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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

To the Board of Trustees
Municipality of Timber Lake, South Dakota

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards issued
by the Comptroller General of the United States, the modified cash basis of accounting financial statements of
the governmental activities, the business-type activities and each major fund of the Municipality of Timber
Lake, South Dakota (municipality) as of and for the year ended December 31, 2015, and the related notes to
the financial statements, which collectively comprise the Municipality’s basic financial statements, and have
issued our report thereon dated August 2, 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.

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 Municipality’s
financial statements will not be prevented, or detected and corrected on a timely basis. 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.

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

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,
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.
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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.
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Mitchell, South Dakota
August 2, 2016
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INDEPENDENT AUDITOR'S REPORT

To the Board of Trustees
Municipality of Timber Lake, South Dakota

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 Timber
Lake, South Dakota, South Dakota (municipality) as of and for the year ended December 31, 2015, 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 also responsible for 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.

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 from material misstatement.

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position on a modified cash basis of accounting of the governmental activities, the
business-type activities, and each major fund of the Municipality of Timber Lake as of December 31, 2015,
and the respective changes in financial position, and where applicable, cash flows thereof for the year then
ended in accordance with the modified cash basis of accounting described in Note 1. c. to the financial

statements.
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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
Supplemental 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 budgetary
comparison schedule listed in the table of contents is presented for purposes of additional analysis and is not a
required part of the basic financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying 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 August 2, 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 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 and
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.
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MUNICIPALITY OF TIMBER LAKE, SD
STATEMENT OF NET POSITION — MODIFIED CASH BASIS
DECEMBER 31, 2015

Primary Government

Governmental Business-Type
Activities Activities Total

ASSETS:

Cash and cash equivalents $ 28,556 S 149,780 178,336

Certificates of deposit 28,000 - 28,000
TOTAL ASSETS $ 56,556 $ 149,780 206,336
NET POSITION:

Unrestricted $ 56,556 S 149,780 206,336
TOTAL NET POSITION $ 56,556 $ 149,780 206,336

The accompanying Notes to Financial Statements
are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD
STATEMENT OF ACTIVITIES - MODIFIED CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2015

Net (Expense) Revenue and

Program Revenues Changes in Net Position
Primary Government
Charges for Operating Grants Governmental Business-Type
Functions/Programs Expenses Services and Contributions Activities Activities Total
Primary Government:
Governmental Activities:
General government $ 142,171 $ - $ - $ (142,171) $ - $ (142,171)
Public safety 64,691 2,653 - (62,038) - (62,038)
Public works 418,217 44,324 38,475 (335,418) - (335,418)
Health and welfare 5,043 3 - (5,040) - (5,040)
Culture and recreation 12,036 239 2,450 9,347) - 9,347)
Miscellaneous 3,191 35,144 - 31,953 - 31,953
Total Governmental Activities 645,349 82,363 40,925 (522,061) - (522,061)
Business-type Activities:
Water 104,641 109,852 - - 5,211 5,211
Sewer 97,716 60,099 - - (37,617) (37,617)
Broadband 185,697 199,268 - - 13,571 13,571
Total Business-Type Activities 388,054 369,219 - - (18,835) (18,835)
Total Primary Government $ 1,033,403 $ 451,582 $ 40,925 (522,061) (18,835) (540,896)
General revenues:
Taxes:
Property tax 89,798 - 89,798
Sales tax 168,771 - 168,771
Other tax 1,129 - 1,129
Unrestricted investment earnings 258 - 258
Transfers in/out (29,057) 29,057 -
Total General Revenues and Transfers 230,899 29,057 259,956
Change in Net Position (291,162) 10,222 (280,940)
Net Position-Beginning of Year 347,718 139,558 487,276
Net Position-Ending of Year $ 56,556 $ 149,780 $ 206,336

The accompanying Notes to Financial Statements
are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD
BALANCE SHEET - MODIFIED CASH BASIS
GOVERNMENTAL FUNDS
DECEMBER 31, 2015

ASSETS
Cash and cash equivalents
Certificates of deposit

Total Assets

FUND BALANCES
Assigned to:
Subsequent year's budget
Unassigned

Total Fund Balances

General
Fund

28,556
28,000

56,556

41,204
15,352

56,556

The accompanying Notes to Financial Statements

are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD
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 $ 89,798
General sales and use taxes 168,771
Amusement taxes 144
Penalties and interest on delinquent taxes 643
State shared revenue
Bank franchise fee 612
Motor vehicle commercial prorate 1,636
Liquor tax reversion 2,165
Motor vehicle licenses 12,066
Local government highway and bridge fund 21,996
State grants 2,450
County shared revenue
County highway and bridge reserve tax 342
Charges for goods and services
Sanitation 44,324
Health 3
Culture and recreation 239
Fines and forfeits 2,653
Miscellaneous
Investment earnings 258
Rentals 14,442
Contributions and donations from private sources 25
Liquor operating agreement 18,542
Other 2,135
Total Revenue $ 383,244

The accompanying Notes to Financial Statements
are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES — MODIFIED CASH BASIS
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2015
(CONTINUED)

Expenditures:

Current:
General government:
Legislative $ 12,171
Executive 1,601
Elections 37
Financial administration 70,153
Other 58,209
Public safety:
Police 60,000
Fire 4,691
Public works:
Highways and streets 375,916
Sanitation 39,743
Airport 2,558
Health and welfare:
Health 5,043
Culture and recreation:
Recreation 60
Parks 2,403
Libraries 9,573
Miscellaneous:
Other 3,191
Total Expenditures 645,349
Excess of Revenues (Under) Expenditures (262,105)

Other Financing Sources (Uses):

Transfers out (29,057)
Total Other Financing Sources (29,057)
Net Change in Fund Balance (291,162)
Fund Balance - Beginning of Year 347,718
Fund Balance - Ending of Year $ 56,556

The accompanying Notes to Financial Statements
are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD

STATEMENT OF NET POSITION — MODIFIED CASH BASIS
PROPRIETARY FUNDS
DECEMBER 31, 2015

ASSETS
Current Assets:
Cash and cash equivalents

Total current assets

Total Assets

NET POSITION
Unrestricted

TOTAL NET POSITION

Enterprise Funds

Water Sewer Broadband
Fund Fund Fund Totals
$ 89,902 30,046 29,832 149,780
89,902 30,046 29,832 149,780
$ 89,902 30,046 29,832 149,780
$ 89,902 30,046 29,832 149,780
$ 89,902 30,046 29,832 149,780

The accompanying Notes to Financial Statements
are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN
NET POSITION — MODIFIED CASH BASIS
PROPRIETARY FUNDS

Operating Revenues:

Charges for goods and services

Total Operating Revenues
Operating Expenses:
Personal services
Other current expense

Materials

Total Operating Expenses

Net Income Before Transfers
Operating transfers in
Change in Net Position
Net Position - Beginning of Year

Net Position - Ending of Year

FOR THE YEAR ENDED DECEMBER 31, 2015

Enterprise Funds

Water Sewer Broadband
Fund Fund Fund Totals

$ 109,852 60,099 $ 199,268 369,219
109,852 60,099 199,268 369,219
24,061 22,705 66,481 113,247

67,198 75,011 46,381 188,590

13,382 - 72,835 86,217
104,641 97,716 185,697 388,054
5,211 (37,617) 13,571 (18,835)

- 29,057 - 29,057

5,211 (8,560) 13,571 10,222

84,691 38,606 16,261 139,558

$ 89,902 30,046 $ 29,832 149,780

The accompanying Notes to Financial Statements
are an integral part of this statement.
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MUNICIPALITY OF TIMBER LAKE, SD
STATEMENT OF CASH FLOWS - MODIFIED CASH BASIS
PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2015

Enterprise Funds

Water Sewer Broadband
Fund Fund Fund Totals
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipt from customers $ 109,852 $ 60,099 $ 199,268 $ 369,219
Payments to suppliers (80,580) (75,011) (119,216) (274,807)
Payments to employees (24,061) (22,705) (66,481) (113,247)
Net Cash Provided (Used) by Operating Activities 5,211 (37,617) 13,571 (18,835)
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
Transfers in - 29,057 - 29,057
Net Cash Provided by Noncapital Financing
Activities - 29,057 - 29,057
Net Increase (Decrease) in Cash and Cash Equivalents 5,211 (8,560) 13,571 10,222
Cash and Cash Equivalents - Beginning of Year 84,691 38,606 16,261 139,558
Cash and Cash Equivalents - Ending of Year $ 89,902 $ 30,046 $ 29,832 $ 149,780
RECONCILIATION OF OPERATING INCOME
(LOSS) TO NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES:
Operating Income $ 5,211 $ (37,617) $ 13,571 $ (18,835)
Net Cash Provided (Used) by Operating Activities $ 5,211 $ (37,617) $ 13,571 $ (18,835)

The accompanying Notes to Financial Statements
are an integral part of this statement.

12



MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

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 Timber Lake, (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.

Component units are legally separate organizations for which the elected officials of the primary
government are financially accountable. The Municipality is financially accountable if its Governing
Board appoints a voting majority of another organization’s governing body and it has the ability to
impose its will on that organization, or there is a potential for that organization to provide specific
financial benefits to, or impose specific financial burdens on, the Municipality (primary government).
The Municipality may also be financially accountable for another organization if that organization is
fiscally dependent on the Municipality.

At this time, Timber Lake has no component units which are separate legal entities and for which the
Municipality is financially accountable.

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.

13



1.

MUNICIPALITY OF TIMBER LAKE, SD

NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS

DECEMBER 31, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

b. Basis of Presentation: (continued)

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 two major categories: governmental and
proprietary. 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

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

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’s 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 considered to be 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.)

14



MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

b. Basis of Presentation: (continued)

Fund Financial Statements: (continued)
Proprietary Funds: (continued)

Enterprise Funds — (continued)

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.

Broadband Fund — Financed primarily by user charges, this fund accounts for the
cable television and internet services and related facilities. (SDCL 9-35-23). This is a

major fund.

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 is received or disbursed.

Measurement Focus:
Government-wide Financial Statements:
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.

15



1.

MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

C.

Measurement Focus and Basis of Accounting: (continued)

Measurement Focus: (continued)
Fund Financial Statements:

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus is used, applied within 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, the statement of financial position
reports only cash and cash equivalents (those investments with terms to maturity of 90 days
(three months) or less at the date of acquisition). 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. An acceptable modification to the cash basis of accounting implemented by the
Municipality in these financial statements is:

Recording long-term investments (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.

Deposits and Investments:

For the purpose of financial reporting, “cash and cash equivalents” includes all demand and savings
accounts and certificates of deposit with a term to maturity at date of acquisition of three months or
less.

16



1.

MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

d. Deposits and Investments: (continued)

Investments classified in the financial statements consist entirely of certificates of deposit whose term
to maturity at date of acquisition exceeds three months, and/or those types of investment authorized
by South Dakota Codified Laws (SDCL 4-5-6). Under the modified cash basis of accounting,
investments are carried at cost.

Capital Assets:

Government-wide Financial Statements:

Under the modified cash basis of accounting, capital assets are considered a cost of the program
for which they were acquired, for the amount paid in cash. In the Statement of Activities, cash
payments for capital assets are recorded in the program category for which they were acquired.
Allocations between programs are made, where necessary to match the cost with the program
that benefits from the use of the capital assets.

Fund Financial Statements:
In the fund financial statements, capital assets arising from cash transactions acquired for use in
governmental fund operations are accounted for as expenditures of the governmental fund when
paid for in cash. Capital assets acquired for use in proprietary fund operations are accounted

for in the same manner as in the government-wide financial statements.

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.

17



1.

MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

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 a
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 or expenses.

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.

Equity Classifications:

Government-wide Statements:
Equity is classified as net position and is displayed in two components:
1. Restricted net position — Consists of net assets 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 does not meet the definition of
“restricted”.

Fund Financial Statements:
Governmental fund equity is classified as fund balance, and may distinguish between “Assigned”
and “Unassigned” components. Proprietary fund equity is classified the same as in the

government-wide financial statements.

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 are available.
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1.

MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

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:

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
governing body.

e Unassigned — included 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 does not have a formal minimum fund balance policy.

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 below:

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 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.
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MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

2. DEPOSITS AND INVESTMENTS CREDIT RISK, CONCENTRATIONS OF CREDIT RISK AND
INTEREST RATE RISK: (continued)

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.

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.

3. 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 real property in the Municipality.

4. RETIREMENT PLAN:

All employees, except for part-time employees, participate in the South Dakota Retirement System
(SDRS), a cost-sharing, multiple employer public employee retirement system established to provide
retirement benefits for employees of the State of South Dakota and its political subdivisions. The SDRS
provides retirement, disability and survivor benefits. The right to receive retirement benefits vests after
three years of credited service. Authority for establishing, administering and amending plan provisions
are found in South Dakota Codified Law 3-12. The SDRS issues a publicly available financial report that
includes financial statements and required supplementary information. That report may be obtained by
writing to the SDRS, P.O. Box 1098, Pierre, SD 57501-1098 or by calling (605) 773-3731.

General employees are required by state statute to contribute 6 percent of their salary to the plan, while
public safety and judicial employees contribute at 8 percent and 9 percent, respectively. State statute also
requires the employer to contribute an amount equal to the employee's contribution. State statute also
requires the employer to make an additional contribution in the amount of 6.2 percent for any
compensation exceeding the maximum taxable amount for social security for general employees only. The
Municipality's share of contributions to the SDRS for the fiscal years ended December 31, 2015, 2014,
and 2013 was $10,182, $10,376, and $10,337, respectively, equal to the required contributions each year.
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MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

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:

Employee Health Insurance:

The Municipality joined the South Dakota Municipal League Health Pool of South Dakota. This
is a public entity risk pool currently operating as a common risk management and insurance
program for South Dakota local government entities. The Municipality pays a monthly premium
to the pool to provide health insurance coverage for its employees. The pool purchases
reinsurance coverage with the premiums it receives from the members. The coverage includes an
unlimited lifetime maximum payment per person.

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 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:

¢  Governmental General Liability

e Automobile Liability

¢ Governmental Property

e Government Officials Liability

The agreement with the South Dakota Public Assurance Alliance 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 a 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 100%
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5.

MUNICIPALITY OF TIMBER LAKE, SD
NOTES TO THE FINANCIAL STATEMENTS — MODIFIED CASH BASIS
DECEMBER 31, 2015

RISK MANAGEMENT: (continued)

Liability Insurance: (continued)

As of December 31, 2015 the Municipality has a 100% vested balance in the cumulative reserve
fund of $13,557.

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. Settled
claims resulting from these risks have not exceeded the liability coverage during the past three
years.

Workers’ Compensation:

The Municipality joined the South Dakota Municipal League Workers’ 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
workers’ 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 workers’ compensation claims.
The Municipality pays an annual premium, to provide workers’ compensation coverage for its
employees, under a self-funded program 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 statutory limits in addition to a separate combined employer liability limit of $2,000,000
per incident.

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.

Unemployment Benefits:

The Municipality provides coverage for unemployment benefits by paying into the
Unemployment Compensation Fund established by state law and managed by the State of South
Dakota.
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MUNICIPALITY OF TIMBER LAKE, SD

BUDGETARY COMPARISON SCHEDULES - MODIFIED CASH BASIS

GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2015

Budgeted Amounts

Variance with
Final Budget

Original Final Actual Amounts Positive (Negative)
Revenues:
Taxes:

General property tax $ 90,555 $ 90,555 $ 89,798 $ (757)

General sales and use tax 284,556 284,556 168,771 (115,785)

Amusement tax 240 240 144 96)

Penalties and interest on

delinquent taxes 864 864 643 (221)
Total Taxes 376,215 376,215 259,356 (116,859)
Total licenses and permits 10 10 -- (10)
Intergovernmental Revenue:

State Shared Revenue:

State Grants 143,000 143,000 2,450 (140,550)
Bank franchise tax 550 550 612 62
Motor vehicle commercial prorate - - 1,636 1,636
Liquor tax 3,170 3,170 2,165 (1,005)
Motor vehicle licenses (5%) - - 12,066 12,066
Local government highway

and bridge fund 23,800 23,800 21,996 (1,804)

County Shared Revenue:

County road tax (25%) 11,000 11,000 - (11,000)

County highway and bridge reserve - - 342 342
Total Intergovernmental Revenue 181,520 181,520 41,267 (140,253)
Charges for Goods and Services:

Sanitation 47,780 47,780 44,324 (3,456)

Health 4 4 3 [¢))

Culture and recreation 800 800 239 (561)
Total Charges for Goods and Services 48,584 48,584 44,566 (4,018)
Fines and Forfeits:

Court fines and costs 2,690 2,690 2,653 37
Total Fines and Forfeits 2,690 2,690 2,653 37
Miscellaneous Revenue:

Investment earnings 360 360 258 (102)

Rentals 11,633 11,633 14,442 2,809

Contributions and donations from

private sources 1,200 1,200 25 1,175)
Liquor operating agreement 23,300 23,300 18,542 (4,758)
Other - - 2,135 2,135

Gain on sale of assets 1,270 1,270 - (1,270)
Total Miscellaneous Revenue 37,763 37,763 35,402 (2,361)
Total Revenue 646,782 646,782 383,244 (263,538)

See accompanying Note to Budgetary Comparison Schedules.
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MUNICIPALITY OF TIMBER LAKE, SD

BUDGETARY COMPARISON SCHEDULES - MODIFIED CASH BASIS

GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2015
(CONTINUED)

Budgeted Amounts

Variance with
Final Budget

Original Final Actual Amounts Positive (Negative)
Expenditures:
General Government:
Legislative $ 58,420 $ 58,420 $ 12,171 $ 46,249
Executive 2,595 2,595 1,601 994
Elections 1,000 1,000 37 963
Financial administration 100,229 100,229 70,153 30,076
Other: 76,729 76,729 58,209 18,520
Total General Government 238,973 238,973 142,171 96,802
Public Safety:
Police 60,000 60,000 60,000 -
Fire 5,060 5,060 4,691 369
Total Public Safety 65,060 65,060 64,691 369
Public Works:
Highway and streets 388,395 388,395 375,916 12,479
Sanitation 46,200 46,200 39,743 6,457
Airport 4,080 4,080 2,558 1,522
Total Public Works 438,675 438,675 418,217 20,458
Health and Welfare 8,000 8,000 5,043 2,957
Culture and Recreation:
Recreation 500 500 60 440
Parks 28,536 28,536 2,403 26,133
Libraries 18,020 18,020 9,573 8,447
Museum 104 104 -- 104
Total Culture and Recreation 47,160 47,160 12,036 35,124
Miscellaneous 3,100 3,100 3,191 91)
Miscellaneous 3,100 3,100 3,191 91)
Total Expenditures 800,968 800,968 645,349 155,619
Excess of Revenue (Under) Expenditures (154,186) (154,186) (262,105) (107,919)
Net Change in Fund Balances (154,186) (154,186) (262,105) (107,919)
Other Financing Sources 13,212 13,212 (29,057) (42,269)
Fund Balance Beginning 347,718 347,718 347,718 -
FUND BALANCE - ENDING $ 206,744 $ 206,744 $ 56,556 $ (150,188)

See accompanying Note to Budgetary Comparison Schedules.
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MUNICIPALITY OF TIMBER LAKE, SD
NOTE TO BUDGETARY COMPARISON SCHEDULES

SCHEDULES OF BUDGETARY COMPARISONS FOR THE GENERAL FUND

DECEMBER 31, 2015

Note 1: Budgets and Budgetary Accounting:

The Municipality follows these procedures in establishing the budgetary data reflected in the
schedules:

1.

At the 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.

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.

A line item for contingencies may be included in the annual budget. Such a line item may
not exceed 5 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.

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

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

Formal budgetary integration is employed as a management control device during the year
for the General Fund.
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