38

Executive 1,249.58

Financial Administration 18,423.59

Other 35,739.46
Total General Government | 60,964.01 |
Public Safety:

Fire 2,018.28
Total Public Safety | 2,018.28 |
Public Works:

Highways and Streets 130,833.03
Total Public Works [ 130,833.03 |
Culture and Recreation:

Parks 32,157.24
Total Culture and Recreation ( 32,157.24 |
Conservation and Development:

Economic Development and

Assistance (Industrial Deveopment) 2,653.95
Total Conservation and Development [ 2,653.95 |
Total Expenditures [ 228,626.51 |
Excess of Revenues Over (Under)
Expenditures | (42,577.78)|
Other Financing Sources (Uses):

Transfers Out (12,671.50)
Long-Term Debt Issued 58,000.00
Total Other Financing Sources (Uses) { 45,328.50 |
Net Change in Fund Balance { 2,750.72 |
Fund Balance - Beginning 182,699.49
FUND BALANCE- ENDING 185,450.21

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF NET POSITION - MODIFIED CASH BASIS
PROPRIETARY FUNDS
December 31, 2015

Enterprise Funds

Water Sewer

Fund Fund Totals
ASSETS:
Current Assets:

Cash and Cash Equivalents 9,840.03 7,412.70 17,252.73
Total Current Assets l 9,840.03 | | 7,412.70 | | 17,252.73 |
Noncurrent Assets:

Restricted Cash and Cash Equivalents 21,163.46 32,092.84 53,256.30
Total Noncurrent Assets I 21,163.46 | | 32,092.84 | | 53,256.30 |
TOTAL ASSETS { 31,003.49 | | 39,505.54 | | 70,509.03 |
NET POSITION:

Restricted for:

Revenue Bond Debt Service 21,163.46 32,092.84 53,256.30

Unrestricted 9,840.03 7,412.70 17,252.73
TOTAL NET POSITION 31,003.49 39,505.54 70,509.03

The notes to the financial statements are an integral part of this statement.



MUNICIPALITY OF BONESTEEL

STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN NET POSITION - MODIFIED CASH BASIS
PROPRIETARY FUNDS
For the Year Ended December 31, 2015

Enterprise Funds
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Water Sewer
Fund Fund Totals
Operating Revenue:

Charges for Goods and Services 68,283.11 21,377.74 89,660.85
Revenue Dedicated to Servicing Debt 26,166.14 35,588.89 61,755.03
Total Operating Revenue | 94,449.25 | | 56,966.63 | | 151,415.88 |

Operating Expenses:
Personal Services 26,228.27 24,310.03 50,538.30
Other Current Expense 20,884.38 2,704.56 23,588.94
Materials 30,099.15 30,099.15
Capital Assets 162,725.27 20,422.72 183,147.99
Total Operating Expenses [ 239,937.07 | | 4743731 | | 287,374.38 |
Operating Income (Loss) [ (145,487.82)] | 9529.32 | [ (135,958.50)|
Nonoperating Revenue (Expense):
investment Earnings 10.77 10.78 21.55
Long-Term Debt Issued 144,467.00 31.00 144,498.00
Total Nonoperating Revenue (Expense) [ 14447777 | 4178 [ 144,519.55 |
Income (Loss) Before Contributions and Transfers | (1,010.05)| | 9,571.10 | | 8,561.05 |
Capital Contributions 2,500.00 2,500.00 5,000.00
Transfers In 12,671.57 12,671.57
Transfers Out (0.07) (0.07)
Change in Net Position [ 1416152 | 12,071.03 | | 26,232.55 |
Net Position - Beginning 16,841.97 27,434.51 44,276.48
NET POSITION - ENDING 31,003.49 39,505.54 70,509.03

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF NET POSITION - MODIFIED CASH BASIS
December 31, 2014

Primary Government

Governmental Business-Type
Activities Activities Total
ASSETS:
Cash and Cash Equivalents 119,352.41 19,175.81 138,528.22
Investments 63,347.08 63,347.08
Restricted Assets:

Cash and Cash Equivalents 25,100.67 25,100.67
TOTAL ASSETS [ 182,699.49 | | 44,276.48 | | 226,975.97 |
NET POSITION:

Restricted for:
Debt Service Purposes 25,100.67 25,100.67
Unrestricted (Deficit) 182,699.49 19,175.81 201,875.30
TOTAL NET POSITION 182,699.49 44,276.48 226,975.97

The notes to the financial statemetns are an integral part of this statement.



MUNICIPALITY OF BONESTEEL
STATEMENT OF ACTIVITIES - MODIFIED CASH BASIS
For the Year Ended December 31, 2014

Program Revenues
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Net (Expense) Revenue and
Changes in Net Position

Operating Capital Primary Government
Charges for Grants and Grants and Governmental Business-Type
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total
Primary Government:
Governmental Activities:
General Government 57,634.76 2,836.50 (54,798.26) (54,798.26)
Public Safety 4,792.89 (4,792.89) (4,792.89)
Public Works 41,551.67 25,589.15 (15,962.52) (15,962.52)
Culture and Recreation 32,057.22 5,105.71 (26,951.51) (26,951.51)
Conservation and Development 2,523.06 (2,523.06) (2,523.06)
Miscellaneous 2,918.69 2,918.69 2,918.69
Total Governmental Activities | 138,559.60 | | 10,860.90 | | 25,589.15 | [ 0.00 | [ (102,109.55)] I (102,109.55)|
Business-type Activities:
Water 2,103,958.41 79,153.69 272,705.65 (1,752,099.07) (1,752,099.07)
Sewer 631,008.37 55,172.48 237,294.35 (338,541.54) (338,541.54)
Liquor 4,178.98 9,906.43 5,727.45 5,727.45
Total Business-Type Activities | 2,739,145.76 | | 144,232.60 | | 0.00] [ 510,000.00 | [ (2,084,913.16)] [ (2,084,913.16)]
Total Primary Government [ 2,877,705.36 | | 155,093.50 | [ 25,589.15 | | 510,000.00 | [ (102,109.55)] [ (2,084,913.16)] [ (2,187,022.71)|

General Revenues:
Taxes:
Property Taxes
Sales Taxes
State Shared Revenues

Grants and Contributions not Restricted to Specific Programs

Unrestricted Investment
Debt Issued
Transfers

Earnings

Total General Revenues and Transfers

Change in Net Position
Net Position-Beginning

NET POSITION-ENDING

56,429.40 56,429.40
73,582.07 73,582.07
2,519.69 2,519.69
10,270.84 10,270.84
141.96 2.09 144.05
2,134,915.00 2,134,915.00
14,458.81 (14,458.81) 0.00
157,402.77 | [ 2,120,458.28 | [ 2,277,861.05 |
55,293.22 | | 35,545.12 | | 90,838.34 |
127,406.27 8,731.36 136,137.63
182,699.49 44,276.48 226,975.97

The notes to the financial statements are an integral part of this statement.



MUNICIPALITY OF BONESTEEL
BALANCE SHEET - MODIFIED CASH BASIS

GOVERNMENTAL FUNDS
December 31, 2014

General
Fund

ASSETS:

Cash and Cash Equivalents 119,352.41

Investments 63,347.08
TOTAL ASSETS 182,699.49
FUND BALANCES:

Committed for Capital Replacement 15,010.22

Unassigned 167,689.27
TOTAL FUND BALANCES 182,699.49

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - MODIFIED CASH BASIS
GOVERNMENTAL FUNDS
For the Year Ended December 31, 2014

General
Fund
Revenues:
Taxes:

General Property Taxes 55,814.29

General Sales and Use Taxes 73,582.07

Amusement Taxes 108.00

Penalties and Interest on Delinquent Taxes 507.11
Total Taxes [ 130,011.47 |
Licenses and Permits | 1,157.50 |
Intergovernmental Revenue:

State Shared Revenue:

Bank Franchise Tax 467.65

Prorate License Fees 2,661.32

Liquor Tax Reversion 2,052.04

Motor Vehicle Licenses 3,609.87

Local Government Highway and Bridge Fund 18,163.76

County Shared Revenue:

County Road Tax 1,154.20
Total Intergovernmental Revenue [ 28,108.84 |
Charges for Goods and Services:

Culture and Recreation 5,105.71
Total Charges for Goods and Services [ 5,105.71 |
Miscellaneous Revenue:

Investment Earnings 141.96

Rentals 1,679.00

Contributions and Donations from Private Sources 10,270.84

Liquor Operating Agreement Income 2,918.69
Total Miscellaneous Revenue | 15,010.49 |

Total Revenue [ 179,394.01 |

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - MODIFIED CASH BASIS

GOVERNMENTAL FUNDS

For the Year Ended December 31, 2014

Expenditures:
General Government:
Legislative
Executive
Financial Administration
Other
Total General Government

Public Safety:
Fire
Total Public Safety

Public Works:
Highways and Streets
Total Public Works

Culture and Recreation:
Parks
Total Culture and Recreation
Conservation and Development:
Economic Development and
Assistance (Industrial Deveopment)
Total Conservation and Development
Total Expenditures

Excess of Revenues Over (Under)
Expenditures

Other Financing Sources (Uses):
Transfers In

Total Other Financing Sources (Uses)

Net Change in Fund Balance

Fund Balance - Beginning

FUND BALANCE- ENDING

General
Fund

6,805.65
1,171.47
20,256.93
29,400.71

[ 57,634.76 |

4,792.89
[ 4,792.89 |

41,551.67
[ 41,551.67 |

32,057.22
| 32,057.22 |

2,523.06
| 2,523.06 |

[ 138,559.60 |

[ 40,834.41 |

14,458.81
[ 14,458.81 |

I 55,293.22 |

127,406.27

182,699.49

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF NET POSITION - MODIFIED CASH BASIS
PROPRIETARY FUNDS
December 31, 2014

Enterprise Funds

Water Sewer

Fund Fund Totals
ASSETS:
Current Assets:

Cash and Cash Equivalents 6,127.02 13,048.79 19,175.81
Total Current Assets | 6,127.02 | | 13,048.79| [ 19,175.81 |
Noncurrent Assets:

Restricted Cash and Cash Equivalents 10,714.95 14,385.72 25,100.67
Total Noncurrent Assets | 10,714.95 | | 14,385.72 | | 25,100.67 |
TOTAL ASSETS | 16,841.97 | | 27,434.51 | | 44,276.48 |
NET POSITION:

Restricted for:

Revenue Bond Debt Service 10,714.95 14,385.72 25,100.67

Unrestricted 6,127.02 13,048.79 19,175.81
TOTAL NET POSITION 16,841.97 27,434.51 44,276.48

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF BONESTEEL
STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN NET POSITION - MODIFIED CASH BASIS
PROPRIETARY FUNDS
For the Year Ended December 31, 2014

Enterprise Funds

Water Sewer Liquor
Fund Fund Fund Totals

Operating Revenue:

Charges for Goods and Services 68,439.78 33,787.81 4,108.52 106,336.11

Revenue Dedicated to Servicing Debt 10,713.91 14,384.67 25,098.58

Lottery Sales 65.00 65.00

Miscellaneous 7,000.00 7,000.00
Total Operating Revenue [ 79,153.69 | | 55,172.48 | | 417352 [ 138,499.69 |
Operating Expenses:

Personal Services 19,156.06 19,048.45 740.52 38,945.03

Other Current Expense 10,202.34 1,689.81 3,436.11 15,328.26

Materials 32,984.16 2.35 32,986.51

Capital Assets 2,041,615.85 610,270.11 2,651,885.96
Total Operating Expenses [ 2,103958.41] [ 631,008.37 | | 417898 | [ 2,739,145.76 |
Operating Income (Loss) [ (2,024,804.72)] [ (575,835.89)] | (5.46)] [ (2,600,646.07)|
Nonoperating Revenue (Expense):

Investment Earnings 1.04 1.05 2.09

Sale of Municipal Property 5,732.91 5,732.91

Long-Term Debt Issued 1,768,940.00 365,975.00 2,134,915.00
Total Nonoperating Revenue (Expense) [ 1,768941.04] [ 365976.05] | 5,732.91 | | 2,140,650.00 |
Income (Loss) Before Contributions and Transfers [ (255,863.68)] [ (209,859.84)] [ 5727.45] | (459,996.07)|

Capital Contributions 272,705.65 237,294.35 510,000.00

Transfers Out (14,458.81) (14,458.81)
Change in Net Position { 16,841.97 | | 2743451 | | (8,731.36)| | 35,545.12 |
Net Position - Beginning 0.00 0.00 8,731.36 8,731.36
NET POSITION - ENDING 16,841.97 27,434.51 0.00 44,276.48

The notes to the financial statements are an integral part of this statement.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

As discussed further in Note 1.c, these financial statements are presented on a modified cash basis of
accounting. The modified cash basis of accounting differs from accounting principles generally accepted in
the United States of America (GAAP). Generally accepted accounting principles include all relevant
Governmental Accounting Standards Board (GASB) pronouncements.

a. Financial Reporting Entity:

The reporting entity of the Municipality of Bonesteel (Municipality) consists of the primary government (which
includes all of the funds, organizations, institutions, agencies, departments, and offices that make up the
legal entity, plus those funds for which the primary government has a fiduciary responsibility, even though
those fiduciary funds may represent organizations that do not meet the criteria for inclusion in the financial
reporting entity); those organizations for which the primary government is financially accountable; and other
organizations for which the nature and significance of their relationship with the primary government are such
that their exclusion would cause the financial reporting entity's financial statements to be misleading or
incomplete.

b. Basis of Presentation:

Government-wide Financial Statements:

The Statement of Net Position and Statement of Activities display information about the reporting entity as a
whole. They include all funds of the reporting entity except for fiduciary funds. The statements distinguish
between governmental and business-type activities. Governmental activities generally are financed through
taxes, intergovernmental revenues, and other non-exchange revenues. Business-type activities are financed
in whole or in part by fees charged to external parties for goods or services.

The Statement of Activities presents a comparison between direct expenses and program revenues for each
segment of the business-type activities of the Municipality and for each function of the Municipality's
governmental activities. Direct expenses are those that are specifically associated with a program or
function and, therefore, are clearly identifiable to a particular function. Program revenues include (a) charges
paid by recipients of goods and services offered by the programs and (b) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular program. Revenues that are not
classified as program revenues, including all taxes, are presented as general revenues.

Fund Financial Statements:

Fund financial statements of the reporting entity are organized into funds, each of which is considered to be
a separate accounting entity. Each fund is accounted for by providing a separate set of self-balancing
accounts that constitute its assets, liabilities, fund equity, revenues, and expenditures/expenses. Funds are
organized into three major categories: governmental, proprietary, and fiduciary. An emphasis is placed on
major funds within the governmental and proprietary categories. A fund is considered major if it is the
primary operating fund of the Municipality or it meets the following criteria:

1. Total assets, liabilities, revenues, or expenditures/expenses of the 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, liabilities, revenues, or expenditures/expenses of the individual governmental or enterprise

fund are at least 5 percent of the corresponding total for all governmental and enterprise funds
combined, or

See Independent Auditor's Report.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS
(Continued)

3. Management has elected to classify one or more governmental or enterprise funds as major for
consistency in reporting from year to year, or because of public interest in the fund's operations.

The funds of the Municipality financial reporting entity are described below:

Governmental Funds:

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

Proprietary Funds:

Enterprise Funds — Enterprise funds may be used to report any activity for which a fee is charged to external
users for goods or services. Activities are required to be reported as enterprise funds if any one of the

following criteria is met. Governments should apply each of these criteria in the context of the activity's
principal revenue sources.

a. The activity is financed with debt that is secured solely by a pledge of the net revenues from fees
and charges of the activity. Debt that is secured by a pledge of net revenues from fees and charges
and the full faith and credit of a related primary government or component unit—even if that
government is not expected to make any payments—is not payable solely from fees and charges of
the activity. (Some debt may be secured, in part, by a portion of its own proceeds but should be
considered as payable "solely" from the revenues of the activity.)

b. Laws or regulations require that the activity's costs of providing services, including capital costs
(such as depreciation or debt service), be recovered with fees and charges, rather than with taxes or
similar revenues.

c. The pricing policies of the activity establish fees and charges designed to recover its costs, including
capital costs (such as depreciation or debt service).

Water Fund - financed primarily by user charges, this fund accounts for the construction and operation
of the municipal waterworks system and related facilities. (SDCL 9-47-1) This is a major fund.

Sewer Fund — financed primarily by user charges, this fund accounts for the construction and operation
of the municipal sanitary sewer system and related facilities. (SDCL 9-48-2) This is a major fund.

Liquor Fund — to account for the operation of an on-sale and/or off-sale municipal liquor store. (SDCL
35-3-21) This is a major fund. This fund was discontinued in 2014.

c. Measurement Focus and Basis of Accounting:

Measurement focus is a term used to describe "how" transactions are recorded within the various financial
statements. Basis of accounting refers to "when" revenues and expenditures or expenses are recognized in
the accounts and reported in the financial statements, regardless of the measurement focus.

The Municipality’s basis of accounting is the modified cash basis, which is a basis of accounting other than
USGAAP. Under USGAAP, transactions are recorded in the accounts when revenues are earned and
liabilities are incurred. Under the modified cash basis, transactions are recorded when cash in received or
disbursed.

See Independent Auditor’'s Report.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS
(Continued)

Measurement Focus:

In the government-wide Statement of Net Position and Statement of Activities, both governmental and
business-type activities are presented using the economic resources measurement focus, applied within the
limitations of the modified cash basis of accounting as defined below.

In the fund financial statements, the "current financial resources" measurement focus or the "economic
resources" measurement focus is used, applied with the limitations of the modified cash basis of accounting.

Basis of Accounting:

In the Government-wide Statement of Net Position and Statement of Activities and the fund financial
statements, governmental and business-type activities are presented using a modified cash basis of
accounting.

The modified cash basis of accounting involves the measurement of cash and cash equivalents and changes
in cash and cash equivalents resulting from cash receipt and disbursement transactions. Under the modified
cash basis of accounting, transactions are recorded in the accounts when cash and/or cash equivalents are
received or disbursed and assets and liabilities are recognized to the extent that cash has been received or
disbursed. Acceptable modifications to the cash basis of accounting implemented by the Municipality in
these financial statements are:

a. Recording long-term investments in marketable securities (those with maturities more than 90 days
(three months) from the date of acquisition) acquired with cash assets at cost.

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

If the Municipality applied USGAAP, the fund financial statements for governmental funds would use the
modified accrual basis of accounting, while the fund financial statements for proprietary fund types would use
the accrual basis of accounting. All government-wide financial statements would be presented on the
accrual basis of accounting.

d. Deposits and Investments:

For the purpose of financial reporting, "cash and cash equivalents” includes all demand and savings
accounts and certificates of deposit or short-term investments with a term to maturity at date of acquisition of
three months or less. Investments in open-end mutual fund shares, or similar investments in external
investment pools, are also considered to be cash equivalents.

e. Long-Term Liabilities:

Under the modified cash basis of accounting, cash proceeds from long-term debt issuances is recorded as a
receipt, while payments to creditors to reduce long-term debts are recorded as a cost of the program which
benefits from the financing. Allocations are made where appropriate. Interest costs are not allocated, but
are reported as a separate program cost category.

Long-term debts arising from cash transactions of governmental funds are not reported as liabilities in the
fund financial statements. Instead, the debt proceeds are reported as other financing sources and payments

See Independent Auditor's Report.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS
{Continued)

of principal and interest are reported as expenditures. The accounting for long-term debts of proprietary
funds is the same in the fund financial statements as it is in the government-wide financial statements.

f. Program Revenues:

Program revenues derive directly from the program itself or from parties other than the Municipality's
taxpayers or citizenry, as a whole. Program revenues are classified into three categories, as follows:

1. Charges for services — These arise from charges to customers, applicants, or others who purchase, use,
or directly benefit from the goods, services, or privileges provided, or are otherwise directly affected by
the services.

2. Program-specific operating grants and contributions — These arise from mandatory and voluntary non-
exchange transactions with other governments, organizations, or individuals that are restricted for use in
a particular program.

3. Program-specific capital grants and contributions — These arise from mandatory and voluntary non-
exchange transactions with other governments, organizations, or individuals that are restricted for the
acquisition of capital assets for use in a particular program.

g. Proprietary Funds Revenue and Expense Classifications:

In the proprietary fund's Statement of Revenues, Expenses and Changes in Fund Net Position, revenues
and expenses are classified in a manner consistent with how they are classified in the Statement of Cash
Flows. That is, transactions for which related cash flows are reported as capital and related financing
activities, noncapital financing activities, or investing activities are not reported as components of operating
revenues and expenses.

h. Cash and Cash Equivalents:

The Municipality pools the cash resources of its funds for cash management purposes. The proprietary
funds essentially have access to the entire amount of their cash resources on demand. Accordingly, each
proprietary fund's equity in the cash management pool is considered to be cash and cash equivalents for the
purpose of the Statement of Cash Flows.

i. Equity Classifications:

Government-wide Statements:

Equity is classified as net position and is displayed in one component.

1. Restricted Net Position — Consists of net position with constraints placed on their use either by (a)
external groups such as creditors, grantors, contributors, or laws and regulations of other governments;
or (b) law through constitutional provisions or enabling legislation.

2. Unrestricted Net Position — All other net position that do not meet the definition of "restricted" or "net
investment in capital assets."

Fund Financial Statements:
Governmental fund equity is classified as fund balance, and may distinguish between "Nonspendable”,

“Restricted”, “Committed”, “Assigned” and "Unassigned" components. Proprietary fund equity is classified
the same as in the government-wide financial statements.

See Independent Auditor’'s Report.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS
(Continued)

j- Application of Net Position:

It is the Municipality's policy to first use restricted net position, prior to the use of unrestricted net position,
when an expense is incurred for purposes for which both restricted and unrestricted net position is available.

k. Fund Balance Classification Policies and Procedures:

In accordance with Government Accounting Standards Board (GASB) No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions, the Municipality classifies governmental fund balances as follows:

¢ Nonspendable - includes fund balance amounts that cannot be spent either because it is not in
spendable form or because of legal or contractual constraints.

« Restricted - includes fund balance amounts that are constrained for specific purposes which are
externally imposed by providers, such as creditors or amounts constrained due to constitutional
provisions or enabling legislation.

« Committed — includes fund balance amounts that are constrained for specific purposes that are
internally imposed by the government through formal action of the highest level of decision making
authority and does not lapse at year-end.

e Assigned - includes fund balance amounts that are intended to be used for specific purposes that
are neither considered restricted or committed. Fund Balance may be assigned by the Finance
Officer.

e Unassigned — includes positive fund balance within the General Fund which has not been classified
within the above mentioned categories and negative fund balances in other governmental funds.

The Municipality uses restricted/committed amounts first when both restricted and unrestricted fund balance
is available unless there are legal documents/contracts that prohibit doing this, such as a grant agreement
requiring dollar for dollar spending. Additionally, the Municipality would first use committed, then assigned,
and lastly unassigned amounts for unrestricted fund balance when expenditures are made.

The Municipality does not have a formal minimum fund balance policy.

2. VIOLATIONS OF FINANCE-RELATED LEGAL AND CONTRACTUAL PROVISIONS:

The Municipality is prohibited by statute from spending in excess of appropriated amounts at the department
level. The following represents the significant overdrafts of the expenditures compared to appropriations:

12/31/14
General Fund:
Activity
General Government - Other $ 5,080.92

The Municipality plans to take the following actions to address these violations:
Use supplemental budgets when legal authority exists.

See Independent Auditor’s Report.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS
(Continued)

3. DEPOSITS AND INVESTMENTS, CREDIT RISK, CONCENTRATIONS OF CREDIT RISK AND
INTEREST RATE RISK:

The Municipality follows the practice of aggregating the cash assets of various funds to maximize cash
management efficiency and returns. Various restrictions on deposits and investments are imposed by
statutes. These restrictions are summarized as follows:

Deposits — The Municipality's cash deposits are made in qualified public depositories as defined by

SDCL 4-6A-1, 9-22-6, 9-22-6.1 and 9-22-6.2, and may be in the form of demand or time deposits. Qualified
depositories are required by SDCL 4-6A-3 to maintain at all times, segregated from their other assets,
eligible collateral having a value equal to at least 100 percent of the public deposit accounts which exceed
deposit insurance such as the FDIC and NCUA. In lieu of pledging eligible securities, a qualified public
depository may furnish irrevocable standby letters of credit issued by Federal Home Loan Banks
accompanied by written evidence of that bank's public debt rating which may not be less than "AA" or a
qualified public depository may furnish a corporate surety bond of a corporation authorized to do business in
South Dakota.

Investments — In general, SDCL 4-5-6 permits Municipality funds to be invested only in (a) securities of the
United States and securities guaranteed by the United States government either directly or indirectly; or (b)
repurchase agreements fully collateralized by securities described in (a) above; or in shares of an open-end,
no-load fund administered by an investment company whose investments are in securities described in (a)
above and repurchase agreements described in (b) above. Also, SDCL 4-5-9 requires investments to be in
the physical custody of the political subdivision or may be deposited in a safekeeping account with any bank
or trust company designated by the political subdivision as its fiscal agent.

Credit Risk — State law limits eligible investments for the Municipality, as discussed above. The Municipality
has no investment policy that would further limit its investment choices.

Custodial Credit Risk — Deposits — The risk that, in the event of a depository failure, the Municipality’s
deposits may not be returned to it. The Municipality does not have a deposit policy for custodial credit risk.

Concentration of Credit Risk — The Municipality places no limit on the amount that may be invested in any
one issuer.

Interest Rate Risk — The Municipality does not have a formal investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing interest rates.

Assignment of Investment Income — State law allows income from deposits and investments to be credited to
either the General Fund or the fund making the investment. The Municipality’s policy is to credit all income
from deposits and investments to the fund making the investment.

4. PROPERTY TAXES:

Property taxes are levied on or before October 1, of the year preceding the start of the fiscal year. They
attach as an enforceable lien on property and become due and payable as of January 1, the first day of the
fiscal year. Taxes are payable in two installments on or before April 30 and October 31 of the fiscal year.

The Municipality is permitted by several state statutes to levy varying amounts of taxes per $1,000 of taxable
valuation on taxable property in the Municipality.

See Independent Auditor's Report.
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NOTES TO THE MODIFIED CASH BASIS FINANCIAL STATEMENTS
(Continued)

5. INTERFUND TRANSFERS:

Interfund transfers for the year ended December 31, 2014 were as follows:

Transfers to:

General
Transfers From: Fund
Major Funds:
Liquor Fund $ 14,458.81

Interfund transfers for the year ended December 31, 2015 were as follows:

Transfers to:

Water
Transfers From: Fund
Major Funds:
General Fund $ 12,671.50
Sewer Fund 0.07
$ 12,671.57

The Municipality transferred from the General Fund and Sewer Fund to fund the water project and from the
Liquor Fund to the General Fund to close the Liquor Fund.

6. RESTRICTED NET POSITION:

Restricted Net Position for the year ended December 31, 2014 and 2015 was as follows:
2014 2015
Major Purposes:
Debt Service Purposes $ 25,100.67 $ 58,256.30

These balances are restricted due to loan requirements.

7. SIGNIFICANT CONTINGENCIES - LITIGATION

At December 31, 2015, the Municipality was not involved in any significant litigation.

8. RISK MANAGEMENT

The Municipality is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. During the period ended
December 31, 2015, the Municipality managed its risks as follows:

See Independent Auditor's Report.
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Liability Insurance:

The Municipality joined the South Dakota Public Assurance Alliance (SDPAA), a public entity risk pool
currently operating as a common risk management and insurance program for South Dakota local
government entities. The objective of the SDPAA is to administer and provide risk management services
and risk sharing facilities to the members and to defend and protect the members against liability, to advise
members on loss control guidelines and procedures, and provide them with risk management services, loss
control and risk reduction information and to obtain lower costs for that coverage. The Municipality’s
responsibility is to promptly report to and cooperate with the SDPAA to resolve any incident which could
result in a claim being made by or against the Municipality. The Municipality pays an annual premium, to
provide liability coverage detailed below, under a claims-made policy and the premiums are accrued based
on the ultimate cost of the experience to date of the SDPAA member, based on their exposure or type of
coverage. The Municipality pays an annual premium to the pool to provide coverage for:

Real and personal property, tools and equipment, employee dishonesty, boiler and equipment
breakdown, earthquake and flood.

The agreement with the SDPAA provides that the above coverages will be provided to a $1,000,000 limit.
Member premiums are used by the pool for payment of claims and to pay for reinsurance for claims in
excess of $250,000 for property coverage and $500,000 for liability coverage to the upper limit. A portion of
the member premiums are also allocated to a cumulative reserve fund. The Municipality would be eligible to
receive a refund for the percentage of the amount allocated to the cumulative reserve fund on the following
basis:

End of Municipality’s First Full Year 50%
End of Municipality's Second Full Year 60%
End of Municipality’s Third Full Year 70%
End of Municipality’s Fourth Full Year 80%
End of Municipality’s Fifth Full Year 90%
End of Municipality’s Sixth Full Year and Thereafter 100%

As of December 31, 2015, the Municipality has vested balance in the cumulative reserve fund of $11,882.82.
The Municipality carries a $500 deductible for the auto liability coverage.

The Municipality does not carry additional insurance to cover claims in excess of the upper limit. Settled
claims resulting from these risks have not exceeded the liability coverage during the past three years.

Worker's Compensation:
The Municipality joined the South Dakota Municipal League Worker's Compensation Fund (Fund), a public

entity risk pool currently operating as a common risk management and insurance program for South Dakota
local government entities. The objective of the Fund is to formulate, develop, and administer, on behalf of
the member organizations, a program of worker's compensation coverage, to obtain lower costs for that
coverage, and to develop a comprehensive loss control program. The Municipality’s responsibility is to
initiate and maintain a safety program to give its employees safe and sanitary working conditions and to
promptly report to and cooperate with the Fund to resolve any worker's compensation claims. The
Municipality pays an annual premium to the pool to provide worker's compensation coverage for its
employees, under a retrospectively rated policy and the premiums are accrued based on the ultimate cost of
the experience to date of the Fund members. Coverage limits are set by state statute. The pool pays the
first $650,000 of any claim per individual. The pool has reinsurance which covers up to an additional
$2,000,000 per individual per incident.

See Independent Auditor's Report.
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The Municipality does not carry additional insurance to cover claims in excess of the upper limit. Settled
claims resulting from these risks have never exceeded the liability coverage over the past three years.

Unemployment Benefits:
The Municipality provided coverage for unemployment benefits by paying into the Unemployment
Compensation Fund established by state law and managed by the State of South Dakota.

See Independent Auditor’'s Report.
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Budgeted Amounts

Actual Amounts
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Variance with
Final Budget -

Original Final (Budgetary Basis) Positive (Negative)
Revenues:
Taxes:

General Property Taxes 50,000.00 50,000.00 53,5678.58 3,578.58

General Sales and Use Taxes 64,180.00 64,180.00 75,855.00 11,675.00

Amusement Taxes 100.00 100.00 0.00 (100.00)

Penalties and Interest

on Delinquent Taxes 500.00 500.00 224.47 (275.53)
Total Taxes [ 114,780.00 ] | 114,780.00 | | 129,658.05 | | 14,878.05 |
Licenses and Permits | 480.00 | | 480.00 | | 782.15 | | 302.15 |
Intergovernmental Revenue:

State Shared Revenue:

Bank Franchise Tax 300.00 300.00 176.40 (123.60)

Prorate License Fees 2,000.00 2,000.00 1,335.84 (664.16)

Liquor Tax Reversion 2,000.00 2,000.00 1,710.04 (289.96)

Motor Vehicle Licenses 3,000.00 3,000.00 5,083.11 2,083.11

Local Government Highway

and Bridge Fund 12,675.00 12,675.00 18,449.14 5,774.14

County Shared Revenue:

County Road Tax 1,000.00 1,000.00 1,154.20 154.20
Total Intergovernmental Revenue [ 20,975.00] [ 20,975.00] [ 27,908.73 | | 6,933.73 |
Charges for Goods and Services:

Culture and Recreation 7,700.00 7,700.00 6,700.00 (1,000.00)
Total Charges for Goods and Services [ 7,700.00 | | 7,700.00 | | 6,700.00 | | (1,000.00) |
Miscellaneous Revenue:

Investment Earnings 30.00 30.00 208.82 178.82

Rentals 1,000.00 1,000.00 1,779.00 779.00

Contributions and Donations

from Private Sources 6,070.00 6,070.00 14,940.57 8,870.57

Liquor Operating Agreement Income 2,000.00 2,000.00 2,554.91 554.91

Other 0.00 0.00 1,516.50 1,516.50
Total Miscellaneous Revenue [ 9,10000] [ 9,100.00] [ 20,999.80 | | 11,899.80 |

Total Revenue [ 153,035.00 ] [ 153,035.00 | | 186,048.73 | | 33,013.73 |
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Variance with
Budgeted Amounts Actual Amounts Final Budget -
Original Final (Budgetary Basis) Positive (Negative)
Expenditures:
General Government:
Legislative 5,886.00 5,886.00 5,651.38 334.62
Contingency 1,000.00 1,000.00
Amount Transferred {1,000.00) 0.00

Executive 1,175.00 1,249.58 1,249.58 0.00

Financial Administration 16,561.00 18,423.59 18,423.59 0.00

Other 17,184.00 35,739.46 35,739.46 0.00
Total General Government [ 41,806.00] [ 61,298.63] | 60,964.01 | | 334.62 |
Public Safety:

Fire 2,500.00 2,500.00 2,018.28 481.72
Total Public Safety [ 250000] [ 2,500.00] | 2,018.28 | | 481.72 |
Public Works:

Highways and Streets 76,943.00 130,833.03 130,833.03 0.00

Sanitation 100.00 100.00 0.00 100.00
Total Public Works [ 77,043.00] [ 130,933.03 | | 130,833.03 | | 100.00 |
Culture and Recreation:

Parks 28,822.00 32,157.24 32,157.24 0.00
Total Culture and Recreation [ 28822.00] [ 32,157.24] | 32,157.24 | | 0.00 |
Conservation and Development:

Economic Development and

Assistance (Industrial Development) 2,864.00 2,864.00 2,653.95 210.05

Total Conservation and Development [ 286400] [ 2,864.00] | 2,653.95 | | 210.05 |
Total Expenditures [ 153,085.00 | [ 229,752.90 | | 228,626.51 | | 1,126.39 |
Excess of Revenue Over (Under)

Expenditures | 0.00] [ (76,717.90)] | (42,577.78)] | 34,140.12 |
Other Financing Sources (Uses):

Long-Term Debt Issued 0.00 0.00 58,000.00 58,000.00

Transfers Out 0.00 0.00 (12,671.50) (12,671.50)
Total Other Financing Sources (Uses) [ 000] [ 0.00 | | 45,328.50 | | 45,328.50 |
Net Change in Fund Balances [ 000 [ (76,717.90)] | 2,750.72 | | 79,468.62 |
Fund Balance - Beginning 182,699.49 182,699.49 182,699.49 0.00
FUND BALANCE - ENDING 182,699.49 105,981.59 185,450.21 79,468.62
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Variance with

Budgeted Amounts Actual Amounts Final Budget -
Original Final (Budgetary Basis) Positive (Negative)
Revenues:
Taxes:

General Property Taxes 50,000.00 50,000.00 55,814.29 5,814.29

General Sales and Use Taxes 62,332.00 62,332.00 73,582.07 11,250.07

Amusement Taxes 100.00 100.00 108.00 8.00

Penalties and Interest

on Delinquent Taxes 500.00 500.00 507.11 7.1
Total Taxes [ 112,932.00] [ 112,932.00 | | 130,011.47 | | 17,079.47 |
Licenses and Permits [ 323.00 | | 323.00 | | 1,157.50 | | 834.50 |
Intergovernmental Revenue:

State Shared Revenue:

Bank Franchise Tax 300.00 300.00 467.65 167.65

Prorate License Fees 2,000.00 2,000.00 2,661.32 661.32

Liquor Tax Reversion 2,000.00 2,000.00 2,052.04 52.04

Motor Vehicle Licenses : 3,000.00 3,000.00 3,609.87 609.87

Local Government Highway

and Bridge Fund 7,675.00 7,675.00 18,163.76 10,488.76

County Shared Revenue:

County Road Tax 1,000.00 1,000.00 1,154.20 154.20
Total Intergovernmental Revenue [ 15975.00] [ 15,975.00] | 28,108.84 | [ 12,133.84 |
Charges for Goods and Services:

Culture and Recreation 7,800.00 7,800.00 5,105.71 (2,694.29)
Total Charges for Goods and Services [ 780000 [  7,800.00] [ 5,105.71 | | (2,694.29)]
Miscellaneous Revenue:

Investment Earnings 30.00 30.00 141.96 111.96

Rentals 1,000.00 1,000.00 1,679.00 679.00

Contributions and Donations

from Private Sources 4,670.00 4,670.00 10,270.84 5,600.84

Liquor Operating Agreement Income 2,000.00 2,000.00 2,918.69 918.69
Total Miscellaneous Revenue [ 770000] [ 7,700.00] | 15,010.49 | | 7,310.49 |

Total Revenue [ 144,730.00 | [ 144,730.00 | | 179,394.01 | | 34,664.01 |
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Variance with

Budgeted Amounts Actual Amounts Final Budget -
Original Final (Budgetary Basis) Positive (Negative)
Expenditures:

General Government:

Legislative 6,306.00 7,805.65 6,805.65 1,000.00

Contingency 1,000.00 1,000.00

Amount Transferred (1,000.00) 0.00

Executive 1,275.00 1,275.00 1,171.47 103.53

Financial Administration 16,647.00 20,256.93 20,256.93 0.00

Other 17,456.00 24,319.79 29,400.71 (5,080.92)
Total General Government [ 42,684.00]| [ 53,657.37 | | 57,634.76 | | (3,977.39)|
Public Safety:

Fire 3,000.00 4,792.89 4,792.89 0.00
Total Public Safety [ 3,00000] [ 479289 | 4,792.89 | | 0.00 |
Public Works:

Highways and Streets 73,463.00 74,363.00 41,551.67 32,811.33

Sanitation 100.00 100.00 0.00 100.00
Total Public Works [ 73563.00] [ 74,463.00 | | 41,551.67 | | 32,911.33 |
Cuilture and Recreation:

Parks 29,535.00 32,057.22 32,057.22 0.00
Total Culture and Recreation [ 2953500 [ 3205722 | 32,057.22 | | 0.00 |
Conservation and Development:

Economic Development and

Assistance (Industrial Development) 2,948.00 2,948.00 2,523.06 424.94

Total Conservation and Development [ 294800 [  2,948.00] | 2,523.06 | | 424.94 |
Total Expenditures [ 151,730.00] [ 167,918.48| [ 138,559.60 | | 29,358.88 |
Excess of Revenue Over (Under)

Expenditures [ (7,000.00)] [ (23,188.48)] [  40,834.41] | 64,022.89 |
Other Financing Sources (Uses):

Transfers In 0.00 0.00 14,458.81 14,458.81
Total Other Financing Sources (Uses) | 0.00 | | 0.00 | | 14,458.81 | | 14,458.81 |
Net Change in Fund Balances [ (7,000.00)] [ (23,188.48)] | 55,293.22 | | 78,481.70 |
Fund Balance - Beginning 127,406.27 127,406.27 127,406.27 0.00

FUND BALANCE - ENDING 120,406.27 104,217.79 182,699.49 78,481.70
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Schedules of Budgetary Comparisons for the General Fund
and for each major Special Revenue Fund with a legally required budget.

NOTE 1. Budgets and Budgetary Accounting:

The Municipality followed these procedures in establishing the budgetary data reflected in the financial
statements:

1. Atthe first regular board meeting in September of each year or within ten days thereafter, the
Governing Board introduces the annual appropriation ordinance for the ensuing fiscal year.

2. After adoption by the Governing Board, the operating budget is legally binding and actual
expenditures for each purpose cannot exceed the amounts budgeted, except as indicated in
number 4.

3. Aline item for contingencies may be included in the annual budget. Such a line item may not
exceed five percent of the total municipal budget and may be transferred by resolution of the
Governing Board to any other budget category that is deemed insufficient during the year.

4. |If it is determined during the year that sufficient amounts have not been budgeted, state statute
allows the adoption of supplemental budgets.

5. Unexpected appropriations lapse at year end unless encumbered by resolution of the Governing
Board.

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable appropriation,
is employed as an extension of formal budgetary integration in the General Fund and special
revenue funds.

The Municipality did not encumber any amounts at December 31, 2015 and 2014.

6. Formal budgetary integration is employed as a management control device during the year for the
General Fund and special revenue funds.

7. Budgets for the General Fund and special revenue funds are adopted on a basis consistent with
the modified cash basis of accounting.

NOTE 2. GAAP/Budgetary Accounting Basis Differences:

The Municipality’s budgetary process accounts for certain transactions on a basis other than GAAP.
The major differences between the budgetary basis and the GAAP basis lie in the manner in which
revenues and expenditures are recorded. Under the budgetary basis, revenue and expenditures are
recognized on a modified cash basis. Utilizing the modified cash basis, revenues are recorded when
received in cash and expenditures are recorded when paid. Under the GAAP basis, revenues and
expenditures are recorded on the modified accrual basis of accounting on the governmental fund
statements and on the full accrual basis on the government-wide statements.
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Federal Grantor/Pass-Through Grantor Federal CFDA Expenditures
Program or Cluster Title Number 2014 2015

US Department of Housing and Urban Development - Pass Through Programs:
SD Governor's Office of Economic Development,
Community Development Block Grant/State's
Program and Non-Entitlement Grants in Hawaii (Note3) 14.228 510,000.00 5,000.00

Total US Department of Housing and Urban Development 510,000.00 5,000.00

US Environmental Protection Agency - Pass Through Programs:
Drinking Water State Revolving Fund Cluster:
SD Department of Environment and Natural Resources,
Capitalization Grants for Drinking Water State

Revolving Funds (Federal Portion) 66.458 276,011.00
Total US Environmental Protection Agency 276,011.00 0.00
GRAND TOTAL 786,011.00 5,000.00

Note 1: Basis of Presentation

This accompanying Schedule of Expenditures of Federal Awards (the "Schedule) includes the federal award activity
of the Municipality under programs of the federal government for the year ended December 31, 2014 and 2015.
The information in this Schedule is presented in accordance with the requirements of U.S. Office of Management
and Budget Circular A-133, Audits of States, Local Governments , and Non-Profit Organizations for

(OMB Circular A-133). Because the Schedule presents only a selected portion of the operations of the

Municipality, it is not intended to and does not present the financial position, changes in net position, or cash flows
of the Municipality.

Note 2: Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the modified cash basis of accounting. Such expenditures
are recognized following the cost principles contained in OMB Circular A-133, wherein certain types of
expenditures are not allowable or are limited as to reimbursement. Negative amounts shown on the Schedule
represent adjustments or credits made in the normai course of business to amounts reported as expenditures in

in prior years.

Note 3: Major Federal Financial Assistance Program
This represents a Major Federal Financial Assistance Program.

Note 4: Federal Loan Program

The Municipality had the following loan balances outstanding at December 31, 2015. These loan balances
outstanding which have continuing compliance requirements are also included in the federal expenditures presented
in the Schedule.

Federal Amount
Cluster/Program Title CFDA Number QOutstanding

Drinking Water State Revolving Fund Loan 66.458 470,748.16
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SCHEDULE OF LONG-TERM DEBT

LONG-TERM DEBT

A summary of changes in long-term debt for the year ended December 31, 2015 is as follows:

Balance
1/1/2014

Additions

Deletions

Balance
12/31/2015

39

Due Within
One Year

Primary Government:
Governmental Activities:
Note Payable - Payloader 0.00

28,045.00

28,045.00

28,045.00

Total Governmental Activities 0.00

28,045.00

0.00

28,045.00

28,045.00

Business-Type Activities:
Note Payable - NRWA 0.00
Bonds Payable:
Clean Water Revenue Bond,
Series 2013 4,450.00
Drinking Water Revenue Bond,
Series 2013 6,452.00

30,000.00

366,006.00

1,913,407.00

429.90

1,834.51

1,449,110.84

29,570.10

368,621.49

470,748.16

2,624.99

7,488.31

11,055.07

Total Business-Type Activities 10,902.00

2,309,413.00

1,451,375.25

868,939.75

21,168.37

Total Primary Government 10,902.00

2,337,458.00

1,451,375.25

896,984.75

49,213.37

Debt payable at December 31, 2015, is comprised of the following:

PRIMARY GOVERNMENT
Governmental Activities:

Note Payable - Payloader
Maturity Date: March 4, 2016
Interest Rate: 2.99%
Payable from General Fund

Business-type Activities:

Note Payable — NRWA
Maturity Date: October 1, 2025
interest Rate: 3.00%
Payable from Water Fund

Clean Water Revenue Borrower Bond, Series 2013

Maturity Date: August 15, 2045
Interest Rate: 3.25%
Payable from Sewer Fund

Drinking Water Revenue Borrower Bond, Series 2013

Maturity Date: August 15, 2045
Interest Rate: 2.25%
Payable from Water Fund

$ 28,045.00

$ 29,570.10

$ 368,621.49

$ 470,748.16
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The annual requirements to amortize all debt outstanding as of December 31, 2015, including interest

payments, are as follows:

Annual Requirements to Maturity for Long-Term Debt
December 31, 2015

Year Note Payable - Note Payable - Clean Water Revenue
Ending Payloader NRWA Revolving Borrower Bond, Series 2013
December 31, Principal Interest Principal Interest Principal Interest
2016 28,045.00 838.55 2,624.99 851.17 7,488.31 11,889.57
2017 2,704.82 771.34 7,734.67 11,643.21
2018 2,787.08 689.08 7,989.12 11,388.76
2019 2,871.85 604.31 8,251.94 11,125.94
2020 2,959.23 516.93 8,523.42 10,854.46
2021-2025 15,622.13 1,178.59 47,012.29 49,877.11
2026-2030 55,271.27 41,618.13
2031-2035 64,981.07 31,908.33
2036-2040 76,396.70 20,492.70
2041-2045 84,972.70 7,071.62
Totals 28,045.00 838.55 29,570.10 4,611.42 368,621.49 207,869.83
Year Drinking Water Revenue

Ending Borrower Bond, Series 2013 Totals

December 31, Principal Interest Principal Interest

2016 11,055.07 10,310.94 49,213.37 23,890.23

2017 11,511.56 10,246.44 21,951.05 22,660.99

2018 11,772.76 9,985.24 22,548.96 22,063.08

2019 12,039.90 9,718.10 23,163.69 21,448.35

2020 12,313.09 9,444.91 23,795.74 20,816.30

2021-2025 65,885.26 42,904.74 128,519.68 93,960.44

2026-2030 73,707.14 35,082.86 128,978.41 76,700.99

2031-2035 82,457.58 26,332.42 147,438.65 58,240.75

2036-2040 92,246.93 16,543.07 168,643.63 37,035.77

2041-2045 97,758.87 5,591.55 182,731.57 12,663.17

Totals 470,748.16 176,160.27 896,984.75 389,480.07

The above long-term debt information is presented for informational purposes only. The financial

statements are prepared on the modified cash basis so no liabilities are shown.



